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NORTH  AMERICAN  FREE-TRADE  AGREEMENT 
[NAFTA]  AND  SUPPLEMENTAL  AGREEMENTS 
TO  NAFTA 


TUESDAY,  SEPTEMBER  14,  1993 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Washington,  DC. 
The  committee  met,  pursuant  to  call,  at  12  p.m.,  in  room  1100, 
Longworth  House  Office  Building,  Hon..  Dan  Rostenkowski  (chair- 
man of  the  committee)  presiding. 

[Press  releases  announcing  the  hearings  follow:] 

(1) 


FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  #9 

FRIDAY,  AUGUST  13,  1993  COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,  D.C.   20515 
TELEPHONE:   (202)  225-1721 

THE  HONORABLE  DAN  ROSTENKOWSKI  (D. ,  ILL.),  CHAIRMAN, 

COMMITTEE  ON  WAYS  AND  MEANS,  U.S.  HOUSE  OF  REPRESENTATIVES, 

ANNOUNCES  PUBLIC  HEARINGS  ON 

THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT  (NAFTA)  AND 

SUPPLEMENTAL  AGREEMENTS  TO  THE  NAFTA 


The  Honorable  Dan  Rostenkowski  (D. ,  111.),  Chairman  of  the  Committee 
on  Ways  and  Means,  U.S.  House  of  Representatives,  in  anticipation  of 
Congressional  consideration  of  implementing  legislation  for  the  North 
American  Free  Trade  Agreement  (NAFTA)  with  Canada  and  Mexico  beginning  in 
September,  today  announced  hearings  on  the  NAFTA  and  the  three 
supplemental  agreements  to  the  NAFTA  on  labor  cooperation,  environmental 
cooperation,  and  potential  import  surges. 

The  full  Committee  will  receive  testimony  from  the  U.S.  Trade 
Representative,  Ambassador  Michael  Kantor,  and  other  Administration 
witnesses  on  the  provisions  and  economic  implications  of  the  NAFTA  and 
the  supplemental  agreements  and  on  their  proposed  implementation  in  U.S. 
law.   The  hearing  will  be  held  in  the  main  Committee  hearing  room, 
1100  Longworth  House  Office  Building,  on  a  date  and  time  to  be  announced 
as  soon  as  it  is  scheduled. 

President  Bush,  Canadian  Prime  Minister  Mulroney,  and  Mexican 
President  Salinas  signed  the  NAFTA  on  December  18,  1992.   On  August  13, 
1993,  agreement  among  the  three  countries  was  announced  on  the  three 
supplemental  accords.   NAFTA  will  take  effect  on  January  1,  1994,  if 
approved  by  the  legislatures  of  the  three  countries.   Under  "fast  track" 
procedures,  the  Congress  has  a  maximiim  of  90  legislative  days  (60 
legislative  days  in  the  House)  to  consider  implementing  legislation  after 
it  is  submitted  by  the  President.   Such  legislation  would  approve  the 
Agreement  and  make  such  changes  in  U.S.  law  as  are  necessary  and 
appropriate  to  implement  the  Agreement.   The  purpose  of  these  hearings  is 
to  provide  guidance  to  the  Committee  on  whether  the  Agreement  is  in  the 
U.S.  economic  interest  and  on  issues  that  should  be  addressed  in  the 
implementing  bill  and  statement  of  administrative  action.   The  bill  and 
statement  of  administrative  action  will  be  formally  submitted  by  the 
Administration,  but  are  developed  in  close  consultation  with  Congress. 

Additional  hearings  will  be  conducted  by  the  Subcommittee  on  Trade 
to  receive  testimony  from  public  witnesses. 


FOR  IMMEDIATE  RELEASE  PRESS  RELEASE  /ll 

FRIDAY,  SEPTEMBER  3,  1993        COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,  D.C.   20515 
TELEPHONE:   (202)  225-1721 

THE  HONORABLE  DAN  ROSTENKOWSKI  (D. ,  ILL.),  CHAIRMAN, 

COMMITTEE  ON  WAYS  AND  MEANS,  U.S.  HOUSE  OF  REPRESENTATIVES, 

ANNOUNCES  DATE  FOR  FULL  COMMITTEE  HEARING  ON 

THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT  (NAFTA)  AND 

SUPPLEMENTAL  AGREEMENTS  TO  THE  NAFTA 

The  Honorable  Dan  Rostenkowski  (D.,  111.),  Chairman  of  the 
Committee  on  Ways  and  Means,  U.S.  House  of  Representatives,  today 
announced  that  full  Committee  hearings  on  the  North  American  Free 
Trade  Agreement  and  the  three  supplemental  agreements  to  the  NAFTA 
will  be  held  on  Tuesday,  September  14,  1993,  in  the  main  Committee 
hearing  room,  1100  Longworth  House  Office  Building,  beginning  at 
12:00  p.m.   This  hearing  was  previously  announced  in  Committee  on 
Ways  and  Means  press  release  /9,  dated  August  13,  1993. 

The  Committee  will  receive  testimony  from  the  U.S.  Trade 
Representative,  Ambassador  Michael  Kantor;  the  Secretary  of  Labor, 
the  Honorable  Robert  B.  Reich;  and  the  Administrator  of  the 
Environmental  Protection  Agency,  the  Honorable  Carol  Browner. 

Ambassador  Kantor  will  testify  on  behalf  of  the  Administra- 
tion on  the  provisions  and  implications  of  the  NAFTA  and  the 
supplemental  agreements,  and  on  their  implementation.   Secretary 
Reich  will  testify  on  the  labor  implications  of  NAFTA  and  the 
supplemental  agreement  on  labor  cooperation.   Administrator 
Browner  will  testify  on  the  environmental  provisions  in  the  NAFTA 
and  the  supplemental  agreement  on  environmental  cooperation. 

The  Subcommittee  on  Trade  will  continue  these  hearings  to 
receive  testimony  from  public  witnesses. 


SUBCOMMITTEE  ON  TRADE  #16 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,  D.C.   20515 
TELEPHONE:   (202)  225-1721 

THE  HONORABLE  SAM  M.  GIBBONS  (D. ,  FLA.), 

CHAIRMAN,  SUBCOMMITTEE  ON  TRADE, 

COMMITTEE  ON  WAYS  AND  MEANS,  U.S.  HOUSE  OF  REPRESENTATIVES, 

ANNOUNCES  CONTINUATION  OF  HEARINGS  ON 

THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT  (NAFTA)  AND 

SUPPLEMENTAL  AGREEMENTS  TO  THE  NAFTA 

The  Honorable  Sam  M.  Gibbons  (D. ,  Fla.),  Chairman  of  the  Subcommit- 
tee on  Trade,  Committee  on  Ways  and  Means,  U.S.  House  of  Representatives, 
today  announced  that  the  Subcommittee  on  Trade  will  continue  the  hearings 
on  the  NAFTA  and  the  three  supplemental  agreements  to  the  NAFTA  announced 
by  the  full  Committee  on  Ways  and  Means  (press  release  #9) .   The  full 
Committee  will  receive  testimony  from  Administration  witnesses. 

The  Subcommittee  on  Trade  will  receive  testimony  from  the  public  on 
the  NAFTA  and  the  supplemental  agreements  and  their  implementation.   In 
particular,  the  Subcommittee  is  interested  in  receiving  views  from  the 
public  on  the  li)cely  impact  of  the  NAFTA,  together  with  the  supplemental 
agreements,  on  the  U.S.  economy  overall,  on  particular  agricultural, 
industrial,  and  service  sectors,  and  on  labor  and  environmental  inter- 
ests.  The  Subcommittee  is  also  very  interested  in  proposals  by  the 
public  of  provisions  necessary  or  appropriate  for  inclusion  in  the  NAFTA 
implementing  legislation  or  accompanying  statement  of  administrative 
action. 

These  hearings  will  be  held  on  a  date,  time,  and  location  to  be 
announced  as  soon  as  they  are  scheduled.   The  Members  of  the  full 
Committee  on  Ways  and  Means  are  also  invited  to  participate  in  the 
Subcommittee  hearings. 

DETAILS  FOR  SUBMISSION  OF  REQUESTS  TO  BE  HEARD: 

Requests  to  be  heard  must  be  made  by  telephone  to  Harriett  Lawler, 
Diane  Kirkland,  or  Karen  PonzuricJc  [telephone  (202)  225-1721]  by  close  of 
business  Thursday,  September  2,  1993.   The  telephone  request  should  be 
followed  by  a  formal  written  request  to  Janice  Mays,  Chief  Counsel  and 
Staff  Director,  Committee  on  Ways  and  Means,  U.S.  House  of  Representa- 
tives, 1102  Longworth  House  Office  Building,  Washington,  D.C.  20515.   The 
Subcommittee  staff  will  notify  by  telephone  those  scheduled  to  appear  as 
soon  as  possible  after  the  filing  deadline.   Any  questions  concerning  a 
scheduled  appearance  should  be  directed  to  the  Subcommittee  office 
[(202)  225-3943). 

In  view  of  the  limited  time  available  to  hear  witnesses,  the  Subcom- 
mittee may  not  be  able  to  accommodate  all  requests  to  be  heard.   Those 
persons  and  organizations  not  scheduled  for  an  oral  appearance  are 
encouraged  to  sulpmit  written  statements  for  the  record  of  the  hearing. 
All  persons  requesting  to  be  heard,  whether  they  are  scheduled  for  oral 
testimony  or  not,  will  be  notified  as  soon  as  possible  after  the  filing 
deadline. 

Witnesses  scheduled  to  present  oral  testimony  are  requested  to 
briefly  summarize  their  written  statements.   The  full  statement  will  be 
included  in  the  printed  record. 

In  order  to  assure  the  most  productive  use  of  the  limited  amount  of 
time  available  to  question  hearing  witnesses,  witnesses  scheduled  to 
appear  before  the  Subcommittee  are  required  to  submit  150  copies  of  their 
prepared  statement  to  the  Subcommittee  on  Trade  office,  room  1136  Long- 
worth  House  Office  Building,  at  least  24  hours  in  advance  of  their 
scheduled  appearance.   Failure  to  do  so  may  result  in  the  witness  being 
denied  the  opportunity  to  testify  in  person. 


WRITTEN  STATEMENTS  IN  LIEU  OF  PERSONAL  APPEARANCE: 

Any  interested  person  or  organization  may  file  written  statements 
for  inclusion  in  the  printed  record  of  the  hearing.   Persons  submitting 
written  statements  for  the  printed  record  should  submit  at  least  six  (61   ^ 
copies  of  their  comments  to  Janice  Mays,  Chief  Counsel  and  Staff 
Director,  Committee  on  Ways  and  Means,  U.S.  House  of  Representatives, 
1102  Longworth  House  Office  Building,  Washington,  D.C.  20515.   The 
closing  date  for  submission  of  written  comments  will  be  announced  at  the 
time  the  hearing  is  scheduled.   If  those  filing  written  statements  for 
the  printed  record  of  the  hearing  wish  to  have  their  statements  distrib- 
uted to  the  press  and  the  interested  public,  they  may  provide  100  addi- 
tional copies  for  this  purpose  to  the  Subcommittee  office,  room 
1136  Longworth  House  Office  Building,  before  the  hearing  begins. 

FORMATTING  REQUIREMENTS: 

Eich  statement  presented  (of  printinf  to  the  Committee  by  a  witness,  any  written  stateirwnt  or  exhibit  submitted 
for  the  printed  record  or  any  written  comments  in  response  to  a  request  for  vrritten  comments  must  conform  to  the 
(uidelines  listed  below.  Any  statenrwnt  or  exhibit  not  in  compliaiKe  with  these  guidelines  will  no(  be  printed,  but  wilt  be 
maintained  in  the  Committee  files  for  review  and  use  by  the  Committee. 

any  accompanying  exhibits  for  printing  must  be  typed  in  single  space  on  legal-size  paper  and 


will  be  maintained  in  the  Committee  files  for  review  and  use  by  the  Committee. 

Statements  must  contain  the  name  and  capacity  in  which  the  witness  will  appear  or,  for  written  comments,  the 
name  and  capacity  of  the  person  submitting  the  staUment,  as  well  as  any  clients  or  persons,  or  any  organization 
for  whom  the  witness  appears  or  for  whom  the  statement  is  submitted. 

A  supplemental  sheet  must  accompany  each  tutemnt  listing  the  nauM,  full  address,  a  telephone  number  where 
the  witness  or  the  designated  representathre  may  be  reached  and  a  topical  outline  or  summary  of  the  comments 
and  recommendations  in  the  full  statement.    This  supplenMntal  sheet  will  not  be  included  in  the  printed  record 

The  above  restrictions  and  limitations  apply  only  to  material  being  submitted  for  printing.     Statements  and  exhibits 
■      ■     ■"" ^embers     ' 


the  press  and  the  public  during  the  course  < 


FOR  IMMEDIATE  RELEASE  SUBCOMMITTEE  ON  TRADE  /17 

FRIDAY,  SEPTEMBER  3,  1993  COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,  D.C.   20515 
TELEPHONE:   (202)  225-1721 

THE  HONORABLE  SAM  M.  GIBBONS  (D.  ,  FLA.),  CHAIRMAN, 

SUBCOMMITTEE  ON  TRADE,  COMMITTEE  ON  WAYS  AND  MEANS, 

U.S.  HOUSE  OF  REPRESENTATIVES,  ANNOUNCES 

DATES  FOR  CONTINUATION  OF  HEARINGS  ON 

THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT  (NAFTA)  AND 

SUPPLEMENTAL  AGREEMENTS  TO  THE  NAFTA 

The  Honorable  Sam  M.  Gibbons  (D. ,  Fla.),  Chairman  of  the  Subcom- 
mittee on  Trade,  Committee  on  Ways  and  Means,  U.S.  House  of  Representa- 
tives, today  announced  that  the  hearings  begun  on  September  14,  1993, 
by  the  full  Committee  on  the  NAFTA  and  the  supplemental  agreements  to 
the  NAFTA  will  be  continued  by  the  Subcommittee  on  Trade  on  Wednesday, 
September  15,  and  Tuesday,  September  21,  1993.   The  September  15  hearing 
will  be  held  in  the  main  Committee  hearing  room,  1100  Longworth  House 
Office  Building,  beginning  at  9:30  a.m.   The  hearing  on  September  21 
will  be  tentatively  held  in  room  210  Cannon  House  Office  Building, 
beginning  at  9:30  a.m.   If  necessary,  a  hearing  will  be  held  on  Monday, 
September  27,  1993,  in  room  1100  Longworth  House  Office  Building, 
beginning  at  2:00  p.m. 

These  hearings  were  previously  announced  in  Committee  on  Ways  and 
Means  press  release  /9,  dated  August  13,  1993,  and  Subcommittee  on  Trade 
press  release  /16,  dated  August  13,  1993.   Testimony  will  be  received 
only  from  persons  who  have  previously  requested  an  invitation  to  appear 
in  response  to  the  Subcommittee's  press  release. 

Witnesses  scheduled  to  present  oral  testimony  are  requested  to 
briefly  summarize  their  written  statements.   The  full  statement  will  be 
included  in  the  printed  record. 

In  order  to  assure  the  most  productive  use  of  the  limited  amount  of 
time  available  to  question  hearing  witnesses,  witnesses  scheduled  to 
appear  before  the  Subcommittee  are  required  to  submit  200  copies  of  their 
prepared  statement  to  the  Subcommittee  on  Trade  office,  room  1136  Long- 
worth  House  Office  Building,  at  least  24  hours  in  advance  of  their 
scheduled  appearance.   Failure  to  do  so  may  result  in  the  witness  being 
denied  the  opportunity  to  testify  in  person. 

WRITTEN  STATEMENTS  IN  LIEU  OF  PERSONAL  APPEARANCE: 

Any  interested  person  or  organization  may  file  written  comments  for 
inclusion  in  the  printed  record  of  the  hearing.   Persons  submitting 
written  comments  for  the  printed  record  should  submit  at  least  six  (6) 
copies  of  their  comments  by  the  close  of  business  Monday,  September  27, 
1993,  to  Janice  Mays,  Chief  Counsel  and  Staff  Director,  Committee  on  Ways 


and  Means,  U.S.  House  of  Representatives,  1102  Longworth  House  Office 
Building,  Washington,  D.C.  20515.   If  those  filing  written  statements  for 
the  printed  record  of  the  hearing  wish  to  have  their  statements  distrib- 
uted to  the  press  and  the  interested  public,  they  may  provide  100  addi- 
tional copies  for  this  purpose  to  the  Subcommittee  office,  room  1136 
Longworth  House  Office  Building,  before  the  hearing  begins. 

FORMATTING  REQUIREMENTS: 

Each  sUUment  prescntid  for  printing  to  tha  CommittM  by  a  witn«M,  any  written  statement  or  exhibit  submitted 
for  the  printed  record  must  conform  to  the  guidelines  listed  below.  Any  statement  or  exhibit  not  in  compliance  with 
these  guidelines  ivill  not  be  printed,  but  will  be  maintained  in  the  Committee  files  for  review  and  use  by  the  Committee. 


2.  Copies  of  whole  documenU  submitted  as  exhibit  material  will  not  be  accepted  for  printing.  Instead,  exhibit 
material  should  be  referenced  and  quoud  or  paraphrased.  All  exhibit  maurial  not  meeting  these  specifications 
will  be  maintained  in  the  Committee  flies  for  review  and  use  by  the  Committee. 

3.  Statements  must  contain  the  name  and  capacity  in  which  the  witrtess  will  appear  or,  for  written  comments,  the 
name  and  capacity  of  the  person  submitting  the  statement,  as  well  as  any  clienU  or  persons,  or  any  organiiation 

submitted. 


upplemental  sheet  must  accompany  each  statement  listing  the  name,  full  address,  a  telephone  number  where 
witness  or  the  designated  representative  may  be  reached  and  a  topical  outline  or  summary  of  the  commenU 
recommendations  in  the  full  statement.    This  supplemental  sheet  will  not  be  included  in  the  printed  record. 

and  Umiutions  apply  only  to  material  being  submitted  for  printing.     Statements  and  exhibits 
the  Members,  the  press  and  the  public  during  the  course  of 
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FOR  IMMEDIATE  RELEASE  SUBCOMMITTEE  ON  TRADE  /17-REVISED 

MONDAY,  SEPTEMBER  13,  1993      COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 
1102  LONGWORTH  HOUSE  OFFICE  BLDG. 
WASHINGTON,  D.C.   20515 
TELEPHONE:   (202)  225-3943 

THE  HONORABLE  SAM  M.  GIBBONS  (D. ,  FLA.),  CHAIRMAN, 

SUBCOMMITTEE  ON  TRADE,  COMMITTEE  ON  WAYS  AND  MEANS, 

U.S.  HOUSE  OF  REPRESENTATIVES,  ANNOUNCES 

CHANGE  IN  DATE  AND  TIME  FOR  HEARING  ON 

THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT  (NAFTA) 

AND  SUPPLEMENTAL  AGREEMENTS  TO  THE  NAFTA 


The  Honorable  Sam  M.  Gibbons  (D. ,  Fla.),  Chaiman  of  the 
Subcommittee  on  Trade,  Committee  on  Ways  and  Means,  U.S.  House  of 
Representatives,  today  announced  that  the  date  and  time  have  been 
changed  for  the  hearing  on  the  North  American  Free  Trade  Agree- 
ment (NAFTA)  and  supplemental  agreements  to  the  NAFTA  tentatively 
scheduled  to  be  held  on  September  27,  1993. 

This  hearing  will  now  be  held  on  Thurgaav.  g^Ptgmfc^r  2?. 
1993.  beginning  at  9;30  a.m..  in  the  main  Committee  hearing  room, 
1100  Longworth  House  Office  Building.   All  other  details  remain 
as  previously  announced  in  Subcommittee  press  release  #17,  dated 
September  3,  1993. 


Chairman  ROSTENKOWSKI.  The  committee  will  come  to  order. 

I  would  like  to  take  this  opportunity  to  welcome  our  guests.  I  am 
going  to  try  to  move  this  hearing  along  as  quickly  as  possible.  I 
know  that  Mr.  Archer  is  going  to  have  an  opening  statement,  as 
is  Mr.  Crane.  I  am  expecting  that  Mr.  Gibbons  and  Mr.  Matsui  will 
also  have  an  opening  statement. 

Welcome.  Today,  the  Committee  on  Ways  and  Means  begins  its 
consideration  of  the  North  American  Free-Trade  Agreement  and 
the  three  supplemental  agreements  on  labor  cooperation,  environ- 
mental cooperation,  and  potential  import  surges.  Our  goal  is  to  de- 
velop implementing  legislation  this  fall  for  approval  under  congres- 
sional fast  track  procedures. 

The  purpose  of  the  hearing  this  afternoon  is  to  receive  testimony 
from  the  administration  on  the  impact  of  the  NAFTA  and  the  three 
side  agreements  and  on  their  implementation.  Hearings  will  con- 
tinue in  the  Subcommittee  on  Trade  beginning  tomorrow  to  receive 
views  from  Members  of  Congress  and  from  the  private  sector. 

These  hearings  build  on  an  extensive  record  of  testimony  already 
received  by  the  committee  and  subcommittee  on  the  NAPTA  and 
supplemental  agreement  negotiations  in  four  sets  of  hearings  be- 
ginning in  1991.  Following  the  completion  of  the  subcommittee's 
hearings  on  September  23,  I  anticipate  that  the  subcommittee  and 
then  the  full  committee  will  conduct  informal  sessions  to  develop 
draft  implementing  legislation  in  consultation  with  the  administra- 
tion on  provisions  within  the  jurisdiction  of  this  committee. 

Other  committees  of  the  House  and  Senate  will  consider  provi- 
sions within  their  respective  jurisdictions  followed  by  a  House-Sen- 
ate informal  conference  to  resolve  differences. 

My  goal  is  to  complete  the  informal  process  in  this  committee  in 
a  timeframe  that  would  enable  the  House  and  Senate  leadership  to 
complete  their  recommendations  to  the  administration  for  the  im- 
plementing bill  by  the  end  of  October.  The  administration  would 
then  formally  submit  the  implementing  bill  under  the  fast  track 
procedures  soon  thereafter. 

Since  the  implementing  bill  is  not  amendable  once  introduced  for 
fast  track  consideration,  this  informal  process  provides  the  critical 
opportunity  for  Member  input  on  the  changes  in  U.S.  law  necessary 
or  appropriate  to  implement  the  NAFTA. 

At  his  White  House  ceremony  this  morning  to  sign  the  supple- 
mental agreements  and  to  launch  NAFTA's  consideration.  Presi- 
dent Clinton  established  NAFTA  implementation  as  a  legislative 
priority. 

As  chairman  of  the  Committee  on  Ways  and  Means  and  chair- 
man of  the  trade  agreement  coordinating  group  of  committee  chair- 
men appointed  by  the  Speaker  to  coordinate  NAFTA  implementa- 
tion in  the  House,  I  will  work  closely  with  the  administration  on 
the  implementing  process.  I  also  urge  my  fellow  committee  chair- 
men and  the  House  leadership  to  do  likewise. 

The  NAFTA  and  supplemental  agreements  offer  an  historic  and 
unique  opportunity  to  promote  economic  growth  and  create  jobs  in 
this  hemisphere.  While  I  intend  to  support  the  President  on  the 
NAFTA,  I  understand  that  many  members  may  still  have  questions 
and  concerns  about  the  NAFTA.  For  that  reason,  I  urge  each  mem- 
ber to  provide  the  administration  a  full  opportunity  at  this  hearing 


10 

and  in  the  weeks  ahead  to  explain  why  the  NAFTA  should  be  sup- 
ported. I  urge  members  to  approach  this  debate  with  open  minds 
and  to  assess  the  merits  of  the  NAFTA  objectively  on  the  facts  and 
not  on  emotion. 

I  welcome  U.S.  Trade  Representative,  Mickey  Kantor;  Secretary 
of  Labor,  Robert  Reich;  and  the  Administrator  of  the  Environ- 
mental Protection  Agency,  Carol  Browner  to  the  committee. 

Since  our  time  is  limited  this  afternoon,  I  will  ask  each  of  you 
to  summarize  your  statements  and  then  ask  questions  from  the 
members  as  a  panel. 

Before  I  recognize  the  administration  for  testimony,  I  would  yield 
first  to  the  ranking  minority  member,  Mr.  Archer. 

Mr.  Archer.  Mr.  Chairman,  I  thank  you  very  much.  I  am 
pleased  to  have  two,  and  I  guess  perhaps  three,  very  distinguished 
members  of  the  President's  Cabinet  before  us  today  to  defend  and 
promote  NAFTA.  I  believe  it  is  an  historic  trade  agreement,  nego- 
tiated through  two  administrations  on  a  bipartisan  basis  and  recog- 
nized by  Democrats  and  Republicans  alike  as  a  tremendous 
achievement  for  the  leading  nations  in  this  hemisphere. 

NAFTA,  for  all  its  complications,  offers  a  simple  prescription: 
Lowered  trade  barriers,  more  jobs,  and  a  cleaner  environment.  Yes, 
it  has  its  critics,  but  I  believe  that  common  concerns  of  economic 
expansion,  rising  standards  of  living,  and  a  cleaner  environment 
can  be  pursued  together. 

The  United  States,  Canada,  and  Mexico  should  embrace  NAFTA 
as  three  sovereign  and  respected  countries  pledging  to  work  to- 
gether in  ways  that  will  benefit  the  economies,  the  workplaces,  the 
living  standards,  and  the  environments  of  all  three. 

What  we  seem  to  learn  from  history  is  that  we  never  seem  to 
learn  from  history.  And  so  we  must  relive  it.  As  I  read  history,  ever 
since  the  industrial  revolution,  no  country  has  improved  the  stand- 
ard of  living  of  its  people  by  increasing  its  trade  restrictions  and 
barriers,  but  each  country  that  has  reduced  trade  restrictions  and 
barriers  has  resulted  in  an  improved  standard  of  living  for  all  of 
its  people.  That  is  what  I  believe  is  involved  in  NAFTA. 

Tlie  United  States,  of  all  countries,  should  have  the  confidence 
to  neither  fear  nor  reject  this  opportunity.  A  lot  of  work,  I  think, 
still  remains  to  be  done  because  this  is  a  complicated  agreement 
that  must  be  implemented  carefully  so  as  to  maximize  its  benefits 
while  protecting  those  who  will  have  to  face  adjustment  in  guard- 
ing the  sovereignty  of  our  Nation  and  its  subdivisions. 

Indeed,  I  have  pledged  to  my  constituents  not  to  support  the  im- 
plementing bill  if  it  lacks  assurances  that  U.S.  sovereignty  will  be 
protected.  I  will  be  looking  to  the  witnesses  today,  and  to  the  Presi- 
dent, to  provide  such  assurances. 

With  such  assurances,  I  will  support  NAFTA  because  I  am  con- 
fident about  the  opportunities  it  will  create  for  U.S.  workers  and 
businesses.  It  will  create  new  jobs,  not  just  in  my  own  city  of  Hous- 
ton, where  our  port  is  the  largest  port  providing  trade  with  Mexico 
and  which  will  benefit  from  an  enormous  increase  in  jobs,  but  be- 
cause I  believe  it  will  create  new  jobs  across  this  country  as  well 
as  in  Mexico  and  Canada. 
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Our  challenge  is  to  construct  an  implementing  package  that  will 
build  on  our  strengths  and  guarantee  our  economic  future.  So  I 
look  forward  to  hearing  your  testimony  today.  Welcome. 

Chairman  RosTENKOWSKi.  Mr.  Crane. 

Mr.  Crane.  Thank  you,  Mr.  Chairman,  and  I,  too,  want  to  wel- 
come the  Cabinet  officials  here  today  and  congratulate  the  adminis- 
tration for  forcefully  endorsing  the  NAFTA. 

Congressional  implementation  of  NAFTA  will  be  a  bipartisan  ef- 
fort in  the  national  interest  which  will  expand  economic  opportuni- 
ties for  U.S.  industry  and  workers.  NAFTA  is  the  right  thing  to  do 
because  it  will  help  the  United  States  adapt  to  the  changing  reali- 
ties of  the  global  environment. 

As  we  know  from  EC  92  and  Japan's  production  sharing  arrange- 
ments throughout  Asia,  the  size  of  a  country's  market  is  critical  in 
determining  its  ability  to  be  a  first  class  economic  power.  Economic 
integration  with  other  countries  in  our  region  will  invigorate  our 
industries  by  giving  them  more  opportunities  to  succeed  and  will 
create  the  lands  of  jobs  our  workers  will  seek  now  and  into  the 
next  century. 

I  look  forward  to  working  with  you,  Mr.  Kan  tor,  and  your  col- 
leagues to  better  understand  the  side  agreements  you  are  propos- 
ing to  us.  As  you  know,  I  have  concerns  about  the  added  bureauc- 
racies involved  and  the  harassments  they  may  cause  for  firms 
working  hard  to  succeed  in  a  very  tough  international  marketplace. 
I  am  confident,  however,  that  we  can  work  through  our  differences 
and  unite  behind  the  common  purpose  of  free  trade  in  North  Amer- 
ica, and  I  look  forward  to  today's  testimony. 

Chairman  ROSTENKOWSKI.  Mr.  Matsui. 

Mr.  Matsui.  Thank  you  very  much,  Mr.  Chairman. 

I  would  like  to  thank  you  and  other  members  of  this  committee 
for  showing  their  confidence  in  asking  me  to  be  chair  of  the  NAFTA 
liaison  group. 

I  want  to  welcome  the  Ambassador  and  Secretary  Reich  and  Sec- 
retary Browner  as  well. 

I  will  be  very  brief.  I  think  there  has  been  so  much  misunder- 
standing about  what  NAFTA  is  all  about.  I  think  some  of  it  unin- 
tentional, just  people  that  perhaps  do  not  understand  what  trade 
agreements  are  all  about.  Some  intentional,  such  as  when  Ross 
Perot  would  get  on  national  television  and  not  be  challenged  in 
claiming  that  5.9  million  jobs  would  be  lost  if  NAFTA  should  pass. 

It  is  up  to  us  in  the  Congress  and  the  administration  to  change 
that  message  and  to  begin  to  frame  this  debate  in  terms  of  what 
it  really  is;  that  this  will  create  American  jobs.  Almost  every  credi- 
ble study,  and  we  have  had  293  economists  plus  12  Nobel  Prize 
winners  say  NAFTA  will  create  jobs,  and  the  minimum  will  be 
about  200,000  jobs  over  the  next  24  months. 

And  the  reason  this  will  occur  is  because  what  NAFTA  really  is 
all  about  is  an  agreement  to  reduce  tariffs  on  both  sides  of  the  bor- 
der. And  for  every  $1  of  United  States  tariff's  there  are  $2.50  worth 
of  Mexican  tariffs.  We  have  had  CEO's  of  major  corporations  say 
that  if  NAFTA  fails,  it  will  open  up  plants  in  Mexico  because  Mex- 
ico is  a  middle  class  developing  country  and  they  want  to  sell  com- 
puters and  automobiles  to  Mexico.  But  if  NAFTA  passes,  they  will 
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be  able  to  keep  these  jobs  in  America  because  tariffs  will  go  down 
immediately  or  within  the  next  5,  10,  or  15  years. 

Let  me  conclude  by  making  one  final  observation.  I  think  Chair- 
man Rostenkowski  stated  and  addressed  this  issue.  What  we  are 
really  talking  about  here  is  change  in  the  American  economy.  Over 
the  last  10  years,  we  have  seen  a  shift;  of  20  million  American  jobs. 
Those  shifts  are  going  to  occur  with  or  without  NAFTA  and  what 
we  must  do  is  adapt  to  the  changing  economy,  which  is  a  dynamic 
economy  in  America.  That  is  why  over  the  past  75  years  we  have 
been  the  paramount  economic  power  in  the  world. 

It  is  my  hope  that  my  colleagues  will  keep  their  minds  open  on 
this  issue.  And  I  know  over  the  last  2  weeks  many  of  those  opposed 
to  NAFTA  have  attempted  to  get  our  colleagues  to  commit  publicly 
and  before  labor  groups  and  otherwise.  It  is  important  that  they 
keep  their  options  open,  because  we  will  now  have  an  opportunity 
to  frame  the  debate  in  a  way,  I  believe,  that  when  a  vote  occurs 
this  will  be  seen  as  a  progrowth,  projob  proposal,  and  I  don't  want 
any  of  my  colleagues  to  be  caught  in  a  situation  where  they  will 
regret  their  vote  if  this  legislation  fails,  because  I  think  if  it  fails 
it  would  be  tremendously  adverse  in  terms  of  our  relationship  with 
Mexico,  and  we  will  lose  American  jobs. 

Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Levin. 

Mr.  Levin.  Thank  you,  Mr.  Chairman. 

Today,  in  a  real  sense,  Mr.  Chairman  and  my  colleagues,  begins 
a  debate,  I  think  it  will  be  an  historical  debate,  about  NAFTA. 

At  least  some  of  us  listened  to  every  word  of  the  presentation  at 
the  White  House.  It  was  a  powerful  presentation  with  a  President 
whom  I  very  much  support  and  three  former  Presidents  there.  I 
hope  that  this  is  a  healthy  debate.  We  have  not  had  a  healthy  de- 
bate on  trade  in  a  long,  long  time  in  this  country. 

In  the  1980's,  when  our  deficit  with  Japan  was  going  up,  their 
surplus  with  us  was  going  through  the  roof,  we  did  not  have  a 
healthy  debate  in  this  country.  What  we  did,  we  had  a  lot  of  rhet- 
oric, we  had  a  lot  of  evocation  of  Smoot-Hawley,  we  had  a  lot  of 
reference  to  narrow  interests,  as  if  jobs  were  of  narrow  interest.  We 
had  a  lot  of  reference  to  leaders  trying  to  lead  their  troops,  con- 
cerned about  their  specific  industries. 

Well,  it  turned  out  that  those  who  raised  the  warning  flags  about 
trade  issues  in  the  1980s  were  right,  and  those  who  pooh-poohed 
those  concerns,  who  evoked  Smoot-Hawley,  who  claimed  that  those 
who  raised  these  issues  were  protectionists,  though  we  were  not, 
they  were  wrong.  And  now  this  administration  has  adopted  a  re- 
sults-oriented, stronger  trade  policy  toward  Japan,  and  we  have  a 
new  Prime  Minister  of  Japan  saying,  yes,  maybe  there  should  have 
been  and  should  be  targets.  Now  people  are  raising  an  issue  re- 
garding a  new  trade  issue. 

What  happens  when  you  put  together  two  very  disparate  econo- 
mies where,  in  the  perspective  of  many  of  us,  you  have  a  tilted 
playing  field  not  because  of  trade  barriers,  as  was  true  in  Japan, 
but  because  of  a  wage  differential  of  8  to  1  or  10  to  1  and  where 
you  have  a  combination  of  a  high  productivity,  high  wage  economy 
in  the  United  States  and  a  high  productivity,  low  wage  industrial 
sector  in  Mexico. 


13 

The  motor  vehicle  plant  in  Mexico,  not  so  far  away  from  the  bor- 
der, is  just  as  productive  as  one  in  the  Midwest,  but  the  wages  are 
one-seventh.  Now,  this  kind  of  disparity  needs  a  healthy  debate, 
and  we  need  to  more  than  resort  to  rhetoric  and  to  rhetorical  flour- 
ishes. This  is  not  mainly  a  concern  of  a  few  leaders.  It  is  not  main- 
ly the  concern  of  demagogues,  in  quotes.  It  is  the  concern  of  the 
public.  That  is  where  the  pressure  is,  after  a  decade  of  a  million- 
and-a-half  or  more  lost  manufacturing  jobs. 

So  I  welcome,  Mr.  Chairman,  the  opportunity  to  participate  in 
the  debate  here,  and  I  hope  at  long  last  we  will  have  the  full- 
fledged  debate  on  trade  that  this  country  so  badly  needs. 

Chairman  ROSTENKOWSKI.  I  know  our  guests  have  a  timeframe 
and  I  am  sure  the  committee  members  will  enjoy  the  question  pe- 
riod a  lot  more  than  opening  statements,  so  I  am  going  to  ask  Am- 
bassador Kantor,  if  you  are  ready,  Mr.  Kantor,  why  don't  you  pro- 
ceed with  your  statement  and  then  followed  by  Secretary  Reich  and 
when  Ms.  Browner  gets  here  we  will  talk  to  you. 

Ambassador. 

STATEMENT  OF  AMBASSADOR  MICHAEL  KANTOR,  U.S.  TRADE 
REPRESENTATIVE 

Ambassador  Kantor.  Thank  you,  Mr.  Chairman.  I  appreciate 
that.  That  is  quite  an  introduction  for  an  opening  statement,  and 
so  with  that  in  mind,  and  with  your  permission,  and  the  permis- 
sion of  Mr.  Archer,  I  would  like  to  submit  my  full  statement  for  the 
record. 

I  would  like  to — and  I  see  that  Administrator  Browner  has  just 
joined  us,  talk  about  the  NAFTA,  the  supplemental  agreement,  our 
current  situation,  not  from  any 

[Brief  interruption  in  hearing  room.] 

Ambassador  Kantor.  Mr.  Chairman,  I  agree  with  Mr.  Levin, 
what  we  need  is  a  reasoned  and  full  debate  on  a  very  serious  issue 
that  we  believe  will,  if  the  NAFTA  is  approved,  create  jobs,  and 
that  is  the  reason  this  President  supports  it,  the  reason  three 
former  Presidents  support  it,  the  reason  300  economists,  with  12 
living  Nobel  laureate  economists  in  this  country  support  it,  the  rea- 
son six  environmental  organizations,  Mr.  Chairman,  representing 
eight  million  people  endorse  NAFTA. 

And  so  while  I,  like  you  and  this  committee,  am  a  firm  adherent 
to  free  speech,  I  believe  what  we  need  is  not  louder  speech  but 
more  reasoned  speech  and  more  debate  about  this  subject. 

I  will  be  very  brief  and  allow  my  colleagues  as  much  time  as  they 
are  willing  to  take,  but  I  would  like  to  talk  about  three  or  four 
broad  areas  which  are  covered  somewhat  in  my  statement  but  real- 
ly come  out  of  my  experience. 

We  already  have  a  trade  agreement  with  Mexico.  The  problem 
with  the  present  trade  agreement  is  it  is  the  wrong  agreement  be- 
cause the  rules  are  stacked  against  American  workers,  and  that  is 
what  NAFTA,  and  the  supplemental  agreements,  changes.  I  will  go 
through  this  in  some  detail  in  questioning,  Mr.  Chairman,  but  let 
me  just  say  lowering  tariffs,  as  Mexico  has  over  the  last  5  years, 
has  been  helpful. 

As  you  know,  we  have  turned  a  $5.7  billion  trade  deficit  into  a 
$5.4  billion  trade  surplus  by  lowering  nontariff  barriers,  getting  rid 
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of,  to  some  degree,  in  the  last  5  years,  objectionable  rules  about 
production,  and  about  licensing,  and  about  forcing  companies  to 
move  to  Mexico  to  operate  there,  that  have  literally  cost  us  jobs, 
and  have  been  unfair  to  American  workers. 

That  is  point  two  of  the  trade  agreement  we  have  right  now  and, 
of  course,  we  get  rid  of  those  under  NAFTA. 

Point  three  is  that  Mexico,  has  had  what  is  known  as  a 
maquiladora  program,  and  we  have  enhanced  that  program  with 
our  own  trade  preferences.  We  have  done  an  astonishing  thing,  to- 
gether with  our  friends  in  the  South.  We  have  allowed  a  program 
to  grow  which  says  if  you  bring  in  United  States  products  and  you 
locate  your  plant  in  Mexico,  you  can  avoid  our  tariff  barriers,  which 
are  very  high.  Right  now  these  are  2V2  times  U.S.  tariff  barriers 
and  at  one  point  just  a  few  years  ago,  were  100  percent.  They  are 
now  bound  at  50  percent  under  GATT. 

So  Mexico  says  bring  your  plants  and  workers  down  here,  avoid 
these  high  tariffs,  but  there  are  two  conditions:  One,  you  have  to 
send  everything  back  to  the  United  States,  and,  two,  you  cannot 
sell  into  the  interior  of  Mexico. 

Then,  the  United  States  said  to  those  companies  and  those  busi- 
nesses, we  will  do  you  one  better.  You  move  your  plants  down 
there,  avoid  a  Mexican  tariff  and  you  bring  in  component  parts  and 
every  piece  of  equipment  you  assemble  with  those  parts  you  send 
back  to  this  country  you  won't  be  charged  tariff  except  on  the  value 
added. 

Now,  is  it  any  wonder  there  are  now  2,000  plants  in  the 
maquiladora  section  employing  over  400,000  workers,  1,000  of 
which  represent  a  substantial  U.S.  ownership?  Is  it  any  wonder  we 
lost  jobs  in  this  trade  agreement  we  have  right  now?  High  tariffs, 
high  nontariflf  barriers,  a  maquiladora  program,  and  then  one 
more,  adding  insult  to  injury  or  injury  to  insult,  whichever  way  you 
want  to  have  it,  Mr.  Chairman,  American  companies  and  American 
workers  are  disadvantaged  because  previous  Mexican  administra- 
tions would  not  enforce  environmental  and  labor  laws. 

So  no  one  should  be  surprised,  shocked,  amazed,  mortified,  by 
what  has  happened,  because  all  of  us  together.  Democrats  and  Re- 
publicans, through  many  administrations  starting  in  1965  have  al- 
lowed this  situation  to  pertain. 

So  my  first  point  is,  if  we  are  going  to  be  more  competitive,  more 
productive,  grow  more  jobs  in  this  country,  we  must  change  the 
status  quo — join  the  modem  world.  The  global  economy  is  going  to 
go  forward  whether  I  like  it  or  you  like  it  or  not  and  we  had  better 
learn  to  compete,  not  retreat.  So  changing  the  rules  is  No.  1. 

No.  2,  the  only  evidence  we  have,  other  than  theoretical  stud- 
ies— ^which  all  but  one  show  a  net  job  growth  from  NAFTA — shows 
that  reducing  tariff  and  nontariff  barriers,  in  Mexico  works.  It  is 
what  has  happened  in  the  real  world. 

I  have  been  somewhat  bemused  and  interested  in  the  debate  that 
goes  on.  I  have  appeared  on  many  shows,  as  many  of  you  have, 
some  even  more  than  me.  Everyone  wants  to  talk  about  studies. 
Well,  let's  talk  about  what  happened  in  the  real  world  starting  in 
1987  when  a  very  courageous  Mexican  President  said  we  cannot 
grow  with  these  barriers. 
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Four  hundred  years,  I  think,  isn't  that  true,  Congressman 
Gibbons,  400  years  of  closed  markets?  This  Mexican  President  said 
it  is  not  working.  Our  wages  are  down,  we  have  $100  biUion  in  for- 
eign debt,  we  have  100  percent  inflation,  our  people  are  not  work- 
ing, our  wages  are  way  down.  Let's  do  something  about  it,  so  they 
began  to  slightly  open  their  markets.  They  lowered  tariffs  to  some 
degree,  although  they  are  still  2y2  times  our  tariffs.  They  also  low- 
ered some  nontariff  barriers,  and  let  me  tell  you  what  happened. 

We  had  $12  billion  in  exports  to  Mexico  in  1987;  by  1992  we  had 
$40.6  billion.  The  number  had  grown  3y2  times.  Mexico  became  our 
third  largest  trading  partner,  our  second  largest  buyer  of  manufac- 
tured goods  during  that  period  of  time.  We  had  a  $5.7  billion  trade 
deficit  in  1987,  as  I  said  before,  and  turned  it  into  a  $5.4  billion 
trade  surplus,  an  $11  billion  turnaround  in  5  years  because  we 
began  to  change  the  rules. 

Both  sides  won.  We  grew  about  425,000  jobs  strictly  related  to 
exports  in  this  country.  And  what  happened  in  Mexico?  Their  infla- 
tion rate  went  from  about  116  percent,  and  my  expert  here,  the 
Secretary  of  Labor,  may  correct  me,  it  may  be  114,  but  I  think  116 
percent  to  below  10  percent.  The  foreign  debt  has  now  turned  into 
a  surplus  in  Mexico,  and  wage  rates  increased  last  year  alone  21 
percent  in  that  country,  and  have  been  rising  every  year  since 
1987. 

Now,  is  the  NAFTA  perfect?  No;  it  is  not.  Are  the  side  agree- 
ments perfect?  Do  they  solve  every  environmental  and  labor  prob- 
lem any  one  of  us  could  conjure  up  or  debate?  No;  they  don't.  Is 
it  substantially  better  for  American  workers  and  American  jobs  in 
this  economy  then  the  current  situation?  Absolutely,  without  a 
doubt.  I  do  not  have  one  kernel  of  doubt  in  my  mind,  Mr.  Chair- 
man, and  Mr.  Archer  and  members  of  this  committee.  We  have  a 
historic  opportunity  to  grab  our  own  destiny  and  to  move  forward 
to  create  jobs  for  American  workers  and  American  businesses. 

If  you  work  for  Springs  Industry  in  South  Carolina,  if  any  of  you 
watched  television  just  the  other  night,  they  expect  900  new  jobs 
in  that  small  town  in  South  Carolina  as  a  result  of  NAFTA. 
Quaker  Fabrics,  up  in  Fall  River,  MA,  has  added  150  new  employ- 
ees because  of  increased  trade  with  Mexico  since  those  tariff  bar- 
riers came  down.  Atlanta  Saw  in  Atlanta,  GA,  Mr.  Lewis,  I  was 
there,  in  the  inner  city  of  Atlanta,  they  had  some  operations  in 
Mexico.  As  the  tariff  barriers  went  from  40  percent  to  15  percent, 
they  brought  their  people  home.  More  jobs  in  Atlanta.  Now,  At- 
lanta Saw  is  a  small  company.  The  jobs  won't  change  the  face  of 
the  State  of  Georgia,  but  it  is  an  example  of  what  is  going  on.  Kiva 
Container  in  Phoenix,  AZ.  I  can  go  on  and  on.  The  record  is  replete 
with  success,  not  failure,  success  due  to  getting  rid  of  the  rules  that 
were  holding  us  back. 

Mr.  Chairman  and  Mr.  Archer,  I  have  listened  to  the  debate  over 
the  airwaves  and  in  the  Congress  and  I  have  to  say  that  it  is  more 
reasoned  here  than  it  is  over  the  airwaves.  The  fact  that  strikes 
me  about  some  opponents,  not  all,  is  that  they  have  no  confidence 
in  American  workers.  We  can  compete.  We  can  win. 

We  have  to  train  our  people,  keep  our  deficit  down,  keep  interest 
rates  down.  We  must  have  health  care  reform  to  lower  the  cost  of 
our  goods  and  cover  our  people.  We  have  to  educate  our  people.  We 
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must  have  welfare  reform  in  this  country.  We  have  to  reinvent 
Government  to  make  the  United  States  more  efficient.  But  we  have 
to  open  markets. 

It  does  us  no  good  to  become  more  productive,  more  educated, 
more  competitive,  better  able  to  face  the  global  marketplace  and 
compete  with  the  Japanese  and  the  Europeans  and  then  not  open 
markets  for  our  goods.  If  our  markets  stay  the  same  size  but  we 
become  more  productive,  we  lose,  not  gain  jobs. 

So,  Mr.  Chairman,  as  we  face  the  NAFTA  and  the  supplemental 
agreements,  as  we  try  to  complete  the  Uruguay  round  to  lower  tar- 
iffs around  the  world  to  create  more  jobs  in  our  country  and  to  lift 
the  economy  of  the  world,  as  we  look  to  Asia  as  the  fastest  growing 
region  of  the  world  with  APEC  and  the  attempt  to  build  an  invest- 
ment and  trade  framework  around  that  organization,  let's  not  for- 
get 400  million  neighbors  south  of  the  Rio  Grande,  the  second  fast- 
est growing  economic  region  of  the  world,  the  best  potential  market 
for  United  States  goods  to  grow  United  States  jobs. 

And  I  will  finish  with  this,  Mr.  Chairman.  If  I  took  this  agree- 
ment, the  NAFTA,  and  the  supplemental  agreements  signed  by  the 
President  today  and  signed  also  by  the  Prime  Minister  of  Canada 
and  the  President  of  Mexico,  to  the  European  Community,  to  the 
new  Japanese  Government,  I  am  willing  to  bet  a  very  small  lunch, 
given  my  Government  salary,  a  very  small  one,  that  it  would  take 
about  30  seconds  for  them  to  sign  that  agreement. 

Mr.  Chairman,  not  to  raise  the  specter  and  not  to  get  into  a  de- 
bate over  rhetoric,  but  it  is  clear  from  investment  in  Mexico  and 
South  America  that  if  we  don't  take  advantage  of  these  markets 
and  grow  with  our  neighbors  and  build  the  largest  single  market 
in  the  world,  somebody  else  will.  And  we  are  foolish  if  we  don't  do 
that.  Not  on  behalf  of  this  administration  politically,  or  on  your  be- 
half, but  because  the  American  people  deserve  it.  It  is  our  respon- 
sibility. 

I  look  forward  to  answering  the  questions  of  the  Chair  and  this 
committee,  and  look  forward  to  working  through  this  fast  track 
process  with  you. 

Chairman  Rostenkowski.  Thank  you,  Mr.  Ambassador. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  AMBASSADOR  MICHAEL  KANTOR 
United  States  Trade  Representative 

before  the  House  Ways  and  Means  Committee 
September  14,  1993 


THE  ADMINISTRATION'S  CASE  FOR  NAFTA 

Mr.  Chairman,  members  of  the  Committee,  I  am  pleased  to  appear 
before  you  today,  along  with  Labor  Secretary  Reich  and  EPA 
Administrator  Browner,  to  set  forth  the  Clinton  Administration's 
case  for  the  North  American  Free  Trade  Agreement  with  the  recently 
negotiated  supplemental  agreements.  Tomorrow,  Secretary  of  State 
Warren  Christopher,  Secretary  of  the  Treasury  Lloyd  Bentsen  and  I 
will  appear  before  the  Senate  Finance  Committee  to  supplement  the 
presentation  today.  These  two  days  of  hearings  will  leave  no  doubt 
why  the  approval  of  NAFTA  is  strongly  in  the  national  interest. 

NAFTA  and  the  Administration's  Economic  Strategy 

Against  a  background  of  intense  debate,  a  mountain  of 
misinformation,  and  considerable  hyperbole,  it  is  important  to 
remember  NAFTA  really  does  a  very  simple  thing.  It  eliminates  over 
time  tariffs  and  non-tariff  barriers  among  the  United  States, 
Mexico  and  Canada,  creating  the  world's  largest  market:  370  million 
people  and  $6.5  trillion  of  production. 

That  vast  new  market  makes  us  more  competitive  against  Europe 
and  Japan  and  will  result  in  the  creation  of  new  jobs.  And  it  is  a 
vital  element  of  the  President's  overall  economic  strategy. 

President  Clinton  and  this  Administration  are  committed  to 
building  the  strongest,  most  productive,  most  competitive  economy 
in  the  world.  By  doing  so,  we  will  expand  high  wage  and  high  skill 
job  opportunities  for  United  States  workers  and  for  their  children 
who  will  be  entering  the  work  force. 

We  are  finally  facing  the  fact  that  our  economy,  as  well  as 
the  global  economy,  is  changing. 

As  all  of  you  are  all  too  aware,  over  the  last  twenty  years, 
real  wages  and  job  opportunities  for  unskilled  workers  in 
manufacturing  have  declined.  But  at  the  same  time,  technological 
advances  have  made  American  workers  more  productive.  Technology  has 
revolutionized  the  world,  as  well.  Our  economy  is  no  longer  self- 
contained.  We  compete  in  a  global  economy,  where  capital  and 
technology  are  mobile.  These  trends  are  here  to  stay.  The  question 
is  not  whether  we  adapt  to  them,  but  how. 

Our  economic  strategy  started  with  the  President's  economic 
package:  putting  our  economic  house  in  order  by  attacking  the 
budget  deficit,  increasing  public  and  private  investment,  and 
undoing  some  of  the  unfairness  in  the  tax  code  by  making  upper 
income  taxpayers  pay  their  fair  share  of  the  burden.  We  are 
beginning  to  see  the  benefits  of  Congress's  approval  of  the  package 
last  month:  interest  rates  at  a  thirty  year  low,  job  creation  and 
a  growing  economy. 

Our  drive  for  health  care  reform  is  fundamentally  motivated  by 
the  desire  to  secure  for  every  American  access  to  the  health  care 
that  they  and  their  families  need.  But  the  soaring  cost  of  health 
care  also  makes  our  strongest  corporations  uncompetitive  and 
threatens  the  existence  of  many  small  businesses.  Similarly,  our 
initiative  to  reinvent  government  is  intended  to  make  government 
more  effective  and  accessible,  but  it  will  also  reduce  the  size  and 
cost  of  government,  freeing  up  resources  that  can  be  used  for 
productive  investment. 
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These  initiatives  —  along  with  welfare  reform,  changes  in 
education,  worker  training,  investing  in  technology  —  all  work  in 
pursuit  of  the  same  objective:  to  build  a  more  productive  and 
competitive  economy. 

Our  trade  policy,  including  NAFTA,  is  an  essential  part  of 
that  strategy.  Since  we  are  producing  more  with  fewer  workers, 
opening  up  new  markets  is  the  key  to  new  job  creation  and  economic 
growth.  Closing  ourselves  off  from  the  world  does  nothing  to 
improve  our  competitiveness  and  only  deprives  us  of  new  economic 
opportunities.  As  President  Clinton  has  said,  we  must  compete,  not 
retreat  behind  our  borders. 

This  is,  of  course,  precisely  what  our  competitors  are  doing. 
The  European  Community  is  expanding  trade  with  Eastern  Europe  and 
the  countries  of  the  former  Soviet  Union.  Japan  is  searching  out 
new  opportunities  in  China,  Malaysia,  Indonesia  and  the  rest  of 
Asia. 

In  this  intensely  competitive  global  economy,  NAFTA  presents 
an  opportunity  to  compete  freely  in  a  vast  new  market:  90  million 
people  in  Mexico,  in  a  fast  growing  area,  hungry  for  U.S.  goods.  It 
is  also  a  step  to  an  even  larger  market  —  400  million  people 
throughout  Central  and  South  America  and  the  Caribbean. 

The  United  States  seeks  to  open  markets  everywhere  and  trade 
and  compete  worldwide.  We  have  nearly  $200  billion  each  year  in 
two-way  trade  with  the  EC;  through  APEC,  we  seek  expanded  trade 
with  the  rapidly  growing  nations  of  Asia.  Japan  is  a  major  market 
for  U.S.  products,  despite  the  major  and  persistent  barriers  that 
we  are  committed  to  breaking  down.  Completing  the  Uruguay  Round  — 
taking  down  tariff  and  non-tariff  barriers  worldwide,  and  writing 
new  rules  for  the  international  trading  system  —  remains  a  top 
priority  for  us. 

But  it  is  no  accident  that  Canada  is  our  number  one  trading 
partner,  despite  having  a  population  of  only  27  million,  and  Mexico 
has  become  our  third  leading  trading  partner,  despite  its  historic 
policy  of  maintaining  a  closed  economy.  Shared  borders  and 
geographical  proximity  do  matter,  even  in  this  globalized  economy. 

And  we  have  a  natural  advantage,  and  a  great  opportunity,  to 
expand  trade  and  investment  with  Mexico,  and  then  with  the  rest  of 
Central  and  Latin  America  and  the  Caribbean.  Many  of  those 
countries  have  chosen,  in  recent  years,  to  cast  off  the  controls  on 
their  economies  and  the  shackles  on  their  political  systems.  They 
took  these  steps  at  the  urging  of  the  United  States. 

Tariffs  have  fallen  and  non-tariff  barriers  have  been  reduced. 
Since  1989,  U.S.  exports  to  Latin  America  and  the  Caribbean 
increased  over  50  percent  and  are  growing  at  over  twice  the  rate  of 
U.S.  exports  to  the  rest  of  the  world,  making  this  region  our 
second  fastest  growing  market.  They  have  become  a  growing  market 
for  U.S.  products;  4  3%  of  Latin  American  imports  come  from  the 
United  States. 

Chile,  Venezuela,  Argentina  and  many  other  nations  are 
intently  following  the  NAFTA  debate.  The  possibility  of  NAFTA 
accession  provides  an  incentive  for  further  trade  and  investment 
liberalization  in  the  region.  The  decision  to  reject  NAFTA  would 
have  profoundly  negative  economic  and  political  consequences 
throughout  the  hemisphere. 

The  companies,  farmers  and  workers  of  the  United  States  are 
world-class  competitors.  We  lead  the  world  in  everything  from 
airplanes  and  computers,  to  wheat  and  soybeans.  Without  fanfare, 
and  with  much  pain  from  adjustment,  we  have  returned  to  being  a 
world  class  manufacturer  of  automobiles  and  steel.  We  have 
regained  our  position  as  the  world's  leading  exporter.  But 
expanding  our  access  to  markets  and  assuring  that  the  markets  of 
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other  nations  are  as  open  to  our  goods  and  services  as  ours  are  to 
theirs  is  absolutely  critical  to  our  success  at  creating  economic 
growth  and  jobs. 

Indeed,  one  of  the  reasons  this  administration  supports  this 
agreement  so  strongly  is  that  we  have  heard  from  U.S.  workers  and 
businesses  so  many  positive  stories  of  how  they  are  benefiting  from 
trade  with  Mexico  and  expect  to  expand  those  opportunities  with 
NAFTA. 

Recently  I  visited  the  Atlanta  Saw  Company,  a  small,  80 
percent  employee-owned  company  that  employs  240  people  making  high 
quality  saw  blades.  In  1975,  Atlanta  Saw  entered  into  a  joint 
venture  to  manufacture  in  Mexico  as  the  only  means  of  accessing 
that  market  due  to  the  existence  of  a  40%  tariff  on  their  products. 
As  tariffs  have  dropped  over  the  past  few  years,  Atlanta  Saw's 
exports  to  Mexico  have  increased  sixfold.  More  importantly,  with 
the  NAFTA,  the  company  intends  to  close  down  its  joint  venture  and 
concentrate  all  its  production  in  Atlanta,  which  will  create  jobs 
for  Atlanta. 

Or  consider  Quaker  Fabric  Corporation,  located  in  Fall  River, 
Massachusetts,  which  manufactures  upholstery  fabric  for  the 
furniture  industry.  Over  the  last  two  years,  Quaker's  Mexican 
export  operation  has  created  125  new  jobs  in  Fall  River.  The  NAFTA 
will  eliminate  the  15%  duty  that  Quaker  is  currently  paying  which 
will  make  the  company  even  more  competitive  in  that  market. 

These  are  just  a  couple  of  examples  of  what  businesses  and 
workers  experience  now  when  trying  to  trade  with  Mexico:  excitement 
with  the  great  opportunities  in  a  huge,  fast-growing  market  of  90 
million  people  that  is  hungry  for  U.S.  goods;  and  the  frustration 
that  comes  from  having  those  opportunities  limited  with  high 
tariffs  and  non-tariff  barriers. 

In  the  new  global  economy,  there  are  challenges  and  risks,  as 
well  as  great  opportunities.  I  am  confident  that  American  workers 
are  up  to  that  challenge  —  and  will  reap  the  benefits.  One  reason 
I  am  so  confident  is  that  we  are  not  going  into  NAFTA  blindly.  We 
do  not  have  to  speculate  about  the  results  from  this  change;  we 
have  gone  through  a  seven  year  trial  run. 

Job  Growth  and  Trade  with  Mexico 

Starting  in  1986,  Mexico,  recognizing  that  its  economic  policies 
had  been  disastrous,  began  to  lower  trade  and  investment  barriers. 
The  results  have  been  dramatic  for  the  United  States: 

•  From  1987  to  1992,  we  transformed  a  $5.7  billion  trade 
deficit  with  Mexico  into  a  $5.4  billion  trade  surplus. 

•  U.S.  exports  to  Mexico  increased  from  $12.4  billion  in 
1986  to  $4  0.6  billion  in  1992,  with  increases  coming 
across  the  board  from  computers  to  services  to 
agriculture. 

•  Mexico  has  become  our  third  leading  export  market, 
and  our  second  leading  market  for  manufactured  exports 
($34.5  billion)  and  our  third  largest  market  for 
agricultural  products  ($3.7  billion). 

•  84%  of  this  growth  in  exports  has  been  exports  for 
Mexican  consumption. 

•  400,000  U.S.  jobs  related  to  exports  to  Mexico  were 
created . 

The  success  of  the  past  seven  years  has  occurred  even  though 
Mexican  trade  barriers  —  tariff  and  non-tariff  —  remain  far 
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higher  than  ours.  Bringing  down  the  remaining  barriers,  which  is 
what  NAFTA  does,  will  ensure  continued  growth  of  U.S.  exports  to 
Mexico,  which  have  been  such  a  bright  spot  in  our  economic  picture 
for  the  past  seven  years. 

virtually  every  responsible  study  —  and  there  have  been  over 
two  dozen  —  concludes  that  NAFTA  will  produce  a  net  gain  in  jobs 
or  an  increase  in  real  wages  in  the  United  States.  The  consensus 
is  that  with  NAFTA,  an  additional  200,000  jobs  related  to  exports 
will  be  created  in  the  U.S.  by  1995.  While  the  studies  acknowledge 
that  there  will  be  some  jobs  lost  in  certain  sectors,  they  agree 
that  the  jobs  lost  will  be  a  relatively  small  number  compared  to 
the  jobs  that  are  lost  in  the  United  States  overall,  because  of 
defense  conversion,  corporate  downsizing,  and  technological  change. 
This  is  true  because  Mexico's  economy  is  only  one-twentieth  the 
size  of  ours  and  our  tariff  and  non-tariff  barriers  are  already 
low. 

On  September  1,  284  economists,  including  12  of  the  living 
American  Nobel  laureate  economists,  wrote  to  the  President  saying: 

While  we  may  not  agree  on  the  precise  employment  impact 
of  NAFTA,  we  do  concur  that  the  agreement  will  be  a  net 
positive  for  the  United  States,  both  in  terms  of 
employment  creation  and  overall  economic  growth. 
Specifically,  the  assertions  that  NAFTA  will  spur  an 
exodus  of  U.S.  jobs  to  Mexico  are  without  basis.  Mexican 
trade  has  resulted  in  net  job  creation  in  the  U.S.  in  the 
past,  and  there  is  no  evidence  that  this  trend  will  not 
continue  when  NAFTA  is  enacted.  Moreover,  beyond 
employment  gains  an  open  trade  relationship  directly 
benefits  all  consumers. 

Despite  the  overwhelming  evidence,  some  have  argued  that  5.9 
million  U.S.  jobs  are  "at  risk"  if  NAFTA  is  adopted.  They  got  that 
number  simply  by  calculating  the  number  of  U.S.  jobs  in  industries 
where  wages  account  for  more  than  20%  of  the  value  of  output.  It 
includes  high  wage,  high  skill  sectors  such  as  sonar  equipment, 
aerospace,  medical  equipment  and  telecommunications  where  credible 
studies  agree  that  there  will  be  a  future  job  gain  due  to  NAFTA. 
It  also  includes  non-traded  sectors,  such  as  bakers,  which  do  not 
compete  with  Mexico  at  all. 

We  believe  the  critics  are  looking  at  the  future  through  a 
rear  view  mirror.  To  the  extent  that  there  has  been  job  loss  to 
Mexico,  it  is  precisely  because  of  trade  distortions  in  the  current 
trade  relationship  with  Mexico,  which  we  seek  to  change  through 
NAFTA. 


NAFTA  and  the  Status  Quo 

The  status  quo  in  our  trade  relationship  with  Mexico  is,  quite 
simply,  unacceptable.  NAFTA  will  level  the  playing  field  for  U.S. 
workers.  It  makes  the  rules  fair  and  ends  an  unbalanced  trading 
relationship  that  has  existed  between  the  United  States  and  Mexico 
that  has  worked  to  disadvantage  U.S.  companies  and  workers 
producing  in  the  United  States. 

Historically,  Mexico  has  been  a  closed,  state-controlled 
economy.  To  shield  its  industry  and  agriculture  from  competition, 
it  relied  on  tariffs  as  high  as  100%  and  a  full  range  of  non-tariff 
barriers,  including  domestic  content  requirements,  restrictions  on 
investment,  performance  requirements  to  keep  out  exports,  and 
import  licensing  requirements.  The  result  was  that  Mexico  was 
largely  closed  to  imports.  Its  economy  was  characterized  by 
inefficient,  protected  producers,  which  contributed  to  widespread 
poverty  and  did  not  serve  the  interests  of  Mexico's  people. 

Perhaps  the  closed  Mexican  economy  reflected  the  historical 
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Mexican  mistrust  of,  and  antagonism  toward,  the  United  States.  For 
whatever  reason,  Mexico  remained  largely  closed  to  U.S.  business 
until  U.S.  and  Mexican  law  combined  to  produce  the  macruiladora 
program.  But  this  program  hardly  resulted  in  an  open  Mexican 
market . 

The  maquiladora  program  resulted  in  trade  preferences  and 
incentives  for  companies  to  locate  assembly  plants  in  Mexico  to 
produce  for  the  U.S.  market.  It  gave  products  asseiobled  in  Mexico 
these  preferences  while  at  the  same  time  maintaining  all  of 
Mexico's  trade  and  investment  barriers.  In  fact,  these  maquiladora 
plants  were  not  allowed  to  sell  in  the  Mexican  market.  The  program 
thus  created  an  artificial  "export  platform"  in  Mexico,  with 
products  assembled  in  maquiladora  plants  being  required  to  be 
exported  to  the  U.S.  By  1992,  there  were  over  2,000  maquiladora 
factories  operating  in  Mexico,  the  overwhelming  number  of  which 
were  established  by  U.S.  and  Mexican  corporations,  employing  more 
than  400,000  Mexican  workers. 

In  addition,  Mexican  import  protection  and  rules  requiring 
firms  selling  in  the  Mexican  market  to  locate  in  Mexico  made  it 
difficult  if  not  impossible  for  firms  producing  in  the  U.S.  to  sell 
into  Mexico.  Non-tariff  barriers  —  licensing,  citizenship 
requirements,  and  a  host  of  other  regulations  were  especially  hard 
on  small  businesses  in  the  U.S.,  which  do  not  have  the  resources  to 
navigate  through  the  bureaucratic  maze  in  Mexico. 

The  result  of  the  maquiladora  program  and  Mexican  protection 
has  been  to  distort  U.S. -Mexican  trade,  limiting  exports  from  the 
U.S.  to  Mexico  and  exaggerating  exports  from  Mexico  to  the  U.S. 
NAFTA  transforms  the  situation  by  opening  Mexico's  market  and 
eliminating  the  distortions  created  by  the  maquiladora  progreun. 
Under  NAFTA,  Mexico  eliminates  its  import  protection  and  the 
maquiladora  program  is  also  effectively  eliminated,  permitting 
firms  to  sell  in  the  Mexican  market  without  restriction. 

Much  of  the  opposition  to  NAFTA  reflects  justifiable  concern 
about  the  policies  of  the  past  that  have  disadvantaged  U.S. 
workers.  Despite  Mexican  progress  in  voluntarily  opening  markets, 
Mexican  tariffs  remain,  on  the  average,  2.5  times  higher  than  ours. 
By  contrast,  over  50%  of  our  imports  from  Mexico  already  enter 
duty-free.  Our  average  tariff  on  imports  is  only  4%. 

Mexico  currently  has  no  obligation  to  continue  recent  market- 
opening  moves  on  which  thousands  of  U.S.  jobs  already  depend.  NAFTA 
will  not  only  lock  in  current  access  but  expand  that  access. 

NAFTA  will  require  relatively  little  change  on  our  part  — 
while  requiring  Mexico  to  sweep  away  decades  of  protectionism  and 
overregulation.  NAFTA  will  eliminate  especially  burdensome  tariffs 
and  non-tariff  barriers  in  a  number  of  key  sectors  where  the  U.S. 
is  competitive  vis-a-vis  Mexico,  such  as  autos  and  agriculture. 

NAFTA  lets  U.S.  workers  compete  on  a  level  playing  field  with 
fair  rules.  And  we  are  confident,  in  those  circumstances,  U.S. 
workers  will  succeed. 


Major  Features  and  Benefits  of  NAFTA 

Reduction  of  Mexican  Tariffs;  Under  NAFTA,  half  of  all  U.S. 
exports  to  Mexico  become  eligible  for  zero  Mexican  tariffs  when 
NAFTA  takes  effect  on  January  1,  1994.  Those  exports  which  will  be 
tariff -free  include  some  of  our  most  competitive  products,  such  as 
semiconductors  and  computers,  machine  tools,  aerospace  equipment, 
telecommunications  equipment,  electronic  equipment,  and  medical 
devices.  Within  the  first  five  years  after  NAFTA' s  implementation, 
two-thirds  of  U.S.  industrial  exports  will  enter  Mexico  duty-free. 
That  makes  U.S.  products  more  competitive. 
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Looking  at  the  reduction  in  Mexican  tariffs  required  by  NAFTA, 
the  major  companies  of  the  computer  industry,  including  Apple, 
Hewlett-Packard,  Sun  Microsystems,  IBM,  and  Compaq  wrote  on  June 
11: 

One  of  the  concerns  often  expressed  about  the  NAFTA  is 
that  it  will  result  in  production  and  jobs  moving  from 
the  United  States  to  Mexico.  For  the  computer  industry, 
just  the  opposite  is  true.  Today,  U.S.  tariffs  on 
computer  and  computer  parts  are  3.9%  and  0%.  Mexican 
tariffs  on  the  same  products  range  from  10-20%.  The 
NAFTA  will  reduce  those  Mexican  tariffs  and  make  it  more 
economic  and  efficient  to  serve  the  Mexican  market 
through  exports  from  the  U.S. 

The  NAFTA  will  also  foster  Mexican  economic  development 
in  a  way  that  will  increase  the  ability  of  Mexican 
business  and  consumers  to  purchase  our  products.  With 
the  sharply  reduced  Mexican  tariff  structure,  the  NAFTA 
means  increased  opportunity,  increased  U.S.  production 
and  an  increase  in  U.S.  jobs. 

Removing  Mexican  non-tariff  barriers.  NAFTA  reduces  or 
eliminates  numerous  Mexican  non-tariff  barriers  which  today  require 
U.S.  companies  to  invest  in  Mexico  or  manufacture  in  Mexico  in 
order  to  supply  the  Mexican  market.  For  example,  NAFTA  will 
eliminate  the  requirements  that  force  U.S.  companies  to  purchase 
Mexican  goods  instead  of  U.S. -made  equipment  and  components. 
Moreover,  NAFTA  abolishes  the  requirements  that  force  our  companies 
to  export  their  production,  usually  to  the  United  States,  instead 
of  selling  directly  into  the  Mexican  market.  Requirements  that 
make  U.S.  companies  produce  in  Mexico  in  order  to  sell  there  will 
also  be  phased  out. 

Opening  up  Trade  in  Services.  NAFTA  will  open  new  markets 
for  the  delivery  of  U.S.  services  to  Mexico  and  Canada,  where 
service  companies  are  already  large  and  growing.  NAFTA  will  allow 
U.S.  service  firms  to  provide  their  services  directly  from  the 
United  States  on  a  non-discriminatory  basis,  with  any  exceptions 
clearly  spelled  out.  Furthermore,  U.S.  service  companies  will 
benefit  from  the  right  to  establish,  if  they  so  choose,  in  Mexico 
or  Canada.  NAFTA  opens  the  Mexican  market  to  U.S.  bus  and  trucking 
firms,  financial  service  providers,  and  insurance  and  enhanced 
telecommunications  companies,  among  others. 

Protecting  U.S.  copyrights,  patents  and  trademarks.  NAFTA 
will  ensure  a  high  level  of  protection  under  Mexican  law  for  U.S. 
owners  of  patents,  copyrights,  trademarks,  trade  secrets,  and 
integrated  circuits,  including  strong  safeguards  for  computer 
programs,  pharmaceutical  inventions  and  sound  recordings.  NAFTA 
obligates  both  Mexico  and  Canada  to  enforce  intellectual  property 
rights  against  infringement,  both  internally  and  at  the  border.  By 
protecting  intellectual  property  rights,  NAFTA  will  increase  trade 
and  diminish  losses  from  counterfeiting  and  piracy. 

U.S.  motion  pictures,  music  and  sound  recordings,  software, 
book  publishing  and  other  creative  industries  lead  the  world,  and 
are  crucial  to  the  high-wage  economy  that  we  intend  to  build.  The 
copyright  industries  are  one  of  the  largest  and  fastest  growing 
segments  of  the  U.S.  economy,  employing  5%  of  the  U.S.  work  force, 
and  exporting,  by  a  conservative  estimate,  $34  billion  in  1990. 
Eric  Smith,  Executive  Director  and  General  Counsel  of  the 
International  Intellectual  Property  Alliance  recently  wrote: 

We  expect  growth  of  this  magnitude  to  continue  —  aided 
not  insignificantly  by  the  opening  of  new  foreign  markets 
previously  closed  or  limited  (as  a  practical  matter)  due 
to  piracy.  Mexico  is  one  of  these  markets  and  piracy  is 
also  very  high  throughout  Latin  America. 


In  short,  NAFTA  will  be  a  key  engine  of  growth  in  our 
industry. 

The  Benefit  to  Small  Business.  I  have  noted  the  statements  of 
several  sectors  citing  the  benefits  which  will  result  from  NAFTA; 
that  sentiment  is  widely  held  in  the  business  community,  by 
businesses  large  and  small.  Indeed,  small  businesses  stand  to  be 
among  the  major  beneficiaries  of  NAFTA.  Small  businesses  are  not 
well-equipped  to  employ  attorneys  and  other  professionals  to 
wrestle  with  the  tariff  and  licensing  requirements  which  presently 
block  the  way  to  the  Mexican  market.  With  tariffs  reduced  or 
eliminated,  and  non-tariff  barriers  coming  down,  U.S.  small 
business,  which  makes  up  a  growing  share  of  U.S.  exports,  will  be 
able  to  sell  into  the  Mexican  market. 


Winners  from  NAFTA.  We  expect  that  our  exports  of  a  broad 
range  of  products  and  services  will  significantly  increase  well 
beyond  levels  that  were  expected  without  the  agreement.  Among  them 
are: 

Telecommunications :  NAFTA  will  eliminate  duties  on  80%  of 
U.S.  exports  immediately,  and  virtually  all  will  be  duty- 
free within  five  years.  Mexico  is  our  second  largest 
market,  and  plans  to  spend  $13  billion  over  the  next 
decade  to  modernize  its  telecommunications  system. 

-  Autos  and  auto  parts:  access  to  the  Mexican  auto  market 
is  severely  restricted  by  its  Auto  Decree.  This  will  be 
phased  out  under  the  NAFTA,  and  tariff  reductions  begun 
immediately.  With  NAFTA,  Mexican  tariffs  will 
immediately  be  removed  on  light  trucks  and  cut  in  half  on 
passenger  cars.  Within  5  years,  duties  on  three-quarters 
of  U.S.  parts  exports  to  Mexico  will  be  eliminated. 

The  benefits  of  removing  non-tariff  barriers  will  be 
substantial  for  the  auto  industry.  A  maze  of  Mexican 
restrictions  prevent  the  export  of  autos  from  the  U.S. 
For  instance,  today  there  is  a  "trade  balancing 
requirement"  that  permits  a  company  to  export  an 
automobile  into  Mexico,  only  if  it  exports  the  dollar 
equivalent  of  two  out  of  Mexico.  NAFTA  changes  that 
trade  balancing  requirement  immediately,  making  the  ratio 
.8  to  1  instead  of  2  to  1.  This  is  further  reduced  in 
stages  and  completely  eliminated  in  2004.  Local  content 
requirements  will  be  eliminated  as  well. 

Today,  the  Big  Three  auto  companies  export  only  1000  cars 
annually  into  Mexico.  The  Big  Three  believe  they  will  be 
able  to  export  60,000  automobiles  to  Mexico  in  the  first 
year  that  NAFTA  takes  effect. 

Wood  and  paper  products:  for  the  last  five  years,  over  60 
percent  of  the  growth  in  the  U.S.  pulp  and  paper  industry 
was  due  to  expanded  exports.  The  U.S.  is  well-endowed 
with  the  resources  that  have  made  it  the  largest  and  most 
modern  producer  in  the  world;  Mexico,  on  the  other  hand, 
lacks  the  resources  to  support  a  large  domestic  industry. 
Wages  in  this  sector  are  eimong  the  highest  in  the  U.S. 

Financial  services:  U.S.  banks  and  securities  firms  will 
be  permitted  to  establish  wholly-owned  subsidiaries  and 
engage  in  the  same  operations  as  Mexican  firms. 

Jnsuraijce;  U.S.  firms  will  obtain  the  right  to  establish 
or  acquire  firms  in  the  $3.5  billion  dollars  Mexican 
insurance  market. 

Agricultural  products:  overall,  agricultural  exports  are 
expected  to  be  $2.0  to  $2.5  billion  higher  per  year  due 
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to  the  NAFTA.  Wheat  and  soybean  exports  will  grow  by  20 
percent,  corn  by  60  percent.  Pork  and  hog  exports  will 
double,  beef  more  than  triple  above  1991  levels.  Other 
sectors  benefitting  include  processed  foods;  Mexican 
imports  grew  27  percent  in  1992,  with  substantial  growth 
in  processed  meats,  poultry,  beverages  and  oils.  Mexico 
has  the  world's  second  highest  per-capita  consumption  of 
soft  drinks. 

NAFTA  will  also  create  winners  in  some  surprising  areas: 

Steel:  The  United  States  has  a  growing  steel  trade 
surplus  with  Mexico;  with  the  1992  surplus  of  $655 
million  four  times  the  1989  level.  During  the  same 
period,  steel  mill  exports  have  tripled  to  1.3  million 
tons. 

Dairy:  Mexico  is  the  world's  largest  importer  of  milk 
powder,  U.S.  exports  are  expected  to  increase  by  50 
percent,  with  a  15  percent  increase  for  other  dairy 
exports . 

Textiles  and  Apparel:  United  States  exports  to  Mexico  of 
textiles  and  apparel  have  increased  25  percent  each  year 
since  1986,  and  by  63  percent  from  1990  to  1992.  Exports 
now  total  $1.5  billion.  While  some  exports  are  assembled 
for  re-shipment  to  the  United  States,  a  larger  amount  are 
consumed  in  Mexico;  in  1992  we  had  a  surplus  in  textiles 
and  apparel  trade  of  $81  million. 

Change  and  new  competition  will  be  challenging  for  some.  For 
the  most  sensitive  sectors,  NAFTA  provides  an  extended  transition 
period  to  allow  manufacturers  and  workers  sufficient  time  to  meet 
new  competitive  challenges.  Products  with  the  longest  phase-out 
periods  include  household  glassware,  ceramic  tile,  most  rubber 
footwear,  canned  tuna  and  brooms  made  from  broomcorn. 


The  Supplemental  Agreements  on  Labor  and  the  Environment 

President  Clinton  endorsed  NAFTA  last  October  during  the 
campaign  in  a  speech  at  North  Carolina  State  University,  but  he 
also  set  out  a  series  of  principles  which  he  wanted  to  see 
incorporated  into  supplemental  agreements  and  related  initiatives. 

He  made  a  promise  to  the  American  people  which  he  has  today 
kept:  that  he  would  make  sure  economic  growth  with  Mexico  did  not 
come  at  the  expense  of  the  environment  or  workers'  rights,  and  that 
we  would  be  protected  from  the  possibility  of  import  surges. 

This  morning.  President  Clinton,  Prime  Minister  Campbell,  and 
President  Salinas  signed  historic  agreements  on  environmental  and 
labor  cooperation.  In  addition,  Mexican  Trade  Secretary  Jaime 
Serra,  Canadian  Minister  of  International  Trade  Tom  Hockin  and  I 
have  concluded  the  negotiation  of  an  understanding  on  import 
surges . 

These  Agreements  are  ground-breaking.  The  fundamental 
objectives  of  the  labor  and  environment  agreements  are  to  work 
cooperatively  to  improve  conditions  for  labor  and  the  environment 
throughout  North  America  and  to  improve  national  enforcement  of 
national  laws  relating  to  labor  and  the  environment.  They  commit 
all  three  nations  to  fair,  open  and  equitable  administrative  and 
judicial  processes  for  the  enforcement  of  environmental  and  labor 
laws. 

Each  establishes  a  Commission,  headed  by  a  cabinet-level 
representative  of  each  government,  which  will  make  sure  that  the 
concerns  of  labor  and  of  the  environment  have  no  less  attention 
than  that  accorded  in  NAFTA  to  trade  issues. 
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The  Commissions  will  provide  the  first  trinational  forum  for 
addressing  environmental  and  labor  problems  facing  this  continent. 
For  example,  the  environmental  commissions  can  look  at  the  spectrum 
of  environmental  issues  from  migratory  and  endangered  species  to 
transboundary  pollution,  to  advising  the  NAFTA  Commission  on 
disputes  on  health  restrictions.  The  labor  commission  will  work  on 
matters  from  worker  safety,  to  worker  rights,  to  improved 
protection  against  child  labor  abuses  and  improving  competitiveness 
and  productivity. 

The  Cabinet  officials  will  carry  out  their  new 
responsibilities  with  the  support  of  a  secretariat,  and  the 
Commissions  will  be  able  to  draw  on  private  expertise  as  well.  The 
environmental  secretariat  will  be  centrally  located;  the  labor 
secretariat  will  consist  of  national  sections  in  each  country. 

To  encourage  improved  enforcement,  each  of  the  agreements 
provides  a  means  by  which  there  can  be  an  independent,  objective 
evaluation  and  report  on  the  effectiveness  of  national  enforcement 
of  national  laws  in  the  environmental  and  labor  areas:  by  the 
secretariat  (in  the  case  of  the  environmental  agreement)  and  by  an 
Evaluation  Committees  of  Experts  (in  the  labor  agreement) . 

The  agreements  also  provide  for  dispute  settlement  in  the 
event  of  a  persistent  pattern  of  failure  to  effectively  enforce 
national  laws.  Where  consultations  fail  to  resolve  such  disputes, 
a  neutral  panel  of  independent  experts  would  be  established  by  a 
two-thirds  vote  of  the  parties.  Ultimately,  if  a  panel  found  that 
there  was  such  a  persistent  pattern,  and  if  a  party  failed  to 
remedy  the  matter,  then  there  could  be  fines  and  trade  sanctions. 
Canada  has  agreed,  in  lieu  of  trade  sanctions,  to  make  assessments 
and  other  panel-ordered  remedies  fully  enforceable  by  the 
Commission  in  Canadian  courts. 

The  Import  Surge  Agreement  will  complement  the  NAFTA  by 
improving  the  effectiveness  of  safeguard  provisions  that  allow 
action  against  imports  that  might  cause  or  threaten  serious  injury 
to  a  domestic  industry  including  the  workers  of  that  industry. 

These  supplemental  agreements  strengthen  NAFTA,  and  represent 
an  unprecedented  commitment  to  cooperate  on  these  issues  in 
connection  with  a  trade  agreement. 

Border  Cleanup  Efforts 

When  the  President  announced  his  conditional  support  for  the 
NAFTA  in  Raleigh  last  October,  he  also  raised  the  problem  of 
pollution  along  our  southern  border  and  made  a  commitment  to 
address  the  issue.  The  NAFTA  did  not  cause  these  problems,  but  it 
does  provide  an  occasion  to  address  them. 

Although  negotiators  have  not  yet  begun  work  on  the  language 
of  a  text,  we  have  reached  a  basic  agreement  with  Mexico  on  a  new 
institutional  structure  to  promote  effective  coordination  of  border 
infrastructure  projects.  A  hallmark  of  the  institution  will  be  a 
transparent  process  which  incorporates  the  views  of  local  residents 
and  non-government  organizations.  Initially,  the  institution  will 
focus  on  projects  addressing  the  serious  waste  water  treatment  and 
water  pollution  problems  along  the  border.  The  institution  will 
provide  assistance  on  both  the  technical  and  financial  aspects  of 
the  projects. 

The  institution  will  work  to  mobilize  multiple  sources  of 
financing,  depending  on  the  nature  of  the  individual  project, 
although  it  will  not  itself  offer  bonds  initially.  To  the  extent 
possible  it  will  turn  first  to  the  private  sector,  and  then  as 
necessary  to  direct  government  support  (loans,  grants  or  guarantees 
at  the  federal,  state  and  local  level),  and  a  border  environmental 
financing  facility. 
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The  Administration's  proposal  for  improving  the  border 
environment  would  mobilize  around  $8  billion  over  the  next  decade 
from  the  following  sources: 

•  $2  billion  from  resources  currently  available  for  the 
border  states  (e.g.,  state  and  federal  grants  for  the 
colonias,  EPA  state  revolving  funds,  and  tax  exempt  bond 
issues; 

•  $4  billion  generated  by  a  new  joint  financing  mechanism 
that,  with  equal  contributions  from  the  U.S.  and  Mexico, 
will  be  able  to  leverage  participation  from  the  private 
sector  to  finance  pressing  water  quality  projects  that 
directly  benefit  the  United  States,  and; 

•  $2  billion  in  proposed  financing  for  Mexico  from  the 
World  Bank  and  the  Inter-American  Development  Bank  that 
would  complement  the  Administration's  new  approach. 

The  new  joint  financing  mechanism  will  be  under  the  auspices 
of  the  Border  Environment  Administration,  a  new  institution  that 
will  be  structured  to  improve  the  participation  of  the  local 
communities  along  the  border.  Of  the  $4  billion,  50  percent  will  be 
financed  through  grants  from  both  the  U.S.  and  Mexico  and  50 
percent  through  debt.  User  fees  will  be  used  to  finance  the 
operations  and  maintenance  costs  as  well  as,  where  possible,  debt 
service.  A  new  facility,  the  Border  Environment  Financing  Facility 
will  be  the  principal  source  of  debt  financing.  It  will  be 
capitalized  to  support  $2  billion  in  lending  or  guarantees  to  the 
Government  of  Mexico  or  the  private  sector.  The  U.S.  share  of  this 
capitalization  is  expected  to  be  $225  million  over  4  years.  EPA 
will  be  responsible  for  the  grant  financing  for  the  U.S. 
contribution  to  the  projects,  up  to  50  percent  of  the  grant  or  $700 
million  over  the  next  decade.  This  amount  will  come  from  existing 
resources  allocated  to  the  border  region.  (EPA  may  also  seek 
authority  to  provide  partial  guarantees  to  projects,  if  needed.) 

Worker  Adjustment  and  Retraining 

Although  virtually  every  study  shows  NAFTA  will  produce  a  net 
gain  in  employment  in  the  United  States,  there  will  be  some  workers 
who  lose  their  jobs  as  a  result  of  NAFTA.  The  Administration  is 
fully  committed  to  a  new  comprehensive,  worker  adjustment  program 
that  will  seek  to  ensure  that  no  job  loser  will  face  unaided  the 
challenge  of  adapting  to  economic  change,  whatever  its  cause. 

The  program  will  make  available  and  provide  funding  for  a  wide 
range  of  effective  re-employment  services  to  all  dislocated 
workers,  whether  the  cause  of  dislocation  is  defense  downsizing, 
technology,  trade,  or  any  other  source  of  economic  turbulence.  The 
re-employment  services  to  be  offered  include  job  search  assistance, 
quality  training,  and  income  support.  The  Administration  will  soon 
introduce  legislation  to  authorize  this  new  comprehensive  program 
and  will  seek  Congressional  approval  this  year. 

Funding  Requirements  for  NAPTA 

The  Administration  recognizes  that  implementing  NAFTA  will 
have  costs  for  the  federal  government.  The  reduced  tariff  revenue, 
as  required  under  the  Budget  Enforcement  Act,  must  be  offset. 
Under  the  Administration's  proposal  to  create  a  Border 
Environmental  Administration  (BEA)  ,  one  of  its  financing  mechanisms 
(the  Border  Environmental  Financing  Facility)  will  also  require 
contributions  from  the  United  States,  although  it  will  rely 
primarily  on  private  sector  funding.  Funding  will  also  be  required 
to  assure  benefits  to  workers  who  lose  their  jobs  as  a  result  of 
NAFTA.  The  labor  and  environment  commissions  will  require  modest 
funding  for  staffing  and  operations. 
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The  Administration  believes  that  the  implementation  of  NAFTA 
will  expand  the  U.S.  economy  (i.e.,  increase  income)  over  time, 
bringing  in  additional  revenues  through  existing  taxes.  Using 
current  economic  studies  of  NAFTA' s  effect  on  the  U.S.  economy, 
additional  federal  revenues  in  the  near  term  could  average  $6 
billion.  Under  the  Budget  Enforcement  Act,  however,  only  the 
direct  effects  of  legislation  (i.e.,  the  loss  of  revenues  through 
reduction  in  tariffs)  on  the  federal  budget  are  considered.  The 
reduction  in  revenues  will  be,  on  average  $500  million  a  year.  As 
part  of  the  cooperative  process  of  developing  the  legislation  to 
implement  NAFTA,  the  Administration  will  consult  with  the  Congress 
over  the  next  few  weeks  to  develop  appropriate  measures  for 
ensuring  that  this  minimal  loss  of  revenue  will  not  increase  the 
U.S.  budget  deficit. 

Responding  to  the  Opposition 

NAFTA  was  negotiated  by  a  Republican  President  and  endorsed, 
and  strengthened,  by  his  Democratic  successor.  More  than  40  of  the 
nation's  governors  —  Republican  and  Democratic  —  support  NAFTA, 
and  they  are  the  government  officials  with  the  most  direct 
responsibility  for  economic  development.  Virtually  everyone 
involved  in  business,  large  and  small,  across  the  board,  supports 
NAFTA.  Yet  it  is  no  secret  that  NAFTA  is  bitterly  controversial; 
that  the  opponents  are  well-organized  and  strongly  committed;  and 
that  their  arguments  have  been  resonating  with  people  across  the 
country . 

NAFTA  comes  along  at  a  time  of  great  economic  insecurity  in 
this  country.  Bill  Clinton  became  President  because  he  had  a  plan 
to  address  weaknesses  in  our  economy,  reflecting  20  years  in  which 
we  followed  misguided  economic  policies  and  neglected  the 
foundation  of  our  economic  strength.  Jobs  have  been  lost;  our 
manufacturing  base  did  go  through  a  period  of  serious  erosion;  the 
fact  that  many  companies  did  move  offshore  lends  a  touch  of  vivid 
reality  to  the  frightening  arguments  of  the  opponents.  But  many  of 
the  opponents  have  been  playing  fast  and  loose  with  the  facts, 
dealing  with  a  complex  issue  through  a  combination  of  inaccuracies, 
misleading  statements,  and  outright  falsehoods.  It  is  time  to 
puncture  the  myths  that  opponents  of  NAFTA  are  trafficking  in.  I 
have  already  tried  to  dispel  some  misinformation  today,  but  I 
wanted  to  cover  a  few  other  areas. 

1.  U.S.    workers    can    compete   successfully  with   workers   from   low 
wage   countries,    and  they  do. 

The  premise  of  NAFTA' s  opponents  is  that  U.S.  workers  cannot 
compete  with  low  wage  countries  like  Mexico.  In  fact,  Mexican  wages 
are  not  as  low  as  critics  indicate  and  have  risen  substantially 
since  1989.  Wages  for  manufacturing  jobs  in  Mexico  have  more  than 
doubled  in  dollar  terms  since  1987.  Furthermore,  the  numbers  used 
by  critics  don't  always  indicate  the  level  of  benefits  Mexican 
workers  received  beyond  wages. 

But  more  importantly,  wages  are  only  one  factor  in  competing. 
We  compete  based  on  the  productivity  and  the  skills  of  our  workers, 
the  excellence  of  our  products  and  services,  and  the  strength  of 
our  transportation  and  communications  system.  That  is  the  formula 
for  success  that  Germany  and  Japan  have  followed,  and  that  is  the 
natural  path  for  our  country.  To  illustrate  just  how  those  factors 
come  together  to  determine  competitive  success:  despite  the  wage 
differential,  it  actually  costs  less  to  sell  in  the  United  States 
an  automobile  built  in  Michigan  than  an  automobile  built  in  Mexico. 

It  was  certainly  hard  for  U.S.  workers  to  compete  when 
Mexico's  markets  were  largely  closed  to  our  products,  as  they  were 
prior  to  1986.  But  since  Mexico  began  opening  its  markets,  the 
U.S.  trade  surplus  with  Mexico,  the  dramatic  increase  in  exports, 
and  the  400,000  jobs  created  as  a  result  of  exports  to  Mexico, 
demonstrate  just  how  well  we  can  compete. 
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2.  The  U.S.  derives  great  benefits  from  breaking  down  the  barriers 
to  the  Mexican  market. 

The  opponents  also  argue  that  we  have  little  to  gain  from 
access  to  the  Mexican  market,  since  Mexico  is  a  poor  country. 
Nothing  could  be  further  from  the  truth.  Mexico  is  one  of  the 
fastest  growing  economies  in  the  world.  It  has  already  become  our 
third  largest  export  market.  Mexicans  are  great  purchasers  of  U.S. 
products;  70%  of  all  Mexican  imports  come  from  the  United  States- 
Each  Mexican  on  the  average  purchased  more  than  $450  worth  of  U.S. 
made  products.  By  contrast,  the  average  Japanese  spent  $385  on 
U.S.  products,  despite  the  fact  that  Japanese  incomes  average  five 
times  as  much  as  average  Mexican  incomes.  As  Mexico  becomes  a 
wealthier  nation,  under  NAFTA,  their  imports  from  us  will  only 
rise.  Mexico  is  projected,  for  instance,  to  be  the  fastest  growing 
major  market  for  automobiles,  at  just  the  time  when  the  U.S.  auto 
industry  has  dramatically  cut  costs  and  lifted  quality. 

Moreover,  we  should  understand  the  likely  nature  of  Mexico's 
growth  in  the  coming  years.  Driven  by  the  determination  to  move 
from  the  third  world  to  the  first  world  in  a  decade,  Mexico  plans 
to  spend  billions  of  dollars  to  build  the  infrastructure  of  a 
modern  state.  It  will  be  investing  in  roads  and  highways,  ports, 
major  construction,  power  generating  equipment,  telecommunications, 
environmental  protection  technology,  and  countless  other  projects. 

There  is  nothing  theoretical  about  these  possibilities.  In 
1992,  Mexico  spent  $2.3  billion  on  telecommunications  equipment 
alone,  nearly  50%  of  which  went  to  U.S.  products.  Mexico  plans  to 
spend  $13  billion  by  the  decade's  end  on  telecommunications  alone. 

Today,  thanks  to  the  good  relations  of  the  past  seven  years, 
and  the  cooperative  work  on  NAFTA,  Mexico  looks  first  to  the  United 
States  as  a  likely  partner  in  building  a  modern  infrastructure.  If 
we  pass  NAFTA,  and  build  on  the  positive  trading  relationship,  we 
will  be  ideally  positioned  to  increase  exports  to  Mexico  —  in  all 
areas  —  as  Mexico  modernizes  and  becomes  a  wealthier  nation.  If 
we  reject  it,  we  can  be  sure  that  Mexico  can  find  other  countries 
as  partners  in  trade  and  investment,  such  as  the  EC  and  Japan.  It 
is  worth  remembering  that  until  recently,  Germany  and  France  were 
Mexico's  preferred  providers  of  telecommunications  equipment. 

3.  NAFTA  safeguards  the  right  of  the  U.S.  Government  and  our 
states  to  maintain  and  enforce  strong  environmental,  health  and 
safety  standards,  and  NAFTA  and  the  Supplemental  Agreements  contain 
provisions  to  encourage  improved  standards  and  enforcement 
throughout  North  America. 

Next  to  arguments  about  possible  job  losses,  no  issue  has  been 
more  emotional  in  the  debate  than  the  unfounded  charge  by  opponents 
that  NAFTA  undermines  the  ability  of  the  U.S.  government,  and  the 
states,  to  establish  and  enforce  their  environmental,  health  or 
safety  laws  and  maintain  high  standards.  Opponents  repeatedly 
raise  the  specter  of  Mexican  fruits  and  vegetables  covered  with  DDT 
or  other  prohibited  pesticide  residues,  and  wrongly  suggest  that  we 
will  not  be  able  to  stop  their  implementation. 

The  combination  of  disinformation  and  playing  on  people's 
fears  does  NAFTA  opponents  no  credit.  NAFTA  does  not  require  the 
federal  government  to  lower  its  environmental,  health  and  safety 
standards.  Indeed,  NAFTA  makes  explicit  that  each  government  may 
establish  the  levels  of  protection  for  hviman,  animal  or  plant  life 
or  health  that  the  government  considers  to  be  appropriate  and  that 
any  work  under  the  NAFTA  to  make  standards  compatible  among  the 
three  countries  is  to  be  done  "without  reducing  the  level  of  safety 
or  of  protection  of  human,  animal  or  plant  life  or  health,  the 
environment  or  consumers."   Moreover,  under  the  NAFTA,  state  and 
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local  laws  are  free  to  differ  from  federal  laws,  and  can  be  more 
stringent  than  those  laws. 

Another  favorite  scare  tactic  of  NAFTA  opponents  is  to  claim 
that  NAFTA  will  require  us  (or  our  states)  to  adopt  international 
standards.  In  fact,  the  NAFTA  explicitly  provides,  in  Article  713, 
that  a  party  can  maintain  measures  more  stringent  than 
international  standards. 

While  granting  the  federal  government  and  the  states  broad 
discretion  to  set  their  own  environmental,  health  and  safety 
standards,  NAFTA  does  require  governments  to  meet  certain 
elementary  requirements  when  applying  laws  and  regulations  to 
achieve  the  government's  chosen  levels  of  protection  in  order  to 
safeguard  against  blatant  trade  protectionism  in  the  guise  of  a 
health  regulation.  For  example,  NAFTA  requires  that  the  sanitary 
or  phytosanitary  measure  used  have  a  scientific  basis  and  be  based 
on  a  risk  assessment  appropriate  to  the  circiamstances.  This  is  a 
reasonable  requirement.  (The  term  "sanitary  or  phytosanitary 
measure"  is  the  technical  term  for  laws  and  regulations  to  protect 
human,  animal  or  plant  life  or  health  from  such  risks  as  plant  or 
animal  pests  or  diseases  or  from  contaminants  in  food.) 

Our  trading  partners  have  repeatedly  sought  to  exclude 
perfectly  safe  U.S.  products  from  their  markets  by  citing  false 
"health"  pretexts.  The  NAFTA  will  help  ensure  that  they  cannot 
unfairly  exclude  U.S.  exports.  At  the  same  time,  the  NAFTA 
obligations  do  not  threaten  U.S.  sanitary  and  phytosanitary 
measures,  since  our  regulatory  system  and  that  of  our  states 
already  meet  the  NAFTA  requirements. 

Consequently,  and  contrary  to  the  claims  of  its  opponents, 
NAFTA  poses  no  threat  to  such  U.S.  laws  as  the  Delaney  Clause. 
(Under  the  Delaney  Clause,  Congress  has  decided  that  zero  tolerance 
is  the  acceptable  level  of  risk  from  carcinogenic  residues.)  That 
is  a  judgment  we  are  free  to  make  under  the  NAFTA,  which  expressly 
allows  each  country  to  choose  the  level  of  risk  it  will  accept  in 
sanitary  and  phytosanitary  measures. 

Far  from  weakening  environmental,  health  and  safety  standards, 
the  NAFTA  and  the  supplemental  agreements  affirmatively  encourage 
our  three  countries  to  improve  and  enhance  protection  of  health, 
safety  and  the  environment.  The  supplemental  agreement  requires 
the  signatories  to  "ensure  that  [their]  laws  and  regulations 
provide  for  high  levels  of  environmental  protection"  and  to  "strive 
to  improve  them" ,  and  creates  a  framework  for  working  cooperatively 
to  harmonize  our  standards  upwards.  It  also  contain  commitments 
for  effective  domestic  enforcement  of  environmental  and  labor 
health  and  safety  laws,  as  well  as  a  dispute  settlement  system, 
backed  ultimately  by  the  possibility  of  trade  sanctions,  to  expose 
and  remedy  problems  of  weak  enforcement  of  such  laws. 

In  short,  it  is  clear  that  we  are  far  better  off  in  the  effort 
to  improve  protection  of  the  environment,  health  and  safety  with 
the  NAFTA. 

4 .  Rejecting  NAFTA  will  not  lead  to  a   "better  deal . " 

Some  NAFTA  opponents  say  that  we  should  reject  NAFTA  and 
renegotiate  a  better  deal.  We  intend  to  show  that  NAFTA  is 
strongly  in  the  national  interest.  It  is  a  good  trade  agreement, 
and  through  the  supplemental  agreements,  it  breaks  new  ground  in 
providing  assurances  that  increased  trade  with  Mexico  will  be 
accompanied  by  enhanced  environmental  protection  and  improved 
worker  standards  and  rising  wages.  Let's  be  under  no  illusions. 
If  we  reject  NAFTA  —  an  agreement  negotiated  by  a  Republican 
President,  and  endorsed  by  a  Democratic  President  —  there  will  be 
no  further  negotiations  any  time  soon. 


In  the  past  seven  years,  the  U.S. -Mexico  relationship  has 
moved  on  a  path  of  increasing  friendship,  cooperation  and  trust. 
This  has  been  an  historic  break  from  a  century  most  often 
characterized  by  mistrust  and  antagonism.  Mexican  Presidents  de  la 
Madrid  and  Salinas  deserve  praise  for  their  willingness  to  take 
extraordinary  steps  to  make  the  change  in  attitudes,  as  well  as 
policies,  needed  to  lift  their  nation.  Presidents  Reagan  and  Bush 
deserve  great  credit  for  the  enlightened  U.S.  responses  to  Mexico. 
If  Congress  rejects  NAFTA,  the  U.S. -Mexico  relationship  will  suffer 
a  profound  setback,  with  enormous  repercussions  throughout  the 
hemisphere. 

At  bottom,  the  critics  often  seem  to  argue:  if  this  deal  is 
good  for  the  United  States,  why  does  Mexico  want  it  so  much?  The 
honest  answer  has  two  parts.  Because  Mexico  has  an  economy  only 
one-twentieth  the  size  of  ours,  the  passage  —  or  rejection  —  of 
NAFTA  will  have  more  impact  on  Mexico  than  it  does  on  us.  But  more 
importantly,  this  is  not  a  zero  sum  game.  NAFTA  can  benefit  both 
the  United  States  and  Mexico,  and  Canada  as  well. 

I  have  confidence  that  once  the  issue  is  fully  debated, 
Congress  will  see  that  NAFTA  is  a  positive  step  for  the  United 
States,  and  an  historic  step  for  North  America. 

Conclusion 

All  Americans  agree  that  we  cannot  respond  to  the  challenge  of 
a  changing  world  by  drifting,  content  to  accept  the  result  of  other 
nations'  trade  and  economic  strategies.  We  need  our  own  strategy, 
which  builds  on  our  strengths,  faces  our  weaknesses,  and  responds 
to  the  challenges  and  realities  around  us. 

We  would  ask  the  opponents  of  NAFTA:  does  walking  away  from 
NAFTA  seem  like  good  trade  and  economic  strategy?  Can  you  envision 
Japan  or  the  EC  —  if  they  were  in  our  position  —  rejecting  a  deal 
like  this?  Would  either  of  them  kick  sand  in  the  face  of  their 
third  biggest,  and  fastest  growing,  trading  partner?  Would  they 
opt  for  the  status  quo,  the  unbalanced  relationship,  where  Mexico 
keeps  the  tariff  and  non-tariff  barriers  it  chooses  to  keep? 

Would  they  ever  be  willing,  in  one  unthinking  lurch,  to  throw 
away  the  friendship  and  progress  that  have  characterized  the  past 
seven  years,  dramatically  reversing  the  historic  pattern  of 
mistrust  and  antagonism?  Would  they  conclude,  as  the  NAFTA 
opponents  apparently  have,  that  it  would  be  easier,  somehow,  to 
cooperate  with  Mexico  on  the  environment,  controlling  drug  traffic, 
or  illegal  immigration,  if  NAFTA  were  defeated? 

This  Administration  did  not  negotiate  the  NAFTA.  Moreover, 
Bill  Clinton  as  a  presidential  candidate  was  sharply  critical  of 
the  economic  and  trade  policy  of  his  predecessors.  When  confronted 
with  the  need  to  make  a  decision  on  NAFTA,  he  approached  it  very 
skeptically.  There  were  powerful  political  reasons  for  opposing 
it. 

But  when  he  studied  it,  he  found  that  NAFTA  —  particularly  if 
strengthened  by  supplemental  agreements  —  would  be  strongly  in  the 
economic  interest  of  the  United  States.  It  was  not  a  favor  that  we 
were  doing  for  Mexico.  It  would  benefit  both  countries,  and  Canada 
as  well.  It  would  not  solve  all  our  nation's  economic  problems, 
but  it  would  be  an  important  piece  of  the  economic  strategy  that  we 
were  putting  in  place  to  build  the  world's  most  productive  and 
competitive  economy. 

The  Administration  has  the  responsibility  of  convincing 
Congress  and  the  country  that  NAFTA  is  in  the  national  economic 
interest,  and  we  intend  to  do  so.  I  am  confident  that  by  the  time 
Congress  votes  on  NAFTA  later  this  year,  the  country  will  recognize 
that  NAFTA  is  a  vital  part  of  the  solution  to  the  economic 
challenges  that  face  us. 


31 

Chairman  Rostenkowski.  Secretary  Reich. 

STATEMENT  OF  HON.  ROBERT  B.  REICH,  SECRETARY  OF 
LABOR 

Secretary  Reich.  Mr.  Chairman  and  members  of  the  committee, 
let  me  stipulate  and  let  us  all  stipulate  that  our  goal,  our  long-term 
and  short-term  goal,  is  exactly  the  same.  All  of  us  have  exactly  the 
same  goal,  and  that  is  more  and  better  jobs  for  Americans. 

The  question  is  how  you  get  there.  And  we  are  beginning  today, 
and  I  hope  we  continue,  a  legitimate  debate  about  the  means. 

As  Secretary  of  Labor,  Secretary,  I  sometimes  call  myself,  of  the 
American  work  force,  it  is  my  considered  opinion,  and  it  is  the 
opinion  of  this  administration,  that  the  best  way  of  creating  more 
and  better  jobs  is  to  approve  the  North  American  Free-Trade  Act 
with  the  side  agreements  and  also  with  the  provisions  that  ease 
the  adjustment  of  all  workers  regardless  of  why  they  may  have  be- 
come dislocated  to  new  and  better  jobs. 

And  let  me  briefly  go  through  the  logic.  No  one  can  be  more  elo- 
quent than  the  President  this  morning.  The  Ambassador  has  laid 
out  many  of  the  reasons,  but  let  me  supplement  what  has  been 
said  already  and  try  to  add  to  the  debate. 

First  of  all,  the  simple  logic  of  the  proposition:  Their  tariffs,  re- 
member, are  2V2  times  ours.  It  is  harder  to  get  American  products 
into  Mexico  than  Mexican  products  into  the  United  States.  And  yet 
despite  that  fact,  the  Mexican  economy  has  been  growing  so  fast 
that  we  have  a  major  trade  surplus  even  now  with  Mexico — over 
$5  billion — it  stands  to  reason  if  we  get  both  tariffs  down,  we  will 
have  more  exports,  and  more  exports  means  more  jobs. 

Jobs  are  not  a  zero-sum  game.  It  is  not  as  if  you  have  a  fixed 
number  of  jobs  in  the  world  or  in  North  America  to  be  divided  up 
between  us  and  them.  It  is  a  positive-sum  game,  as  mathemati- 
cians would  say.  You  create  more  jobs  through  trade.  That  is  what 
we  have  learned  in  the  entire  postwar  era.  Low  wage,  low-skilled 
manufacturing  jobs  involving  very  little  high  value  capital  equip- 
ment are  already  leaving  America  if  they  are  not  automated. 

Even  if  we  put  a  wall  around  the  country,  even  if  we  said  no 
trade  with  anybody — and,  by  the  way,  if  we  tried  to  do  that  we 
would  all  be  much  the  worse  off — ^those  low  wage,  low-skilled  man- 
ufacturing jobs  would  still  be  disappearing  because  of  automation, 
because  of  computer  aided  design,  computer  aided  manufacturing 
and  so  forth. 

Many  of  those  jobs  are  going  to  Southeast  Asia  if  they  are  not 
being  automated.  The  dislocation  potential  caused  here  is  minus- 
cule compared  to  the  dislocation  ongoing  with  regard  to  low  wage, 
low-skilled  manufacturing  jobs.  And  may  I  add,  Mr.  Chairman, 
members  of  the  committee,  that  every  American  today  is  suffering 
from  the  same  high  level  of  anxiety  and  insecurity. 

We  are  in  a  new  economy.  Structural  unemployment  hits  us  all. 
Manufacturing  is  shrinking;  major  companies,  even  nonmanu- 
facturing  companies,  are  shrinking.  It  has  nothing  to  do  with  Mex- 
ico. It  has  to  do  with  major  structural  changes  in  the  economy. 
Technology  is  sweeping  over  the  country  taking  away  entire  indus- 
tries. Look  at  what  happened  to  main  frame  computers.  We  cannot 
hold  back  the  tides  of  change;  what  we  can  do  is  embrace  them. 
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We  can  ease  the  transition  of  Americans  to  new  jobs  and  to  better 
jobs,  but  let  us  not  try  to  dig  in  our  heels  and  hold  back  what  is 
inevitable  and  necessary. 

Export  markets  are  one  of  our  key  vehicles  for  more  and  better 
jobs  in  the  future.  Where  is  the  big  development  in  the  country? 
Which  nations  are  growing  fastest?  Where  is  the  major,  major 
growth  in  export  markets?  The  answer  is  in  major  developing  na- 
tions: Asia,  Latin  America. 

Our  future  well-being  and  the  future  well-being  of  our  children 
depends  on  having  good  jobs  that  export  to  those  areas.  Already  we 
can  see  between  1987  and  1992,  48  of  the  50  States  increased  their 
exports  to  Mexico.  Pennsylvania  alone,  Pennsylvania's  exports  to 
Mexico  totaled  $742  million  in  1992  with  primary  metal  industries 
and  electric  and  electronic  equipment  registering  the  largest  gains. 
Indiana,  the  exports  from  Indiana  shot  up  roughly  tenfold  to  Mex- 
ico between  1987  and  1992  in  industries  including  fabricated  metal 
products,  refined  petroleum  products,  and  a  variety  of  manufac- 
tured goods. 

Or  take  Illinois.  It  has  enjoyed  more  than  $1  billion  in  export 
sales  growth  to  Mexico,  creating  approximately  17,000  new  jobs. 
There  have  been  big  gains  in  industrial  machinery,  computers  and 
transportation  equipment. 

When  Mexican  consumers  and  businesses  buy  more  U.S.  elec- 
tronics and  telecommunications  equipment  made  in  California,  Mr. 
Chairman — this  is  a  category  of  exports  that  rose  by  more  than  200 
percent  between  1987  and  1992 — the  workers  who  make  this  equip- 
ment in  the  United  States  gain  job  security. 

When  Mexico  boosts  its  consumption  of  refined  petroleum  prod- 
ucts from  Louisiana,  as  it  did  by  about  200  percent  over  that  pe- 
riod, Louisiana  refinery  workers  gain  job  security. 

Now,  this  is  a  pre-NAFTA  surge.  Remember,  their  tariffs  are  2^2 
times  ours.  Bring  down  the  tariffs,  contribute  to  growth  in  Mexico, 
you  get  even  more  of  an  export  surge.  NAFTA  will  work  primarily, 
we  believe,  because  it  is  good  for  Americans,  it  is  good  for  Mexi- 
cans, at  least  doing  positive-sum  game. 

We  also  need  to  ensure  that  it  does  not  lead  to  a  game  in  which 
ever  lowering  wages  and  ever  lowering  living  standards  are  utilized 
south  of  the  border.  That  is  why  we  have  negotiated  side  agree- 
ments. 

The  labor  side  agreement  is  historic,  Mr.  Chairman,  members  of 
the  committee,  because  for  the  first  time  in  a  trade  agreement  it 
actually  brings  labor  standards  into  the  agreement.  We  are  not  giv- 
ing up  section  301  authority  here.  If  there  is  a  pattern  or  a  prac- 
tice, an  unfair  pattern  or  practice,  we  still  have  section  301  author- 
ity, and  Ambassador  Kantor  can  back  me  up  on  this,  section  301 
supplements  our  authority.  It  gives  us  the  wherewithal,  the  ability, 
to  enter  into  negotiations  and  consultations  with  Mexico  over  their 
labor  standards  and  push  them  and  prod  them  to  the  extent  that 
Mexico  needs  pushing  and  prodding  to  ever  higher  labor  standards. 

Negotiation.  Sunshine.  Don't  forget  the  importance  of  sunshine 
in  terms  of  illuminating  areas  that  have  not  been  illuminated  be- 
fore. Everybody  during  the  negotiation  process — we  talked  about 
wage  rates  and  productivity  and  that  kind  of  publicity  was  helpful. 
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I  believe,  in  getting  a  very  historic  commitment  from  the  Mexican 
Government  to  hnk  minimum  wages  to  productivity  improvements. 

We  have  set  up  a  process  of  negotiation,  a  process  of  sunshine 
which  leads  ultimately  in  the  end,  if  it  doesn't  work,  to  the  same 
kind  of  sanction  actually,  sanctions  that  are  not  only  fmes  but  also, 
ultimately,  trade  sanctions.  This  will  be  reevaluated  within  4 
years.  The  entire  labor  process  will  be  reevaluated  in  4  years  in 
any  event  to  make  sure  that  it  works. 

The  point  I  want  to  make  with  the  members  of  the  committee  is 
that  we  have  not  lost  anything  in.  terms  of  leverage  with  Mexico 
nor  have  we  lost  anything  in  terms  of  protecting  our  workers.  We 
are  gaining  in  terms  of  helping  push  and  prod  Mexico  to  the  extent 
it  needs  it  in  the  direction  of  higher  and  higher  labor  standards. 

One  final  point.  In  order  for  Americans  to  embrace  the  challenge 
of  change,  in  order  for  Americans  to  reduce  anxiety  over  potential 
job  loss,  not  just  created  because  of  international  trade  but  because 
of  all  the  other  matters  that  I  mentioned,  corporate  downsizing, 
technological  change — it  is  absolutely  necessary  for  Americans  to 
know  that  and  the  Clinton  administration  is  committed  to  creating 
a  comprehensive  program  for  dealing  with  dislocated  workers,  re- 
gardless of  cost. 

Right  now  we  have  a  lot  of  very  particularized  programs,  particu- 
larized programs  dealing  with  particular  causes  of  job  dislocation. 
What  we  are  aiming  for,  and  we  will  be  introducing  legislation 
within  the  next  few  weeks,  we  are  aiming  for  a  program  that  pro- 
vides dislocated  workers  with  some  income  assistance,  job  assist- 
ance, job  search  assistance,  and  job  training  regardless  of  the  cause 
of  job  dislocation.  It  is  long  overdue.  We  will  be  providing  American 
workers — and  American  workers  deserve  some  more,  not  job  secu- 
rity, you  cannot  have  job  security  these  days,  but  employment  secu- 
rity. 

As  Ambassador  Kantor  mentioned,  the  health  care  provisions 
that  we  will  also  be  presenting  are  a  part  of  tha.t  security.  Ameri- 
cans are  scared  of  losing  their  jobs  now  because  they  are  scared  of 
losing  their  health  care.  They  are  locked  in.  They  are  worried  they 
may  have  a  preexisting  condition.  So  both  the  health  care  and  also 
this  comprehensive  dislocated  jobs  programs  are  two  means  of  eas- 
ing the  adjustment  of  all  Americans  to  a  new  economy. 

Let  me  add  one  final  point.  We  have  an  unemployment  insurance 
system  we  inherited  from  the  1930's.  It  is  a  good  system.  But  it  is 
premised  on  the  notion  that  unemployment  is  cyclical.  It  tides  peo- 
ple over  until  they  get  the  old  job  back  again.  It  provides  26  weeks, 
the  State  and  Federal  program.  But  as  we  have  seen,  and  we  have 
seen  very  starkly  over  the  past  couple  of  years,  Americans  who  lose 
their  jobs  for  whatever  cause,  are  not  getting  their  old  jobs  back 
again.  They  have  to  get  new  jobs.  And  that  is  why  we  are  going 
to  suggest  in  our  comprehensive  dislocated  worker  program,  a  re- 
employment insurance  system,  not  simply  an  unemployment  insur- 
ance system,  a  reemployment  insurance  system  that  provides  some 
help  to  Americans  while  they  get  the  next  job,  not  just  during  the 
economic  downturn. 

Mr.  Chairman,  members  of  the  committee,  anxious  about  the  fu- 
ture and  subject  to  so  many  sources  of  change  that  are  beyond  any 
chance  of  control,  some  Americans  seem  to  hope  that  blocking  this 
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one  source  of  change,  subject  to  a  congressional  vote,  NAFTA  will 
somehow  reverse  the  tide  of  global  economic  evolution.  But  that 
tide  of  change  is  pouring  in  whether  we  summon  it  or  seek  to  turn 
it  back.  The  changes  specifically  due  to  NAFTA  will  be  a  mere  rip- 
ple in  this  flood. 

The  question  is  not  whether  we  turn  back  the  rising  tide.  The 
question  is  whether  it  ends  up  lifting  all  of  our  prospects  or  gradu- 
ally submerging  them.  And  the  answer  to  that  question  will  be  de- 
pendent on  our  readiness  to  cut  loose  the  anchors  that  tether  us 
to  the  old  economy  and  learn  to  navigate  in  the  new  global  econ- 
omy. 

The  choice  is  not  change  versus  the  status  quo,  it  is  whether  we 
choose  to  confront  the  inevitability  of  change  or  opt  instead  to  deny 
it.  And  in  our  denial  to  find  ourselves  as  victims  rather  than  as 
masters  of  a  new  global  marketplace.  Thank  you. 

Chairman  ROSTENKOWSKI.  Thank  you,  Mr.  Secretary. 

[The  prepared  statement  follows:] 
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Testimony  of  Labor  Secretary  Robert  B.  Reich 

before  the 

Ways  and  Means  Committee 

United  States  House  of  Representatives 

September  14,  1993 

Good  morning,  Mr.  Chairman  and  members  of  the  Committee.   I 
am  pleased  to  testify  before  you  on  the  North  American  Free  Trade 
Agreement — better  known  as  NAFTA — and  grateful  for  the 
opportunity  to  declare  my  conviction  that  NAFTA  will  prove  to  be 
a  boon  for  America's  workers.   At  the  same  time,  I  hope  to 
underscore  that  reaping  the  fullest  benefits  of  this  historic 
market  expansion  requires  two  further  measures.   One  has  already 
been  substantially  completed:   The  negotiation  of  supplemental 
agreements  on  labor  and  environmental  protection.   The  second  is 
progressing  rapidly:   The  development  of  a  comprehensive  worker 
adjustment  system  to  ensure  that  no  worker  will  face  unaided  the 
challenge  of  adapting  to  economic  change,  whatever  its  cause. 


NAPTA  AND  JOB  GROWTH 

Let  me  begin  with  a  point  which  is  as  close  to  a  certainty 
as  any  projection  can  possibly  be:   NAFTA  will  make  life  better 
for  Americans.   I  say  this  in  full  recognition  of  my  role  as 
Secretary  of  Labor  —  Secretary  of  the  American  Workforce  — 
whose  chief  responsibility  is  more  and  better  jobs  for  the 
working  men  and  women  of  America.   Indeed,  I  will  be  remiss  in  my 
duties  if  I  fail  to  do  all  that  I  possibly  can  to  ensure  that  we 
seize  this  chance  for  expanding  job  opportunities.   The  warnings 
of  some  well-amplified  alarmists  notwithstanding,  NAFTA  will 
benefit  American  workers. 

International  trade  is  not  a  zero-sum  game.  There  is  no 
fixed  number  of  jobs  to  be  parcelled  out  between  the  workers  of 
the  U.S.,  Mexico  and  Canada  and  the  rest  of  the  world.  Market 
expansion  is  a  positive-sum  game  in  which  all  parties  stand  to 
gain.  America  has  played  this  game,  and  prospered  by  it, 
throughout  her  history.  We  are  poised  for  a  solid  payoff  with 
our  very  next  move,  and  this  is  no  time  to  leave  the  table. 

NAFTA  promises  to  be  an  especially  advantageous  move  for  us 
because  our  markets  are  already  largely  open.   NAFTA  doesn't  so 
much  open  the  US  market  to  Mexican  goods  as  it  opens  the  Mexican 
market  to  American  goods.   U.S.  tariffs  on  Mexican  goods  average 
only  4  percent;  Mexican  tariffs  on  our  products  average  ten 
percent  —  two  and  a  half  times  as  high.   Moreover,  customs 
duties  on  merchandise  assembled  with  American-made  components  in 
the  "maquiladora"  assembly  plants  lining  the  southern  rim  of  the 
border  area  are  charged  only  on  value  added  in  Mexico — typically 
about  one  half  of  the  cost  of  the  product.   On  this  side  of  the 
border,  the  simple  fact  is  that  there  are  few  major  trade 
barriers  left  for  NAFTA  to  knock  down. 

The  tentative  opening  of  the  Mexican  market  already 
implemented  by  President  Carlos  Salinas  de  Gortari  and  his 
predecessor  hint  at  the  gains  NAFTA  will  yield  for  American  firms 
and  workers.   Despite  substantial  remaining  barriers  against  U.S. 
goods,  the  Mexican  market  is  growing  so  quickly,  and  American 
producers  are  so  well-positioned  to  serve  it,  that  we  are  already 
selling  more  to  them  than  they  are  to  us.   From  1986  to  1992, 
U.S.  shipments  to  Mexico  grew  from  $12.4  billion  to  $40.6 
billion.    Our  $5.7  billion  trade  deficit  in  1987  was  transformed 
to  a  $5.4  billion  surplus  in  1992. 

Exports  on  this  scale  translate  directly  into  jobs  for 
American  workers.   Merchandise  exports  to  Mexico  today  account 
for  an  estimated  700,000  jobs.   Many  of  those  jobs  simply  would 
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not  exist  had  it  not  been  for  the  228  percent  surge  in 
merchandise  exports  to  Mexico  since  1986. 

It's  important  to  recognize  that  the  job  benefits  of  growing 
trade  with  Mexico — even  prior  to  the  greater  growth  to  follow  the 
implementation  of  NAFTA — are  broadly  based,  occurring  across 
geographic  and  sectoral  lines. 

Between  1987  and  1992,  48  of  the  50  states  increased  their 
exports  to  Mexico.   In  38  states  the  current  dollar  value  of 
exports  more  than  doubled,  and  fully  half  of  the  states  saw 
shipments  to  Mexico  increase  threefold  or  better. 

•  Pennsylvania's  exports  to  Mexico  totalled  $742  million  in 
1992,  with  primary  metal  industries  and  electric  and 
electronic  equipment  registering  the  largest  gains. 

•  Indiana's  exports  shot  up  roughly  tenfold  between  1987  and 
1992  in  industries  including  fabricated  metal  products, 
refined  petroleum  products,  and  a  variety  of  manufactured 
goods. 

•  Illinois  has  enjoyed  more  than  $1  billion  in  export  sales 
growth,  creating  approximately  17,000  new  jobs.   Big  gains 
were  in  industrial  machinery,  computers,  and  transportation 
equipment. 

When  Mexican  consumers  and  businesses  buy  more  U.S. 
electronics  and  telecommunications  equipment  made  in  California  - 
-  a  category  of  exports  that  rose  by  more  than  200  percent 
between  1987  and  1992  —  the  workers  who  make  this  equipment  gain 
job  security.   When  Mexico  boosts  its  consumption  of  refined 
petroleum  products  from  Louisiana  —  as  it  did  by  about  200 
percent  over  the  period  —  Louisiana  refinery  workers  gain  job 
security. 

This  pre-NAFTA  export  surge  has  also  been  broadly  shared 
across  sectors  of  the  U.S.  economy.   Between  1989  and  1992, 
exports  to  Mexico  have  increased  in  industry  after  industry,  from 
automotive  (101%) ,  to  iron  and  steel  (110%) ,  to  textiles  and 
apparels  (103%),  to  electronic  components  (51%). 

Our  trading  relationship  with  Mexico  has  paid  off  enormously 
despite  relatively  heavy  restrictions  on  the  flow  of  U.S. 
products  into  the  Mexican  market.   Lifting  those  restrictions — 
which  is  precisely  what  NAFTA  will  do — will  speed  the  creation  of 
U.S.  export  jobs.   As  the  Congressional  Budget  Office  concluded 
in  its  July  1993  analysis,  NAFTA  will  result  in  a  net  increase  in 
American  employment. 

In  addition  to  generating  more  jobs  in  the  United  States, 
NAFTA  also  will  lead  to  better  jobs.   Jobs  created  by  expanded 
trade  typically  are  the  sorts  of  higher-wage,  higher-skilled  jobs 
on  which  the  future  of  the  American  workforce  depends.   We  simply 
cannot  compete  with  the  rest  of  the  world  on  the  basis  of  low 
wages  and  low  skills,  and  expect  to  sustain  a  prosperous  middle- 
class  economy.   Unskilled,  routine  jobs  already  are  vanishing 
from  the  United  States —  either  moving  to  places  around  the  globe 
whose  inhabitants  are  eager  to  work  at  wages  much  lower  even  than 
Mexican  wages,  or  being  supplanted  by  machines  which  can  do  the 
work  at  a  fraction  of  the  cost.   Our  economic  future  —  like  that 
of  every  advanced  economy  —  depends  on  the  continued  creation  of 
new  and  better  jobs,  fueled,  in  part,  by  exports  to  lower-wage 
nations  at  an  earlier  milepost  on  the  path  to  prosperity. 

Missing  the  boat  on  NAFTA  will  prevent  us  from  reaping  these 
potential  gains.   It  also  may  jeopardize  the  existing  trade 
relationship  with  Mexico  that  has  been  so  diligently  and 
profitably  built  over  the  past  few  years.   If  we  fail  to  join 
with  Mexico  to  create  these  new  market  opportunities  on  both 
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sides  of  the  border,  we  can  expect  that  Mexico  (like  most 
countries)  will  seek  other  global  alliances. 

THE  SUPPLEMENTAL  LABOR  AGREEMENT 

Now  let  me  turn  to  the  North  American  Agreement  on  Labor 
Cooperation  that  will  accompany  the  basic  NAFTA  accord.   The 
President's  early  support  of  NAFTA  was  conditioned  on  the 
development  of  additional  accords,  to  bolster  the  core 
agreement's  terms  in  the  areas  of  labor  and  environmental 
standards  and  import  surges.    Negotiations  over  the  side 
agreements  were  concluded  last  month,  and  signed  by  the  President 
today.   I  am  convinced,  as  is  the  President,  that  these  side 
agreements  strengthen  NAFTA  substantially. 

What  has  been  achieved  by  the  labor  side  agreement  that  has 
advanced  the  Administration's  position  on  NAFTA  from  conditional 
to  enthusiastic  support? 

I'll  begin  with  a  vital  and  often-neglected  point:   The 
historic  linkage  of  trade  and  labor  issues  embodied  in  the 
supplemental  agreement.   This  represents  the  first  labor 
agreement  negotiated  specifically  to  accompany  and  fortify  a 
trade  agreement  —  the  first  attempt  to  match  trade  and 
investment  rules  with  a  more  integrated  framework  for  labor 
market  policies  —  the  first  attempt  to  manage  the  terms  of  the 
potential  change  in  labor  markets  brought  about  by  an  accord 
between  the  U.S.  and  a  trading  partner. 

The  Supplemental  Agreement  satisfies  the  imperative  that 
NAFTA  and  the  ensuing  economic  realignment  not  take  place  at  the 
expense  of  the  environment  or  at  the  expense  of  basic  workers' 
rights.   The  Agreement  addresses  issues  such  as  protections 
concerning  child  labor,  health  and  safety,  minimum  wage,  and 
industrial  relations. 

To  give  these  safeguards  force,  the  Supplemental  Labor 
Agreement  was  developed  around  three  fundamental  principles: 
First,  enhanced  collaboration,  cooperation,  and  information 
exchange  among  the  three  countries.   Second,  increased  efforts  to 
make  explicit  and  highly  visible  each  country's  labor  laws  and 
their   implementation.   Third,  increased  use  of  effective 
mechanisms  to  encourage  the  enforcement  of  national  labor  laws. 

Perhaps  most  importantly,  these  principles  will  be  enforced 
by  a  set  of  formal  administrative  bodies  and  mechanisms  designed 
to  ensure  their  complete  and  rapid  implementation.   The  Agreement 
creates  a  Commission  for  Labor  Cooperation,  consisting  of  a 
Council  and  a  Secretariat  and  supported  by  National 
Administrative  Offices.   Let  me  describe  the  design  and  function 
of  each. 

•  The  Council,  composed  of  the  three  Cabinet-level  labor 
officials,  will  be  the  governing  body  of  the  Commission.   It 
will  have  a  broad  mandate  to  oversee  the  implementation  of 
the  agreement,  establish  priorities  for  cooperative 
activities  on  labor  issues,  including  occupational  safety 
and  health,  child  labor,  benefits  for  workers,  minimum 
wages,  industrial  relations,  legislation  on  union  formation, 
and  labor  dispute  resolution.   It  will  also  facilitate 
party-to-party  consultations. 

•  A  Secretariat  will  provide  technical  support  to  the  Council 
and  will  prepare  periodic  reports  on  a  wide  range  of  labor 
issues,  including  labor  laws  and  their  enforcement,  labor 
market  conditions  such  as  average  wages  and  productivity, 
and  training  and  adjustment  programs.   The  Secretariat  will 
be  headed  by  an  Executive  Director  appointed  for  a  fixed 
term  by  consensus  of  the  three  parties. 
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National  Administrative  Offices  (NAO's)  will  be  appointed  by 
each  country  to  serve  as  a  point  of  contact  between 
Commission  entities  and  national  governments.   NAOs  will 
consult  and  exchange  information  on  labor  matters.   Each 
country  will  have  a  right  to  determine  the  functions  and 
powers  of  its  own  NAO  and  decide  upon  its  staffing.   The 
NAOs  will  serve  as  the  vehicle  for  the  public  in  each 
country  to  question  and  comment  upon  labor  practices  in  the 
territories  of  the  other  parties. 

•    At  the  request  of  any  Party,  an  Evaluation  rrnninittee  of 

Experts  (ECE'S),  will  be  convened  to  examine  many  problems 
concerning  the  enforcement  of  labor  laws.   ECEs,  composed  of 
independent  experts,  will  report  and  make  redommendations  on 
each  matter  as  it  is  treated  in  each  of  the  three  countries. 
If  a  Party  believes  that  another  is  demonstrating  a 
persistent  pattern  of  failure  to  effectively  enforce  child 
labor,  health  and  safety,  or  minimum  wage  provisions,  a 
Dispute  Settlement  Panel  can  be  invoked.   This  Panel  will  be 
backed  by  the  potential  imposition  of  fines  and  trade 
sanctions  when  it  finds  against  a  country. 

The  mechanisms  described  here  will  allow  us  to  enjoy  the 
fruits  of  the  NAFTA  accord  and  at  the  same  time  allow  us  to 
protect  the  basic  rights  and  interests  of  U.S.,  Mexican  and 
Canadian  workers.   Moreover,  the  procedures  do  this  in  the 
appropriate  manner:  by  encouraging  voluntary  improvement  and 
enforcement  and  resorting  to  sanctions  only  as  a  last  resort. 
But  make  no  mistake,  the  sanctions,  once  imposed,  have  teeth  and 
will  produce  compliance  with  the  terms  of  the  agreement. 

Before  leaving  my  discussion  of  the  supplemental  agreements, 
I'd  like  to  point  out  that  the  first  fruits  of  this 
collaborative,  continental  approach  to  progressive  labor  policy 
are  already  apparent  in  President  Salinas'  recent  announcement 
that  Mexico  will  link  increases  in  the  minimum  wage  to  gains  in 
worker  productivity. 


WORKFORCE  ADJUSTMEMT 

NAFTA  will,  on  balance,  mean  more  jobs  and  better  jobs  for 
American  workers.   It  remains  true,  however,  that  despite  the 
final  tally  of  job  growth,  a  tiny  proportion  of  working  Americans 
face  a  real  prospect  of  dislocation  as  a  result  of  the  changes 
NAFTA  brings  about.   What  of  those  Americans  who  find  their  jobs 
at  risk?  How  do  we  answer  their  very  real  anxieties  and  respond 
to  the  vulnerability  they  face? 

Let  me  respond  to  this  crucial  concern  with  four  points. 

First,  labor-market  pressures  resulting  from  NAFTA  will  not 
come  as  a  sudden,  sharp  shock.   The  major  changes  will  develop 
gradually,  giving  us  extra  time  for  adjustment.   The  agreement, 
it  must  be  remembered,  will  be  phased  in  over  a  decade.   Those 
working  in  industries  which  have  been  most  sheltered  from 
competition  will  see  barriers  drop  in  stages,  not  all  at  once. 

Second,  a  supplemental  understanding  on  import  surges 
provides  a  safety  mechanism  to  give  some  breathing  room  if  the 
pace  of  change  proves  to  be  too  disruptive  in  particular  cases. 

Third,  the  total  number  of  workers  put  at  risk  by  NAFTA  will 
be  quite  small  relative  to  the  opportunities  generated  by  our 
large,  rapidly  changing  national  economy  and  small  relative  to 
the  total  amount  of  job  change  that  Americans  will  experience 
during  the  years  that  NAFTA  is  phased  in. 


Fourth,  and  perhaps  most  important,  the  Administration  fully 
recognizes  the  obligation  of  government  to  ensure  that  no  citizen 
bears  disproportionately  the  costs  of  changes  that  benefits  us 
all.   And  we  are  preparing  to  deliver  on  that  obligation  with  a 
comprehensive  strategy  for  helping  workers  who  have  lost  their 
old  jobs  find  new  ones. 

It  is  a  comprehensive  strategy  because  its  motivation  and 
its  effects  go  far  beyond  NAFTA.   It  is  equally  relevant  to  our 
challenge  of  scaling  back  weapons  production  and  converting  to  a 
productive  civilian  economy,  adjusting  to  unprecedented 
technological  changes  which  are  shaking  up  entire  industries, 
adapting  to  the  downsizing  of  major  corporations,  and  adopting 
production  technologies  that  do  not  pollute  the  nation's  air. 

Each  of  these  sources  of  structural  change  will  benefit  us 
as  a  nation.   Each  has  as  a  side  effect  the  potential  dislocation 
of  some  workers  from  the  jobs  they  now  hold.   But  people  need  to 
know  that  this  Administration  will  have  policies  in  place  to  help 
ease  the  transition  from  the  old  economy  to  the  new.   These 
policies  will  help  people  who  believe  their  jobs  may  be  at  risk 
because  of  NAFTA  —  just  as  they  will  be  available  to  everyone 
who  wants  to  or  has  to  change  jobs  in  the  years  to  come. 

Within  the  next  few  weeks  we  will  propose  legislation  which 
will  move  us  from  a  system  that  simply  buffers  the  pain  of 
unemployment  towards  a  system  that  speeds  displaced  workers  into 
re-employment. 

For  over  fifty  years,  we've  had  an  unemployment  insurance 
system  premised  on  the  notion  that  what  workers  needed  most  was 
some  income  assistance  during  economic  downturns  (typically 
lasting  no  more  than  six  months)  until  they  got  their  old  jobs 
back  in  the  same  company  or  industry. 

And  we've  had  a  scattershot  array  of  job  training  programs, 
with  each  one  designed  to  help  a  different  category  of  workers 
who  lost  their  jobs. 

Unemployment  insurance  still  helps  people,  of  course.   And 
particular  identifiable  groups  of  workers  still  need  retraining. 
But  given  the  huge  structural  changes  in  the  American  economy, 
this  old  system  has  become  a  band-aid  rather  than  a  cure. 
Lately,  we're  spending  more  than  $35  billion  a  year  just  keeping 
people  financially  intact  until  a  new  job  comes  along.   In  each 
of  the  last  two  years,  the  federal  government  spent  $12  billion 
simply  extending  unemployment  benefits.   But  the  fact  is  that  — 
with  or  without  NAFTA  —  more  and  more  Americans  need  to  find  new 
jobs,  in  new  industries.   And  many  of  them  need  retraining  (often 
long-term  retraining)  regardless  of  the  reason  they  lost  their 
job. 

As  a  first  step,  we  will  seek  to  identify  permanently 
displaced  workers  early  on.   We've  found  that  the  early 
identification  of  dislocated  (versus  temporarily  laid-off) 
workers,  followed  by  early  readjustment  and  job-search  assistance 
for  them,  cuts  their  time  spent  unemployed  —  along  with  the 
associated  costs  and  pain. 

Our  re-employment  system  will  feature  broad  access  for 
displaced  workers,  so  that  the  help  they  receive  will  depend  on 
what  they  need  to  get  a  new  job,  not  on  the  reason  why  they  lost 
their  old  job.   Unemployment  insurance,  job-search  assistance, 
counseling,  and  job  retraining  will  be  delivered  at  one-stop 
centers,  with  a  minimum  of  red  tape.   Training  will  be  offered  by 
a  variety  of  providers,  with  options  to  include  basic  skills 
training,  literacy  and  numeracy,  and  occupational  skills 
training,  both  classroom  and  on-the-job.   States  will  be  allowed- 
-and  encouraged — to  develop  other  options  to  fit  the  particular 
needs  and  priorities  of  their  citizens. 
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A  fundamental  flaw  in  our  present  unemployment  compensation 
scheme  is  that  while  it  supports  people  who  are  unemployed  and 
looking  for  new  work,  it  typically  does  not  support  people  while 
they  are  receiving  training  for  new  work.   We  hope  to  eliminate 
this  flaw.   We  aim  to  provide  income  support  for  displaced 
workers  who  need  extended  retraining  and  are  making  satisfactory 
progress  in  full-time  training  programs. 

Finally,  it  is  worth  noting,  in  this  time  of  tight  budgets 
and  eroded  faith  in  public  institutions,  that  reinvented 
government  is  a  hallmark  of  the  comprehensive  worker  adjustment 
system  I  have  described.   Just  as  our  private  sector  has  become 
more  attuned  to  serving  the  customer  quickly,  flexibly  and 
efficiently,  so  must  our  public  sector.   A  shiny  new  training 
program  does  no  good  if  it's  giving  people  skills  that  aren't  in 
demand.   Filling  out  the  same  form  for  three  different  agencies 
wastes  time,  shortens  tempers,  and  undermines  confidence.   For 
these  reasons,  accountable,  customer-driven,  locally-based  ways 
of  doing  the  public's  business  are  built  right  into  the  ground 
floor  of  the  our  system  —  not  tacked  on  as  an  afterthought. 

This  system  is  based  on  two  imperatives.   We  don't  have  a 
person  —  or  a  tax  dollar  —  to  waste. 

CONCLUSION 

NAFTA  presents  a  puzzling  disconnect  between  expert  opinion 
and  the  public  debate.   As  the  members  of  the  Committee  have 
surely  learned  by  listening  to  testimony  on  issue  after  issue 
over  the  years,  economists  like  to  disagree.   For  a  great  many 
economists,  indeed,  disagreeing  is  both  their  profession  and 
their  hobby.   And  yet  it  is  difficult  to  find  more  than  a  handful 
of  serious  economists  who  dispute  the  claim  that  NAFTA  will  be 
broadly  beneficial.   Lurid  scenarios  of  economic  catastrophe  and 
skyrocketing  unemployment,  whether  meant  cynically  or  in  honest 
error,  are  unrooted  in  either  evidence  or  economic  principle. 
Why,  then,  do  such  empty  claims  echo  so  loudly  through  the  public 
debate? 

I  believe  it  is  because  for  many  Americans,  general 
anxieties  about  economic  change  have  crystallized — erroneously, 
to  be  sure,  but  perhaps  understandably — around  NAFTA,  as  a 
prominent,  if  relatively  secondary,  symbol  of  change.   While 
anti-NAFTA  hysteria  will  eventually  be  seen  as  groundless,  the 
more  general  concerns  about  Americans'  economic  futures  are  all 
too  well-placed.   Since  the  1970s,  the  real  wages  of  most 
American  workers  have  persistently  declined.   The  average  real 
hourly  earnings  of  production  and  non-supervisory  workers,  mainly 
non-college  workers,  declined  by  10  percent  from  1973  to  1992 
(and  by  nearly  9.5  percent  from  197"  to  1992).   Real  wages  have 
fallen  even  more  dramatically  for  young,  non-college  workers.   In 
fact,  the  percentage  of  year-round,  full-time  workers  not  earning 
enough  to  support  a  family  of  four  above  the  U.S.  poverty  level 
increased  from  12.1%  in  1979  to  18%  in  1990. 

The  job  market  is  also  growing  more  unstable,  leaving  an 
increasing  number  of  Americans  to  work  harder  for  not  only  a 
lower  wage  but  for  lower  benefits  and  less  peace  of  mind.   The 
number  of  temporary  and  part-time  workers  continues  to  grow.   And 
the  comforting  rhythm  of  cyclical  ups  and  downs  has  been 
complicated  by  permanent  structural  change.   Over  the  most  recent 
recession,  permanent  job  losers  accounted  for  a  full  86  percent 
of  the  increase  in  layoffs.   We  can  and  we  must  address  these 
sources  of  anxiety.   But  retreating  from  trade — and  in 
particular,  balking  at  the  opportunity  NAFTA  presents — is  no 
solution. 

Anxious  about  the  future  and  subject  to  so  many  sources  of 
change  that  are  beyond  any  chance  of  control,  some  Americans  seem 
to  hope  that  blocking  this  one  source  of  change  subject  to  a 
Congressional  vote — NAFTA — will  somehow  reverse  the  tide  of 
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global  economic  evolution.   But  that  tide  of  change  is  pouring 
in,  whether  we  summon  it  or  seek  to  turn  it  back.   The  change 
specifically  due  to  NAFTA  will  be  a  mere  ripple  within  the  flood. 

The  question  is  not  whether  we  turn  back  the  rising  tide, 
but  whether  it  ends  up  lifting  all  of  our  prospects,  or  gradually 
submerging  them.   And  the  answer  to  that  question  will  depend  on 
our  readiness  to  cut  loose  the  anchors  that  tether  us  to  the  old 
economy,  and  learn  to  navigate  in  the  new  economy.   The  choice  is 
not  change  versus  the  status  quo.   It  is  whether  we  choose  to 
confront  the  inevitability  of  change,  or  opt  instead  to  deny  it, 
and  in  our  denial  define  ourselves  as  victims  rather  than  masters 
of  the  new  global  marketplace. 
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Chairman  Rostenkowski.  Madam  Administrator. 

STATEMENT  OF  HON.  CAROL  M.  BROWNER,  ADMINISTRATOR, 
U.S.  ENVIRONMENTAL  PROTECTION  AGENCY 

Ms.  Browner.  Thank  you,  Mr.  Chairman,  Mr.  Archer  and  mem- 
bers of  the  committee.  I  want  to  apologize  for  my  lateness  in  arriv- 
ing here.  I  appreciate  the  opportunity  to  appear  before  all  of  you 
to  talk  about  the  environmental  aspects  of  both  NAFTA  and  the 
agreement. 

I  want  to  begin,  Mr.  Chairman,  by  setting  the  record  straight. 
There  are  many  environmentalists  in  this  country  that  support 
NAFTA.  This  morning,  six  of  the  largest  environmental  organiza- 
tions in  the  United  States  endorsed  NAFTA  and  the  environmental 
side  agreement.  Those  organizations — the  National  Wildlife  Fed- 
eration, Environmental  Defense  Fund,  World  Wildlife  Fund,  Audu- 
bon and  RDC  and  Conservation  International — those  organizations 
represent  more  than  80  percent  of  the  American  public  who  call 
themselves  an  environmentalist. 

So  for  people  who  say  there  is  not  environmental  support  for  the 
NAFTA  and  the  environmental  side  agreement,  they  are  wrong, 
there  is  strong  environmental  support. 

When  we  talk  about  the  environmental  issues,  we  are  really  talk- 
ing about  three  issues.  I  want  to  go  through  each  of  those  briefly. 
Let  me  set  them  out  first. 

First  is  the  border,  and  so  many  of  us  are  well  aware  of  the  prob- 
lems facing  the  border.  Second  is  the  question  of  enforcement  of  en- 
vironmental laws,  and  third  is  the  opportunity  for  cooperation  on 
environmental  issues  which  know  no  political  boundaries,  the  op- 
portunity to  cooperate  to  deal  with  those  issues. 

We,  in  this  administration,  under  the  direction  of  Ambassador 
Kantor,  have  worked  very  hard  to  address  all  three  of  those  con- 
cerns. Let  me  begin  first  by  calling  your  attention  to  the  NAFTA, 
which  does  several  things  as  it  relates  to  the  environment. 

First,  the  NAFTA  promotes  sustainable  development.  It  will 
bring  the  three  countries  together  so  that  we  can  use  our  natural 
resources  prudently  instead  of  needlessly  depleting  them. 

This  is  the  first  time  an  international  trade  agreement  has  fo- 
cused on  sustainable  development.  This  is  the  first  time  an  inter- 
national trade  agreement  has  talked  about  the  environment  in  the 
way  that  NAFTA  talks  about  the  environment. 

NAFTA  also  will  make  it  harder  for  all  three  countries  to  pollute. 
It  commits  the  three  countries  to  enforce  environmental  laws  and 
regulations,  the  first  time  such  commitments  have  ever  been  made 
in  a  trade  agreement.  It  discourages  all  three  countries  from  trying 
to  attract  investors  by  relaxing  environmental  rules,  the  first  time 
such  a  commitment  has  been  made  in  a  trade  agreement. 

NAFTA  explicitly  gives  precedent  to  international  environmental 
agreements  such  as  the  Montreal  Protocol  and  the  Basel  Conven- 
tion, first  time  ever  in  a  trade  agreement.  And  NAFTA  fully  pre- 
serves the  ability  of  the  United  States  to  enforce  our  own  health 
and  environmental  standards  on  the  Federal  level,  the  State  level, 
and  the  local  level.  This  is  an  issue  that  has  been  greatly  dis- 
cussed. I  want  to  be  very  clear.  There  is  no  threat  to  Federal  and 
State  environmental  regulations  because  of  the  NAFTA. 
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Now,  I  want  to  focus  on  what  is  in  the  side  agreement,  the  envi- 
ronmental side  agreement;  that  is  what  is  in  the  NAFTA.  The  side 
agreement  is  a  remarkable  achievement  in  its  own  right  in  terms 
of  the  tools  it  gives  us  to  deal  with  the  very  pressing  environmental 
issues. 

The  side  agreement  promotes  environmental  cooperation  among 
the  three  countries  on  a  scale  that  has  never  been  seen  before.  Co- 
operation on  the  whole  range  of  environmental  issues,  not  just  com- 
mand and  control,  end  of  the  pike,  but  also  pollution  prevention, 
cleanup,  the  ability  to  work  together  in  a  cooperative  manner  to 
deal  with  the  environmental  issues. 

NAFTA  also  has  teeth.  It  strengthens  national  enforcement  of 
national  laws.  It  obligates  each  country  to  enforce  its  own  environ- 
mental laws,  and  the  side  agreement  creates  a  pathbreaking  meth- 
od of  settling  disputes  among  the  nations  over  enforcement  activity, 
including  the  imposition  of  trade  sanctions. 

One  of  the  very  important  issues  for  all  of  us  who  work  in  this 
field  in  the  side  agreement  is  the  ability  of  citizens  to  participate 
and  the  transparency  of  the  process.  There  will  be  greater  public 
access  to  courts  and  other  bodies  that  enforce  environmental  laws 
in  all  three  countries  because  of  the  side  agreement. 

You  take  the  NAFTA  and  the  environmental  side  agreement,  you 
have  a  package  that  will  allow  the  three  countries  to  work  together 
to  see  that  our  laws  are  enforced  within  our  own  country  and  to 
solve  these  environmental  issues  that  we  all  must  deal  with  to- 
gether. 

I  want  to  talk  about  a  third  and  final  issue  and  that  is  the  issue 
of  the  border.  Many  of  us  have  traveled  to  the  border.  I  want  to 
tell  you  about  my  trip  to  the  border  and  what  I  saw  there.  I  went 
to  the  border  to  El  Paso  and  the  city  of  Juarez  in  February  of  this 
year  and  I  met  a  woman  who  lives  on  the  American  side  of  the  bor- 
der, an  American  citizen.  She  lives  without  water  from  her  tap  that 
she  can  drink.  She  lives  without  garbage  pickup.  She  spends  her 
days  hauling  her  garbage  to  the  city  dump  and  carrying  water  back 
not  only  so  her  children  can  drink  safe  water  but  so  they  can  bathe 
in  the  water. 

Her  neighbors  don't  choose  to  do  this,  rather  they  bum  their  gar- 
bage in  their  front  yard.  They  burn  the  waste  that  comes  from 
their  toilet  in  their  front  yard.  These  are  not  conditions  that  any 
of  us  want  to  see,  yet  these  are  the  conditions  that  exist  right  now 
along  the  border,  the  hundred  miles  on  either  side  that  we  refer 
to  as  the  border. 

After  visiting  that  area,  there  was  no  doubt  in  my  mind  that  we 
needed  a  NAFTA;  that  a  NAFTA  would  allow  us  to  address  those 
problems. 

We  have  also  worked  very,  very  closely  with  others  in  the  admin- 
istration to  put  together  a  funding  package  that  would  give  us  the 
financial  resources  that  we  will  need  to  build  the  infrastructure,  to 
build  the  drinking  water  systems,  to  build  the  wastewater  systems, 
to  build  the  landfills  so  that  the  people  who  live  in  the  border  can 
have  the  same  quality  of  life  that  you  and  I  have  so  their  children 
can  drink  the  water  that  comes  from  their  tap. 

That  package,  which  I  think  Ambassador  Kantor  will  address  in 
more  detail,  let  me  briefly  mention  how  decisions  will  be  made,  be- 
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cause,  again,  it  is  important  that  the  citizens  have  an  opportunity 
to  participate  through  the  creation  of  a  border  environmental  ad- 
ministration that  would  have  the  responsibility  of  putting  together 
financing  packages  and  would  be  able  to  provide  technical  support 
for  environmental  projects. 

You  would  begin  to  see  the  development  of  the  drinking  water, 
wastewater  and  solid  waste  projects.  A  border  environmental  fi- 
nance facility  would  be  created  to  serve  as  one  of  the  sources  of  fi- 
nancing for  these  projects. 

In  addition  to  the  infrastructure  needs,  there  is  also  tremendous 
concern  about  the  natural  resource  issues.  The  United  States  will 
join  with  the  Government  of  Mexico  to  create  a  Mexican  conserva- 
tion fund. 

We  are  prepared  to  commit  up  to  $20  million  to  see  the  fund 
begun  so  that  we  can  work  to  make  sure  that  those  natural  re- 
sources that  need  to  be  protected,  that  need  to  be  preserved  are, 
in  fact,  protected  and  preserved. 

Last  week  EPA  announced — we  have  been  asked  many  times  to 
consider  the  creation  of  an  office  along  the  border.  We  will  under- 
take to  create  an  office,  one  place  where  the  people  of  the  border 
can  come  to  deal  with  the  whole  array  of  environmental  issues,  and 
we  will  work  very  closely  with  the  other  members  of  the  Cabinet,- 
HHS,  Interior,  Agriculture,  and  Commerce  to  develop  a  broad  bor- 
der action  plan,  one  that  will  give  us  the  blueprint  for  how  we  will 
deal  with  the  border  issues. 

On  a  final  point,  I  want  to  talk  about  the  debate  that  we  seem 
to  engage  in  over  and  over  again  in  this  country,  the  debate  that 
pits  the  environment  against  the  economy.  I  don't  believe  that  that 
is  an  honest  debate,  because  a  healthy  environment  needs  a 
healthy  economy  and  a  healthy  economy  needs  a  healthy  environ- 
ment. I  don't  think  anyone  in  this  administration  believes  that  that 
is  an  appropriate  debate. 

NAFTA  will  give  us  the  tools  to  deal  with  the  economic  issues 
and  the  environmental  issues  important  to  both  the  United  States. 
Mexico,  and  Canada,  and  I  believe  that  it  will  give  us  an  oppor- 
tunity in  a  way  we  have  never  seen  before  to  work  to  solve  the  en- 
vironmental problems  rather  than  to  ignore  them  or  to  fight  with 
each  other.  It  will  allow  us  to  give  our  children  and  our  grand- 
children the  quality  of  life  that  we  all  have  enjoyed  and  that  they 
deserve. 

Thank  you  very  much. 

Chairman  RosTENKOWSKi.  Thank  you,  Madam  Administrator. 

[The  prepared  statement  follows:] 
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Mr.  Chairman,  I  appreciate  your  invitation  to  address  you  and  your  committee 
on  the  environmental  aspects  of  the  North  American  Free  Trade  Agreement  (NAFTA) 
and  the  Supplemental  Agreements  to  NAFTA.  As  you  well  know,  this  trade 
agreement  is  controversial,  and  you  will  be  hearing  many  arguments  for  and  against 
it.  U.S.  Trade  Representative  Kantor  has  done  an  excellent  job  of  sorting  out  these 
arguments  and  explaining  the  Administration's  strong  case  for  approving  NAFTA,  so 
I  won't  attempt  to  cover  the  same  ground. 

My  area  of  expertise  is  environmental  protection,  and  I  believe  my  record  at  the 
Federal  and  State  level  demonstrates  my  commitment  to  the  environment.  It  is  in  this 
context  that  I  say  to  you  with  confidence,  that  NAFTA,  in  concert  with  our 
supplemental  environmental  activities,  will  benefit  the  environment  of  all  three 
countries  involved  by  providing  the  tools  to  produce  positive  change  and  to  protect 
U.S.  citizens. 

NAFTA  will  benefit  the  environment  because  it  is  the  first  trade  agreement  ever 
negotiated  that  acknowledges  the  important  linkage  between  trade  and  the 
environment,  and  in  so  doing  establishes  an  important  precedent  for  future  bilateral 
and  multilateral  agreements.  When  President  Clinton  decided  to  support  the  NAFTA, 
he  also  made  several  important  commitments  regarding  the  environment.  I  am  here 
to  let  you  know  what  our  strategy  is. 

CURRENT  BORDER  CONDITIONS 

The  need  for  NAFTA  is  nowhere  more  obvious  than  along  the  Rio  Grande.  In  March, 
I  visited  this  area  and  met  with  Mexican  President  Salinas  to  discuss  the 
environmental  devastation  afflicting  both  sides  of  the  border.  I  saw  raw  sewage 
floating  in  the  river.  I  saw  children  splashing  in  polluted  puddles  and  women  washing 
clothes  in  contaminated  water.  I  saw  people  using  toxic  waste  barrels  to  collect 
drinking  water.  I  talked  to  people  about  foul  air,  and  about  their  concern  over  the 
possible  link  between  the  polluted  environment  and  the  elevated  incidence  of  birth 
defects  in  the  region. 

We  have  the  opportunity  to  preserve  and  enhance  the  existence  of  the  Rio 
Grande,  one  of  North  America's  richest  ecosystems.  Along  its  banks,  the  Los  Anaeles 
Times  Magazine  once  described  "...massive  cathedral  canyons,  bird-watching  meccas 
and  ancient  semitropical  forests  where  endangered  ocelots  and  jaguarundis  hide  from 
tractors  and  freeways."  But  the  Rio  Grande  is  threatened.  Almost  100  million  gallons 
of  untreated  or  inadequately  treated  human  waste  enter  the  river  each  day  from  the 
Mexican  border  towns  of  Ciudad  Juarez,  Nuevo  Laredo,  Reynosa,  and  Ciudad  Acuna, 
and  this  in  turn  flows  into  the  U.S. 

This  Administration  is  responding.  The  Clinton  Administration  budget  request 
for  FY  1 994  includes  an  interagency  clean-up  package  totalling  about  $230  million  to 
address  environmental  problems  in  the  2,000  mile  U.S. -Mexico  Border  region.  EPA 
border  area  initiatives  total  $164  million,  with  an  additional  $67  million  being 
requested  for  the  Department  of  Agriculture,  Department  of  the  Interior,  Department 
of  Health  and  Human  Services,  the  Export-Import  Bank,  the  International  Boundary  & 
Water  Commission  (IBWC),  and  the  U.S.  Agency  for  International  Development. 
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The  projects  identified  for  funding  by  EPA  fulfill  principal  obligations  set  forth 
under  the  Integrated  Environnnental  Plan  for  the  U.S. -Mexico  Border,  First  Stage 
(1992-1994).  During  FY  1994,  EPA's  request  includes  $70  nnillion  for  continued 
construction  of  the  San  Diego/Tijuana  wastewater  treatment  facility;  $10  million  for 
the  construction  of  a  wastewater  treatment  facility  at  the  New  River  in  California's 
Imperial  Valley;  $5  million  t4^  expand  the  capacity  in  the  Nogales  wastewater 
treatment  facility  in  Southern  Arizona;  and  $5  million  for  other  potential  border 
projects. 

In  addition,  $60  million  has  also  been  set  aside  to  sustain  EPA's  commitment 
to  assist  in  establishing  wastewater  systems  for  more  than  250,000  colonia  residents 
in  Texas  and  New  Mexico  whose  homes  do  not  have  sewage  and  drinking  water 
hookups.  Assistance  will  be  provided  through  direct  grants  to  the  Texas  Water 
Development  Board  and  the  New  Mexico  Environment  Department  for  projects  in  their 
respective  states.  An  additional  $25  million  is  requested  for  Farmers'  Home 
Administration  grants  to  provide  safe  drinking  water  infrastructure  for  U.S.  coionias 
in  Texas,  Arizona,  and  New  Mexico. 

To  sustain  EPA's  efforts  to  promote  environmental  protection  in  the  border 
region  and  expand  the  agency's  bilateral  environmental  cooperation  with  Mexico, 
$14.1  million  has  been  requested  in  the  areas  of  technology  assistance,  training  and 
enforcement. 

GREEN  PROVISIONS 

The  following  are  NAFTA's  major  environmental  provisions: 

•  NAFTA  creates  unprecedented  linkages  between  trade  activities  and 
environmental  protection  and  sustainable  development  goals,  far  beyond  those 
in  any  previous  agreement. 

•  In  the  NAFTA  preamble.  Parties  commit  to  promote  sustainable  development, 
to  undertake  NAFTA  activities  in  a  manner  consistent  with  conservation  and 
environmental  protection,  and  to  enforce  environmental  laws  and  regulations. 
This  is  the  first  time  such  commitments  have  been  made  in  a  trade  agreement. 

•  NAFTA  is  the  first  trade  agreement  to  address  the  environmental  aspects  of 
investment.  NAFTA  specifically  states  that  nothing  in  its  investment  provisions 
shall  prevent  a  Party  from  maintaining  requirements  which  ensure  that 
investment  is  undertaken  in  a  manner  sensitive  to  environmental  concerns. 
NAFTA  also,  for  the  first  time  in  a  trade  agreement,  attempts  to  discourage 
Parties  from  attracting  investment  by  lowering  or  relaxing  health,  safety  or 
environmental  standards. 

•  NAFTA  is  the  first  trade  agreement  to  explicitly  give  precedence  to  obligations 
in  certain  international  environmental  agreements,  including  the  Montreal 
Protocol,  the  Basel  Convention,  or  the  Convention  in  International  Trade  in 
Endangered  Species  of  Wild  Flora  and  Fauna  (CITES).  Under  the  NAFTA,  a 
Party  may  impose  trade  measures  required  by  these  agreements  that  might 
otherwise  be  contrary  to  NAFTA  rules. 

•  NAFTA  achieves  a  major  U.S.  goal  in  negotiating  the  agreement's  texts  relating 
to  standards  (the  Sanitary  and  Phytosanltary  Measures  [SPS]  and  Technical 
Barriers  to  Trade  [TBT]  Chapters  of  the  NAFTA).  NAFTA  ensures  that  the 
integrity  of  U.S.  regulatory  processes  would  be  fully  maintained  and  that  our 
ability  to  establish,  maintain  and  enforce  our  safety,  health  and  environmental 
standards~as  well  as  that  of  our  States  and  localities-  would  be  preserved. 
This  was  achieved  through  our  direct  participation,  and  the  participation  of  the 
Food  and  Drug  Administration,  In  addition  to  detailed  and  constructive 
comments  from  the  environmental  community. 
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•  Specifically,  the  SPS  and  TBT  texts  explicitly  acknowledge  each  country's  right 
to: 

establish  the  level  of  health,  safety  or  environmental  protection  it  deems 
appropriate. 

adopt  and  enforce  measures  necessary  to  achieve  its  chosen  level  of 
environmental  protection,  including  measures  more  stringent  than 
international  standards. 

determine  whether  another  country's  standards  achieve  a  level  of 
environmental  protection  that  is  equivalent  to  its  own. 

operate  domestic  approval  systems  for  food  additives,  pesticide  residues, 
and  other  substances  in  food,  and  to  prohibit  marketing  of  food 
containing  such  substances  until  the  required  approval  (e.g.,  a  tolerance 
for  a  pesticide  residue)  is  granted. 

•  Both  the  TBT  and  SPS  texts  also  provide: 

that  countries  use  international  standards,  but  only  if  those  standards 
achieve  the  U.S.  levels  of  protection,  and  that  countries  work  together 
to  make  standards  compatible,  but  contain  safeguards  ensuring  that 
there  is  no  reduction  in  the  level  of  health,  safety  or  environmental 
protection. 

that  in  a  dispute  settlement  procedure  involving  environmental  standards, 
the  challenging  party  has  the  burden  of  proof  in  establishing  that  a 
measure  is  discriminatory  and  without  any  scientific  basis. 

•  Furthermore,  the  TBT  and  SPS  chapters,  for  the  first  time  in  a  trade  agreement, 
provide  for  parties  to  work  jointly  to  enhance  the  level  of  health,  safety  and 
environmental  protection,  and  to  establish  committees  to  facilitate  that 
enhancement. 

•  The  NAFTA  provides  that  the  Party  defending  an  SPS  or  TBT  measure  can 
always  choose  to  have  the  dispute  heard  under  the  NAFTA  and  not  the  GATT. 
This  was  an  unprecedented  waiver  by  the  Parties  of  their  GATT  rights. 

•  The  NAFTA  dispute  resolution  provisions  provide  for  Scientific  Review  Boards, 
composed  of  scientific  or  environmental  experts  that  may  be  called  upon  to 
assist  dispute  panels.  Their  reports  will  be  made  public  at  the  same  time  as  the 
panel  report. 

ENVIRONMENTAL  SIDE  AGREEMENT 

NAFTA  will  benefit  the  environment  for  many  reasons.  Most  recently,  the  new 
supplemental  agreement  is  a  remarkable  achievement  in  its  own  right.  The  agreement 
creates  tools  to  require  countries  to  enforce  their  environmental  laws.  It  also 
establishes  the  North  American  Commission  for  Environmental  Cooperation,  which  will 
help  protect  and  conserve  the  environment  in  many  important  and  unprecedented 
ways: 

•  The  Commission  will  facilitate  cooperation  between  the  NAFTA  countries  on 
the  full  range  of  environmental  issues,  both  in  the  border  areas  and  throughout 
the  environments  of  the  three  countries.  This  will  lead  to  earlier  and  more 
effective  solutions  to  environmental  problems. 

•  A  Council  of  environmental  ministers  from  each  country  will  serve  as  a  forum 
for  discussing  and  making  recommendations  about  important  environmental 


48 


issues.  These  may  include  life  cycle  management,  also  known  as  production 
process  methods,  transboundary  environmental  impacts,  and  ecosystem 
protection. 

•  The  independent  Secretariat,  made  up  of  staff  from  all  three  countries,  will 
report  regularly  on  ^significant  environmental  questions  confronting  the 
countries,  such  as  degradation  of  rivers  and  airsheds,  as  well  as  on  the  state 
of  the  North  American  environment  as  a  whole.  The  Secretariat's  reports  will 
identify  problems  and  trends,  create  a  common  factual  basis  for  analysis,  and 
create  the  grounds  for  further  international  cooperation. 

•  The  Agreement  will  strengthen  national  enforcement  of  national  laws  through 
a  variety  of  means,  including  an  obligation  for  each  country  to  effectively 
enforce  its  environmental  laws.  That  obligation  is  backed  up  by  an  annual 
report  of  enforcement  activity,  opportunity  for  citizens  to  point  out  lapses  in 
enforcement  and  ultimately  a  pathbreaking  dispute  settlement  mechanism  with 
possible  sanctions  against  the  countries.  In  addition,  cooperation  on 
enforcement  matters  will  lead  to  better  enforcement  efforts.  There  is  also  a 
related  obligation  to  maintain  sufficiently  high  levels  of  environmental 
protection. 

•  The  Secretariat  will  monitor  on  an  ongoing  basis  the  environmental  effects  of 
the  NAFTA.  This  function  is  unprecedented  and  its  effects  will  be  far-reaching. 
The  monitoring  will  focus  attention  on  any  problems  that  may  arise  and  provide 
a  better  understanding  of  the  relationship  between  environment  and  trade  in 
general.  In  addition,  the  Secretariat  will  coordinate  with  the  NAFTA  Free  Trade 
Commission  and  otherwise  seek  to  ensure  that  the  NAFTA  proceeds  in  an 
environmentally  sensitive  manner. 

•  The  Agreement  also  promotes  public  participation  and  transparency  in  the 
development  and  implementation  of  environmental  laws--themes  which  run 
throughout  the  Agreement. 

In  these  and  other  ways,  the  Commission  not  only  will  protect  the  environment  of  the 
U.S.,  Mexico  and  Canada,  but  also  will  exert  a  strong  influence  on  future 
environmental  relationships-including  those  relating  to  trade-among  other  countries 
around  the  world. 

BORDER  INFRASTRUCTURE  FINANCING 

I  would  now  like  to  turn  to  the  issue  of  border  infrastructure  financing  and  the 
administration's  strategy  to  improve  and  expand  basic  environmental  services  in  the 
border  area.  NAFTA  has  focussed  long  overdue  national  attention  on  the  environment 
of  the  U.S. -Mexico  Border.  This  Administration  intends  to  continue  to  focus  its 
attention  on  the  U.S. -Mexico  Border  environment  after  NAFTA  is  implemented. 

The  need  for  a  coordinated  public-private  response  to  financing  border 
infrastructure  is  compelling.  The  high  costs  of  prevention  and  clean-up  in  the  border 
area  accurately  mirror  the  region's  high  relative  public  health  and  ecological  risks.  Yet 
the  residents  of  the  border  area  simply  cannot  afford  these  costs  by  themselves. 

Meeting  this  challenge  requires  a  comprehensive  approach  that  focuses  resources 
on  the  highest  priority  problems,  allows  for  maximum  participation  of  local  citizens 
and  organizations,  and  taps  the  expertise  already  existing  on  the  Border. 

The  Administration  envisions  an  approach  with  a  Border  Environment 
Administration  or  BEA  at  its  center.  This  institution  would  coordinate  and  oversee 
environmental  infrastructure  projects  and  assemble  financing  packages  for 
environmental  projects.  A  second  institution,  the  Border  Environment  Finance  Facility 
or  BEFF  would  be  created  to  serve  as  one  of  several  sources  of  financing  for 
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environmental  projects  approved  by  the  BEA.     The  BEA  would  initially  focus  on 
wastewater,  drinking  water,  and  solid  waste  projects. 

Sources  of  available  financing  in  addition  to  the  BEFF  include  the  private  sector 
and  other  government  suppdrt  in  the  form  of  grants,  below  market  loans  and 
guarantees.  It  is  important  to  ttress  that  the  BEA  will  be  looking  to  the  private  sector 
as  a  major  source  of  investment  capital,  reducing  federal  government  outlays  in  the 
process.  The  BEA  will  seek  adoption  of  user  fees  and  revenue  bond  financing  to  the 
maximum  extent  possible.  However,  directly  accessing  the  private  financing  will  still 
not  be  a  practical  option  as  a  sole  source  of  financing  for  most  border  communities. 
The  BEFF  serves  as  an  alternative  financing  mechanism  which  will  leverage  U.S.  and 
Mexican  funding  through  borrowing  in  international  capital  markets. 

The  basic  function  of  the  BEFF  would  be  to  issue  loans  or  guarantees  to  special 
purpose  corporations,  Mexican  government  agencies  and  U.S  municipalities.  The 
initial  capitalization  of  the  BEFF  would  be  $3  billion,  with  a  paid-in  portion  of  $450 
million  to  cover  default  risk  and  administrative  costs.  We  propose  that  the  U.S.  and 
Mexico  would  share  these  costs  equally.  Capitalization  would  occur  over  a  4  year 
period. 

NEW  BORDER  ACTION  PLAN 

As  part  of  the  Administration's  NAFTA  package,  we  are  working  with  a  number 
of  other  federal  agencies  including  HHS,  Interior,  Agriculture,  and  Commerce  to 
develop  a  Border  Action  Program. 

The  Border  Action  Program  (BAP)  will  build  on  the  activities  of  EPA  and  other 
federal  agencies  who  are  currently  sponsoring  environmental  programs  along  the 
border.  The  BAP  will  build  on  the  environmental  cooperation  started  under  the  1983 
"LaPaz"  Agreement  on  Environmental  Cooperation  in  the  Border  Area,  but  will  move 
from  a  planning  stage  to  an  action  mode.  Although  the  Plan  still  needs  to  be 
developed,  we've  already  undertaken  a  number  of  cooperative  activities  which  will  set 
the  stage  for  future  progress,  by  accelerating  some  of  the  projects  called  for  in  the 
current  border  plan. 

For  example,  we  have  developed  a  binational  database,  for  tracking  hazardous 
waste  shipments  from  the  maquiladora  industry  on  both  sides  of  the  border.  This 
database  promises  to  be  an  essential  tool  for  monitoring  compliance  with  hazardous 
waste  shipment  laws  on  both  sides  of  the  border,  and  it  has  already  proven  its 
usefulness:  On  June  22  of  this  year,  the  U.S.  brought  its  first  three  enforcement 
cases  for  hazardous  waste  tracking  violations  developed  from  using  this  database. 


We  have  been  working  to  increase  binational  interaction  and  cooperation  in 
investigating  environmental  violations.  This  cooperative  interaction  has  already  led 
to  an  increasing  number  of  enforcement  actions  against  illegal  hazardous  waste 
shippers.  Now  that  Mexico  has  put  into  place  a  new  organization  which 
institutionalizes  a  professional  environmental  enforcement  program,  we  expect  this 
kind  of  cooperation  to  continue  to  grow. 

The  BAP  will  also  expand  the  scope  of  the  current  Border  Plan  to  include  greater 
attention  to  environmental  health  and  conservation  issues  and  focus  on  important 
priorities  --  environmental  justice,  ecosystem  protection  and  partnerships  between  the 
federal  government  and  local  public  and  private  agencies. 

In  the  near  future  we  can  complete  development  of  a  framework  for  the  Border 
Action  Program  and  provide  highlights  of  some  of  the  important  programs  it  will 
include.  We  will  also  be  consulting  with  the  appropriate  Mexican  officials  in  this 
process  since  clearly  the  environmental  and  health  issues  in  the  Border  require  shared 
solutions.    Recognizing  the  importance  of  coordination  in  addressing  the  Border's 
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complex  environmental  problems,  I  intend  to  examine  options  for  establishing  an  EPA 
office  on  the  Border. 

ECONOMIC  GROWTH  AND  ENVIRONMENTAL  PROTECTION 

Finally,  I  believe  NAFTi^  will  benefit  the  environment  because  the  economic 
growth  that  it  will  engender,  in  our  own  country  as  well  as  Canada  and  Mexico,  will 
provide  the  necessary  resources  to  improve  and  enforce  environmental  protection. 
This  point  is  particularly  critical  in  terms  of  Mexico.  NAFTA  will  help  generate  more 
economic  activitiy  in  Mexico  thus  expanding  jobs,  incomes,  and  opportunities 
throughout  the  entire  continent.  Without  NAFTA,  it  is  anticipated  there  would  be  a 
reduction  in  U.S.  exports  and  related  jobs.  Mexico  could  suffer  capital  flight, 
disinvestment,  and  a  loss  of  confidence  in  its  economy.  A  less  economically  healthy 
Mexico  would  be  less  able  to  afford  the  high  costs  of  environmental  protection. 

CONCLUSION 

As  I  have  discussed,  approval  of  NAFTA  will  provide  the  impetus  for  many 
significant  environmental  improvements  in  all  three  countries,  and  particularly  along 
the  U.S. -Mexico  border.  There  are  unprecedented  environmental  requirements  and 
goals  in  both  NAFTA  and  the  Supplemental  Agreement.  Without  NAFTA,  all  this 
progress  will  be  lost.  I  strongly  urge  you  to  take  the  points  I've  made  into 
consideration  in  your  deliberations  and  follow  through  with  support  for  this  historic 
agreement.  Mr.  Chairman,  I  will  be  happy  to  answer  any  questions  you  or  the  other 
members  of  the  Committee  may  have.     Thank  you. 
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Chairman  RosTENKOWSKi.  Tell  me,  is  there  anything  in  this  leg- 
islation or  is  there  any  present  law  that  prevents  plants  from  mov- 
ing to  Mexico  now  as  opposed  to  what  you  are  going  to  suggest  we 
agree  to  here,  Mr.  Ambassador? 

Ambassador  Kantor.  Not  at  all.  In  fact,  Mr.  Chairman,  it  is 
probably,  more  attractive  for  plants  or  businesses  to  move  to  Mex- 
ico now,  especially  service  businesses,  than  it  will  be  under 
NAFTA.  NAFTA  will  change  the  ball  game,  as  I  talked  about,  in 
terms  of  the  rules,  simply  because  capital,  and  production,  as  we 
know,  are  mobile.  So  is  management.  One  thing  that  is  not  mobile, 
of  course,  is  labor. 

If  you  have  a  situation  where  there  are  high  tariff  barriers  and 
rules  that  force  companies  to  move  to  a  90  million  person  market 
in  order  to  do  business  there  and,  as  I  referred  to  before,  the 
maquiladora  program,  which  has  preferences  if  you  do  move  there, 
which  are  extremely  valuable  to  a  company  economically,  and  then 
you  don't  require  the  enforcement  of  environmental  or  labor  laws, 
you  are  inviting  companies  to  move  to  Mexico. 

As  you  know,  wages  are  a  very  small  portion  of  the  cost  of  doing 
business,  especially  in  our  major  industries,  but  these  other  factors 
do  make  a  very  large  difference.  We  have  lost  jobs  over  the  past 
2  years,  in  fact  since  1965,  due  to  the  maquiladora  program  and 
the  unfair  rules  which  I  call  an  informal  trade  agreement.  What 
the  NAFTA  does  is  change  those  rules,  making  it  fair  for  American 
workers  and  I  think  leading  to  companies  staying  at  home  and  ex- 
porting jobs,  I  mean  exporting  goods  not  jobs. 

Chairman  ROSTENKOWSKI.  Thank  you,  Mr.  Ambassador.  Because 
of  our  rules  here  and  the  question  period  of  5  minutes,  and  because 
Mr.  Gibbons  was  delayed,  I  am  going  to  yield  my  5  minutes  to  Mr. 
Gibbons. 

Mr.  Gibbons.  Thank  you,  Mr.  Chairman.  I  appreciate  that  gener- 
osity. 

I  want  to  say  to  each  of  the  three  of  you,  those  were  excellent 
presentations.  If  they  were  anywhere  near  topped,  it  was  in  the 
ceremony  at  the  White  House  this  morning  when  President  Clinton 
gave  the  most  enthusiastic  speech  I  have  ever  heard  him  give  on 
a  subject,  and  the  three  other  Presidents,  Bush,  Carter,  and  Ford 
gave,  I  think  the  best  speeches  of  their  lives  there  this  morning, 
too.  They  were  terrific.  It  made  you  proud  as  an  American  to  see 
them  get  up  there  and  really  go  to  bat. 

Now,  as  I  look  at  this  situation,  what  you  have  outlined,  Ambas- 
sador Kantor,  is  exactly  the  truth;  the  status  quo  is  terrible,  it  is 
unacceptable,  but  would  be  preserved  should  we  make  the  mistake 
of  rejecting  NAFTA.  The  simple  facts  are  that  the  American  mar- 
ket is  open,  it  has  been  open  for  25  years.  The  Mexican  market  has 
been  effectively  closed  to  United  States  trade  for  400  years. 

If  we  accept  NAFTA,  we  get  an  open  market  in  Mexico.  If  we  re- 
ject NAFTA,  the  status  quo  prevails  and  all  of  the  horror  stories 
that  you  outlined  will  only  be  exacerbated.  So  the  wise  and  prudent 
and  intelligent  thing  to  do  is  to  accept  NAFTA. 

There  are  some  changes  that  all  of  us  would  like  to  make  in  it. 
Recently,  it  was  called  to  my  attention  that  in  the  phase-in  and 
phase-out  of  some  tariffs,  there  are  some  problems  in  small  appli- 
ances, but  these  can  be  cured,  I  am  told  by  the  appliance  manufac- 
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turers,  if  you  simply  exercise  the  power  you  have  with  the  Mexi- 
cans to  go  to  a  zero  tariff  on  those  types  of  appliances. 

Now,  is  this  something  you  are  contemplating?  Are  you  familiar 
with  this  argument?  Have  you  looked  at  it? 

Ambassador  Kantor.  I  am  very  familiar  with  it,  Mr.  Gibbons. 
First  of  all,  on  behalf  of  my  colleagues.  Secretary  Reich  and  Admin- 
istrator Browner,  who  have  been  so  critical  to  the  success  of  these 
side  agreements  and  to  the  NAFTA  itself,  thank  you  for  telling  us 
we  did  not  exceed  the  performance  of  our  President.  Probably  it 
means  we  have  a  job  when  we  go  back  downtown. 

You  are  absolutely  correct.  We  can  and  do  intend  in  certain  key 
industries  that  have  been,  we  believe,  adversely  affected  by  a 
longer  phase-out  period  of  tariffs  than  necessary,  intend  to  try  to 
reach  an  agreement  over  the  next  few  weeks  with  the  Mexican 
Government.  We  will  agree  to  enter  into  negotiations  upon  the  first 
day  of  the  implementation  of  the  NAFTA,  using  the  acceleration 
clause  which  accelerates  the  lowering  of  tariffs,  as  we  have  done, 
I  think  now  four  times  under  the  Canadian  Free-Trade  Agreement 
covering,  I  think,  10  to  12  billion  dollars'  worth  of  goods  over  the 
course  of  that  agreement. 

I  believe  it  would  make  sense.  I  think  it  would  make  sense  in  the 
area  you  have  just  mentioned.  There  are  some  others  as  well.  I 
don't  think  it  would  be  appropriate  nor  would  it  be  helpful  for  me 
to  list  the  areas  where  we  believe  it  will  make  sense  to  enter  into 
those  negotiations  immediately,  but  let  me  say  one  other  thing.  I 
believe  we  also  should  try  to  get  the  Mexican  Government  to  agree 
in  those  cases  that  the  negotiations  should  have  an  end  point.  I 
have  found  in  this  job  over  6  months,  Mr.  Chairman,  as  you  know, 
I  am  a  slow  learner,  that  if  you  put  an  end  point  to  these  negotia- 
tions, it  helps.  So  we  would  hope  that  we  could  have  a  beginning 
point  and  a  day  that  the  NAFTA  becomes  effective  and  then  an  end 
point  very  quickly  after  that  in  order  to  decelerate  or  to  lower  those 
tariffs. 

Mr.  Gibbons.  Now,  Ambassador  Kantor,  as  you  know,  the  entire 
Florida  delegation,  with  the  exception  of  one  Member,  have  peti- 
tioned the  President  to  include  the  Caribbean  in  NAFTA,  and  that 
has  been  joined  in  by  some  of  the  other  Members  of  this  Congress. 
I  don't  have  time  to  ask  you  to  respond  to  a  great  extent  to  that, 
but  I  think  it  would  help  us. 

There  are  40  million  fine  people  in  the  Caribbean.  There  is  very 
little  difference  between  the  privileges  that  they  now  enjoy  and 
what  they  would  gain  out  of  the  NAFTA.  There  may  be  an  oppor- 
tunity to  get  a  better  intellectual  property  agreement  out  of  them 
by  encouraging  and  accelerating  the  Caribbean  joinder  in  this 
agreement,  and  I  would  just  ask  you  to  consider  that  and  to  study 
that  and  I  would  like  to  work  with  you  on  that. 

Ambassador  Kantor.  Mr.  Chairman,  I  would  be  pleased  to  work 
with  you.  I  have  been  directed  by  the  President  to  work  with  the 
Caribbean  nations  who  are  involved  in  the  CBI  and  to  work  with 
you  to  try  to  deal  with  the  discordance,  unintended,  between  the 
NAFTA  and  the  CBI  in  order  that  we  can  continue  to  build  not 
only  the  markets  south  of  the  Rio  Grande  but  also  to  work  with 
our  friends  in  the  Caribbean,  not  only  for  their  good  but  for  our 
workers  as  well. 
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Mr.  Gibbons.  Thank  you,  Mr.  Chairman. 

Chairman  Rostenkowski.  Mr.  Archer  will  inquire. 

Mr.  Archer.  Thank  you,  Mr.  Chairman. 

Mr.  Ambassador,  many  critics  of  NAFTA  oppose  it  because  they 
contend  that  the  agreement  and  the  side  arrangements  cede  power 
to  an  international  bureaucracy  that  would  have  legal  impact  on 
Americans  in  their  domestic  lives.  They  have  alleged  that  our  sov- 
ereignty has  in  some  way  been  compromised,  jeopardized,  impaired 
or  superseded  by  this  agreement,  particularly  relative  to  a  council 
where  we  are  outnumbered  two  to  one,  which  has  certain  applica- 
tion to  the  enforcement  of  this  trade  agreement. 

Could  you  respond  to  that?  Is  there  any  part  of  this  agreement, 
and  you  negotiated  it  and  you  are  aware  of  all  of  the  details,  that 
in  any  way  undermines,  impairs,  supersedes,  compromises  the  sov- 
ereignty of  this  Nation? 

Ambassador  Kantor.  We  were  extremely  careful  in  negotiating 
the  supplemental  agreements  not  to  in  any  way  adversely  affect 
the  sovereignty  of  the  United  States  of  America.  The  Mexican  nego- 
tiators and  the  Canadian  negotiators  had  the  same  view  in  mind 
for  their  countries. 

I  would  just  remark  about — in  your  statement  you  talk  about 
voting  as  contemplated  on  the  side  agreements.  It  is  interesting. 
The  Mexican  negotiator  was  worried  he  would  be  outvoted  two  to 
one,  the  Canadians  were  worried  they  will  be  outvoted  two  to  one, 
so  I  think  we  are  all  in  the  same  insecure  position.  Maybe  that  is 
the  sign  of  a  good  agreement. 

Let  me  give  you  an  example.  As  you  know,  in  the  labor  and  envi- 
ronmental side  agreements,  as  a  substitute  for  sanctions  the  Cana- 
dians were  willing — which  is  somewhat  astonishing  given  United 
States  constitutional  law,  but  they  have  a  different  Constitution 
and  it  operates  in  a  different  manner — ^to  open  their  courts  to  en- 
force international  orders.  In  other  words,  in  Canada  an  order  of 
this  commission  on  labor  or  environmental  cooperation  and  the  en- 
forcement of  that  order,  will  not  have  a  de  novo  review,  and  it  will 
be  enforced  in  a  summary  fashion  and  not  allow  an  appeal  from  it. 

Now,  we  could  not  do  that  under  our  Constitution,  nor  would  we 
ever  bring  an  agreement  to  this  body  with  such  a  provision  in  it, 
but  the  Canadians  were  willing  to  do  it  in  order  to  avoid  sanctions. 
We  believe,  of  course,  that  the  provision  is  as  strong  or  stronger 
than  the  sanction  provision  in  order  to  make  sure  the  Canadians 
enforce  their  laws  in  the  proper  manner. 

Remember,  the  overriding  principle  here  is  not  that  we  set  some 
objective  standard  which  a  particular  country  in  this  agreement 
must  meet.  All  we  are  requiring  is  that  each  one  of  us,  each  one 
of  us  enforce  our  own  laws;  that  we  don't  have  a  pattern  or  practice 
of  nonenforcement  which  would  lead  one  to  either  a  fine  or  a  sanc- 
tion. 

I  believe  that  protects  our  sovereignty.  I  believe  it  is  not  the 
undue  exercise  of  a  super  national  power.  I  believe  it  is  warranted 
in  this  case  in  order  to  put  American  business  and  American  work- 
ers on  an  equal  footing  with  companies  doing  business  either  in 
Mexico  or  Canada. 

Mr.  Archer.  If  I  may,  let  me  further  clarify.  Is  there  anything 
in  this  agreement  that  would  permit  a  newly  created  bureaucracy 
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under  the  agreement,  or  mechanism  under  the  agreement,  to  in 
any  way  change  State  or  local  laws  or  regulations  within  this  coun- 
try? 

Ambassador  Kantor.  No,  sir. 

Mr.  Archer.  Thank  you  very  much. 

Chairman  ROSTENKOWSKI.  Mr.  Pickle  will  inquire. 

Mr.  Pickle.  Thank  you,  Mr.  Chairman. 

I  want  to  join  in  with  Mr.  Gibbons  in  commending  your  state- 
ment with  regard  to  the  CBI  countries,  bringing  them  in  as  part 
of  this  agreement,  and  I  also  join  with  him  in  saying  that  the  meet- 
ing this  morning  at  the  White  House  was  one  of  the  most  exciting 
meetings  I  have  attended  in  my  30  years  in  the  Congress.  It  was 
a  revival,  and  I  think  NAFTA  was  bom  again  today  and  it  will 
take  wings  and  fly. 

Now,  meanwhile,  back  on  the  border,  I  have  three  questions  that 
I  want  to  ask  you  and  I  will  try  to  make  them  to  the  point  and 
I  hope  your  answer  will  be  equally  to  the  point. 

One,  we  have  all  heard  the  phrase,  Ambassador  Kantor,  that 
there  will  be  a  giant  sucking  sound  of  jobs  going  from  the  United 
States  to  Mexico  if  this  NAFTA  gets  passed.  I  have  always  won- 
dered how  Mexico's  economy  could  be  so  strong  that  it  would  cause 
a  big  sucking  sound  like  that. 

Is  there  any  substance  to  that  because  of  the  wage  differential? 
Can  you  comment  on  that? 

Ambassador  Kantor.  No,  the  evidence  is  just  the  opposite.  In 
fact,  Mr.  Pickle,  and  I  feel  the  same  way  you  do  about  the  meeting 
this  morning.  I  think  we  all  do.  I  think  we  are  all  revived,  and  I 
believe  that  we  are  off  to  a  very  good  start.  The  evidence  runs  en- 
tirely to  the  contrary.  First  of  all,  the  Mexican  economy  is  only 
about  4  percent  of  the  size  of  the  United  States  economy  and  they 
are  not  about  to  overwhelm  us  in  terms  of  attracting  jobs  or  busi- 
nesses there. 

No.  2,  as  I  said  before,  with  the  rules  stacked  as  they  are,  the 
agreement  we  have  now,  the  informal  agreement  is  so  much  worse 
than  the  NAFTA  would  be,  with  the  side  agreements.  The  fact  is. 
No.  3,  that  the  sucking  sound  is  of  exports  going  south.  The  evi- 
dence we  have  in  the  real  world,  which  I  referred  to  before,  is  that 
exports  have  increased  from  $12  to  $40  billion  when  we  have  bare- 
ly begun  to  reduce  tariffs  and  nontariff  barriers. 

Mr.  Pickle.  I  have  heard  that  for  every  job  lost,  we  have  the  pos- 
sibility of  making  five  or  six  new  jobs.  Is  that  essentially  correct? 

Ambassador  Kantor.  Essentially  that  is  correct.  We  believe  in 
the  first  2  years,  200,000  jobs  will  be  created  in  the  export  sector 
alone.  That  is  the  number  of  gross  jobs. 

This  is  the  kind  of  debate  we  should  have  to  make  clear  what 
we  are  talking  about.  The  Congressional  Budget  Office  believes  we 
will  lose  at  the  most  200,000  jobs  over  15  years.  That  means  we 
will — it  will  be  about  6-to-l  jobs  created  to  jobs  lost. 

Now,  remember,  we  lose,  and  I  think  Secretary  Reich,  you  might 
want  to,  if  it  is  all  right,  sir,  with  you,  Mr.  Pickle,  we  lose  about 
1.2  to  1.9  million  jobs  a  year  in  this  economy.  So  13,000  to  15,000 
jobs  lost  of  course  is  not  going  to  be  a  very  big  ripple.  Obviously, 
economic  activities  and  the  jobs  gained  is  fairly  large  by  compari- 
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Mr.  Pickle.  Well,  let  me  come  back  to  Secretary  Reich  because 
my  time  is  limited. 

Secretary  Reich,  I  am  interested  in  the  question  of  trucking.  Spe- 
cifically, will  Mexican  trucks  coming  over  to  the  United  States  be 
subject  to  the  same  standards  of  regulations,  and  safety  as  our 
trucks  are  going  across  the  border? 

Secretary  Reich.  Congressman,  the  answer  is  absolutely  yes. 
With  regard  to  all  of  the  regulations,  all  of  the  labor  regulations, 
including  minimum  wage,  all  Mexican  truckers  would  be  subjected 
to  the  same  regulations,  same  laws  as  in  the  United  States. 

Mr.  Pickle.  You  want  to  comment  now  about  what  Ambassador 
Kantor  said  about  jobs? 

Secretary  Reich.  With  regard  to  job  loss,  again  it  is  important 
to  keep  it  in  perspective.  It  is  actually  a  little  bit  larger,  in  number, 
than  Ambassador  Kantor  quoted.  We  are  seeing,  and  we  have  seen 
on  average  2  million  Americans  lose  their  job  every  year.  About  1.7 
million  are  long-term  job  losers,  but  of  those  2  million  that  lose 
their  job,  there  is  a  tremendous  amount  of  turnover. 

We  are  creating  right  now  on  average  140,000  new  jobs  a  month, 
net  new  jobs  a  month.  We  are  not  out  of  the  woods  in  terms  of  the 
recession.  We  still  have  a  way  to  go.  Many  of  those  jobs  are  not 
the  kind  of  quality  of  job  that  I  think  and  anybody  thinks  we 
should  be  developing  in  America.  A  lot  are  temporary  or  part-time 
but  we  are  on  the  right  track. 

Mr.  Pickle.  Thank  you,  Mr.  Secretary. 

Now,  I  will  ask  Secretary  Browner,  you  made  the  statement  that 
the  agreement  will  strengthen  border  cleanup.  We  are  overbur- 
dened on  environmental  problems  on  the  border  now.  I  know  you 
pointed  out  we  will  have  a  commission  appointed  for  both  the 
American  and  Mexican  individual  to  settle  these  disputes.  I  don't 
think  you  can  give  me  a  full  answer,  but  I  would  ask  you  to  give 
us  additional  information  as  to  how  we  will  protect  the  border  envi- 
ronment. Is  it  possible  to  meet  the  environmental  standards  under 
this  NAFTA  bill? 

Ms.  Browner.  Absolutely.  The  border  funding  package  that  we 
are  working  on  would  include  several  components.  The  first  would 
be  user  fees.  A  lot  of  the  facilities,  in  the  same  way  you  pay  your 
water  bill,  you  pay  a  fee  every  year,  there  is  the  opportunity  for 
user  fees. 

There  is  the  opportunity  for  loans  and  grants,  as  we  are  cur- 
rently doing.  The  EPA  budget  submitted  by  the  President  this  year 
requested  $150  million  in  grants  that  would  be  made  available, 
money  to  build  facilities. 

There  would  also  be  the  opportunity  for  Government  guarantees 
and  direct  loans.  So  we  are  taking  advantage  of  all  of  the  financial 
tools  available  to  us  to  then  leverage  additional  private  sector  re- 
sources so  that  we  can  get  these  facilities  built  in  a  timely  manner 
and  get  the  benefits. 

Chairman  Rostenkowski.  Mr.  Matsui  will  inquire. 

Mr.  Matsui.  Thank  you  very  much,  Mr.  Chairman. 

I  would  just  like  to  make  sure  we  clarify  the  jobs  issue,  if  I  may. 
Because  every  study  I  have  seen  shows  there  is  a  net  job  gain.  You 
were  talking  about  job  losses  and  job  gains. 
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Perhaps,  Mr.  Kantor,  you  can  clarify  that,  because  there  is  some 
misunderstanding,  particularly  by  the  opponents  that  this  will  re- 
sult in  a  net  loss  of  jobs.  And  I  think  I  need  your  statement  on  this 
for  the  record. 

Ambassador  Kantor.  Let  me  make  it  as  clear  as  I  can.  I  apolo- 
gize if  it  wasn't  as  clear  as  it  should  have  been  in  my  opening 
statement. 

First,  we  have  the  evidence  I  referred  to  earlier  and  I  won't  run 
you  through  it  again.  But  it  is  clear  from  these  studies,  there  have 
been  24  studies,  NAFTA  is  the  most  studied  trade  agreement  in 
history,  23  of  the  24  show  a  net  job  gain,  ranging  from  about  30- 
some  thousand  to  2.2  million. 

There  is  something  interesting  about  the  study  that  shows  a  2.2 
million  net  job  gain.  It  is  the  only  study  that  considered  not  only 
the  tariffs  coming  down,  but  getting  rid  of  the  nontariff  barriers, 
as  well.  One  of  the  problems  we  have  with  studying  the  reduction 
of  tariff  barriers  in  a  rational  way,  the  economists  tell  me,  is  we 
don't  have  econometric  models  that  are  satisfactory  to  predict  the 
effective  lowering  of  nontariff  barriers. 

We  do  know,  though,  to  the  business  person,  to  the  American 
worker,  it  makes  a  big  difference.  Let  me  also  say  that  almost  300 
prominent  U.S.  economists,  the  12  Nobel  laureates  in  economics, 
have  all  endorsed  this  and  have  indicated  there  will  be  not  only  net 
job  gains,  but  of  course  a  growth  in  our  economy  as  a  result  of 
NAFTA. 

Mr.  Matsui.  Thank  you.  I  want  to  ask  all  three  of  you  questions, 
so  I  will  make  my  questions  very  brief.  But  if  you  can  also  make 
your  answers  brief. 

The  opponents  have  been  talking.  Ambassador  Kantor,  about  the 
fact  that  the  Mexicans  are  exploiting  their  workers,  and  they  raise 
the  point  that  over  the  last  decade  or  so  there  has  been  a  loss  of 
wages  for  minimum  and  average  wage  workers.  Now,  will  you  clar- 
ify that? 

Because  when  Salinas  took  over  in  1987  and  took  office  in  1988, 
there  was  a  change,  and  we  should  really  look  at  the  situation  from 
when  President  Salinas  took  office,  rather  than  from  1981  to  1987 
when  they  had  100  percent  inflation  per  year,  in  which  the  loss  in 
terms  of  real  wages  occurred  because  of  inflation,  not  because  of  ex- 
ploitation. Perhaps  you  can  explain  that. 

Ambassador  Kantor.  Exactly.  You  are  absolutely  correct,  Mr. 
Matsui.  From  1987  on,  wages  have  gone  up  every  year  in  Mexico, 
and  they  went  up  21  percent  on  the  average  last  year. 

Let  me  say,  the  day  that  these  side  agreements  were  announced. 
President  Salinas  made  a  speech  where  he  committed  his  Govern- 
ment to  pass  laws,  which  they  are  working  on  right  now,  to  raise 
real  minimum  wage  and  connect  it  to  productivity. 

Frankly,  we  don't  do  that  in  this  country.  It  is  a  major  move  and 
a  major  change  of  policy  in  Mexico,  and  since  most  wages  in  Mex- 
ico, which  the  Secretary  can  speak  to,  are  geared  to  minimum 
wage,  it  will  mean  a  rise  in  wages  throughout  their  economy. 

Mr.  Matsui.  Thank  you.  May  I  ask  Administrator  Browner  a 
question?  You  talked  about  this  border  development  administra- 
tion, the  funding  mechanism,  and  the  cleanup.  If  NAFTA  goes 
down,  will  the  status  quo  continue,  will  there  be  any  change? 
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Many  of  my  colleagues  who  have  been  down  to  Mexico  talk  about 
the  horrible  conditions  in  Mexico.  And  I  agree.  But  I  don't  know 
what  their  solution  is  except  to  oppose  NAFTA,  which  seems  to  be 
counter  to  what  they  ultimately  want  to  do.  Would  you  comment 
on  that? 

Ms.  Browner.  Well,  I  think  that  we  would  all  agree  that  without 
a  NAFTA,  the  growth  will  continue  in  the  border  region  and  so  the 
quality  of  life  will  continue  to  be  diminished.  We  have  a  problem 
now  that  we  cannot  serve  the  people  who  are  already  there.  We 
don't  need  more  people  going  to  the  border  region. 

Mr.  Matsui.  And  that  will  change  because  it  would  open  it  up 
and  the  maquiladora  will  phase  out  over  15  years,  if  in  fact  NAFTA 
passes. 

Ms.  Browner.  Precisely. 

Mr.  Matsui.  The  last  question  to  Secretary  Reich.  The  opponents 
are  making  a  major  issue  out  of  low  wages.  In  fact,  I  think  one  of 
you  said  that  unfortunately  this  debate  has  become  actually  a  very 
interesting  debate,  because  all  of  a  sudden  in  the  whole  lexicon  of 
free  trade  now,  there  is  a  notion  that  if  you  create  a  job  in  Mexico, 
you  lose  a  job  in  the  United  States,  instead  of  coming  to  the  conclu- 
sion that  free  trade  creates  jobs  on  both  sides  of  the  border.  The 
opponents  say  because  wages  are  so  low  in  Mexico  and  wages  are 
high  in  the  United  States,  this  will  create  jobs  going  into  Mexico, 
the  sucking  sound  that  Ross  Perot  talks  about. 

But  what  is  interesting  is  that  Portugal  has  wages  that  are  70 
percent  below  the  United  States,  Grermany  has  wages  which  are  60 
percent  above  the  United  States,  and  our  toughest  competitor  is 
not  Portugal,  but  Grermany.  Could  you  explain  why  wages  are  not 
necessarily  critical  in  these  decisions? 

Secretary  Reich.  Well,  I  think  the  point  is,  Mr.  Congressman, 
that  wage  rates  themselves  now  are  not  critical  because  in  the  new 
global  economy,  if  wage  rates  were  the  most  critical  component, 
manufacturers  could  go  anywhere  around  the  world  to  where  wages 
were  the  lowest,  not  Mexico,  but  there  are  many  places  around  the 
world  where  wages  are  far  lower.  You  can  go  to  Bangladesh.  You 
could  go  to  Haiti. 

Our  major  competitors  now  ironically  have  wages  that  are  higher 
than  ours  because  of  the  key  issue  of  skills,  productivity,  infra- 
structure, the  quality  of  education  and  training,  all  of  the — all  of 
the  features  which  create  the  capacity  of  a  work  force  to  be  produc- 
tive and  generate  high  quality  products.  I  was  talking  to  a  business 
executive  recently  who  was  weighing  whether  to  put  up  a  new 
plant  in  Singapore,  where  wages  are  below  United  States  wages 
and  productivity  is  below  United  States  wages  and  skills  are  below, 
or  Gl^rmany,  West  Germany,  where  wages  are  higher,  skills  are 
higher,  or  here  in  Boston.  He  told  me  that  he  decided  on  Germany. 
Why?  Because  the  levels  of  skills,  the  levels  of  productivity. 

Mr.  Matsui.  Thank  you. 

Chairman  Rostenkowski.  Mr.  Crane. 

Mr.  Crane.  Thank  you,  Mr.  Chairman. 

I  would  like  to  first  address  a  question  to  Ambassador  Kantor. 
The  American  flat  glass  industry  has  communicated  with  me  and 
I  am  sure  they  have  with  you.  It  is  a  highly  competitive  industry. 
It  accounts  for  about  100,000  jobs  here  in  our  economy.  And  under 
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the  terms  of  this  agreement,  they  are  going  to  be  in  competition  in 
a  disadvantaged  way,  they  say,  with  VITRO,  which  has  a  virtual 
monopoly  of  flat  glass  production  down  in  Mexico,  and  a  highly 
competitive  one,  about  $3  billion  conglomerate. 

But  under  the  proposal,  there  is  an  8  to  10  year  phaseout  of  the 
protection  of  VITRO  against  United  States  competition  going  into 
Mexico,  but  they  will  have  ready  access  to  our  market.  Now  the  flat 
glass  industry  contends  that  potentially  they  could  lose  6,000  jobs, 
and  to  resolve  this  does  not  require  reopening  the  agreement,  but 
it  does  involve  negotiating  with  the  Mexicans  for  a  speedup  of  that 
phaseout. 

Could  you  comment  on  that? 

Ambassador  Kantor.  Yes,  I  can.  The  agreement  of  course  antici- 
pates that  there  will  be  a  need  at  certain  points  to  renegotiate  the 
tariff  acceleration,  in  other  words  a  lowering  of  tariffs.  And  of 
course  all  three  countries  have  agreed  to  negotiate  on  an  ongoing 
basis  with  regard  to  any  particular  or  any  industry  that  might  be 
so  affected.  Obviously,  this  is  an  industry  that  believes  it  has  been 
affected  adversely.  It  has  a  major  competitor,  as  you  know,  in  Mex- 
ico which  you  referred  to,  and  it  is  something  we  are  taking  a  very 
close  look  at. 

Mr.  Crane.  Thank  you.  And  the  next  question  I  would  like  to  ad- 
dress to  Secretary  Reich. 

As  you  know,  the  labor  unions  in  this  country  have  expressed 
strong  opposition  to  NAFTA  even  with  the  side-bar  agreements. 
Could  you  comment  on  what  you  anticipate  exports  from  union  pro- 
duction in  the  United  States  might  be  as  a  consequence  of  the 
North  American  Free-Trade  Agreement;  and  most  especially  with 
regard  to  increased  exports  of  Ajnerican  made  autos? 

Secretary  Reich.  Well,  Congressman,  I  can  tell  you,  and  I  gave 
you  in  my  testimony  some  estimates  with  regard  to  pre-NAFTA 
levels  on  exports  from  major  industrial  States,  they  are  very,  very 
high.  There  are  trade  surpluses  right  now  with  Mexico  from  many 
of  those  industrial  States. 

I  can  also  give  you  data  we  have  gathered  from  the  following  in- 
dustries, and  I  don't  want  to  take  up  a  great  deal  of  your  time  and 
I  can  submit  them  for  the  record,  but  in  autos  and  auto  parts,  ac- 
cess to  the  Mexican  auto  market  is  now  severely  restricted  by 
Mexico's  auto  decree.  This  will  be  phased  out  under  NAFTA  and 
tariff  reductions  will  begin  immediately  with  regard  to  automobiles. 

We  estimate  that  big  three  sales  from  the  United  States  could  in- 
crease by  $1  billion  in  the  first  year  of  the  agreement  alone,  provid- 
ing jobs  for  15,000  U.S.  auto  workers.  I  can  talk  about  tele- 
communications, wood  and  paper  products,  insurance,  agricultural 
products,  steel,  dairy,  textiles.  Data  on  them  all,  they  are  all — the 
estimates  are  in  surplus,  creating  jobs,  rather  than  losing  jobs. 

Mr.  Crane.  I  could  not  agree  with  you  more.  I  hope  we  can  get 
that  message  out  and  amplify  it,  because  I  have  had  input  back 
home  and  I  know  colleagues  have,  too,  on  both  sides  of  the  aisle, 
trying  to  suggest  that,  you  know,  those  exports  will  not  increase, 
but  it  is  simply  the  exportation  of  jobs  south  of  the  border.  And  I 
think  your  assessment  is  entirely  on  target. 

Secretary  Reich.  Congressman,  let  me  just  say,  that  as  I  said  at 
the  beginning,  the  goal  here,  whether  labor  union  leaders  or  busi- 
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ness,  Republican,  Democrat,  all  our  goals  are  more  and  better  jobs. 
There  are  legitimate  disagreements  going  on.  Some  of  my  best 
friends  are  not  supportive  of  NAFTA. 

But  I  can  tell  you  that  after  examining  the  evidence,  our  conclu- 
sion, this  administration's  conclusion,  is  that  it  is  unquestionably 
good  for  American  workers. 

Mr.  Crane.  Well,  I  thank  you. 

Just  one  final  quick  question,  and  this  is  to  Ambassador  Kantor 
again.  The  ultimate  sanction  for  nonenforcement  of  labor  and  envi- 
ronmental laws  is  snapping  back  to  pre-NAFTA  tariffs  and  since 
their  tariffs  are  2V2  times  what  ours  are  at  the  present  time, 
doesn't  that  work  to  the  disadvantage  of  us? 

In  other  words,  if  you  are  going  to  go  back  to  a  snap  back  as  a 
result  of  what  you  view  as  an  unfairness,  it  just  seems  like  we  are 
handicapped  because  we  don't  have  equal  tariffs  going  into  it. 

Ambassador  Kantor.  Well,  I  think  to  ask  this  question  you  have 
to  make  a  couple  of  assumptions  and  I  appreciate  the  opportunity 
to  clarify.  One,  you  assume  we  are  going  to  have  a  persistent  pat- 
tern of  nonenforcement  of  U.S.  labor  laws,  which  I  don't  believe 
will  happen;  and  No.  2,  a  panel  would  find  it;  and  three,  we  would 
fail  in  that  situation  to  pay  the  fine  that  would  be  visited  upon  the 
U.S.  (rovemment  as  a  result  of  this  nonenforcement. 

It  is  hardly  a  situation  I  would  contemplate  happening,  given  the 
adherence  of  this  country  to  the  rule  of  law.  But  even  if  it  hap- 
pened, yes,  you  are  right,  the  snap  backs  in  Mexico  would  be — larg- 
er in  the  sense  that  we  would  pay  a  heavier  price  for  not  enforcing 
our  laws.  But  frankly,  given  the  margins  of  doing  business,  it  is 
also  a  reasonable  sanction  on  Mexico  if  they  get  to  the  point  of  not 
paying  fines  because  they  are  not  enforcing  the  law,  that  it  would 
hurt  their  industry  as  well. 

Mr.  Crane.  Thank  you  very  much. 

Chairman  ROSTENKOWSKI.  Mrs.  Kennelly  will  inquire. 

Mrs.  Kennelly.  Thank  you,  Mr.  Chairman.  Thank  you  very 
much  for  the  excellent  testimony  that  I  heard  today. 

Ambassador  Kantor,  I  just  would  take  issue  with  one  statement 
when  you  said  that  some  of  us  don't  have  faith  in  the  American 
worker.  That  is  not  the  problem.  Most  of  us  have  incredible  faith. 
We  think  the  American  worker  is  the  best  in  the  world. 

We  are  worried  that  they  won't  have  the  job  to  prove  that  faith 
and  I  think  that  is  what  a  great  deal  of  this  discourse  is  about.  Sec- 
retary Browner  mentioned  a  figure  of  $20  million  for  cleanup.  We 
move  that  over  5  years,  we  roughly  lose  at  least  $3  billion  if  this 
goes  through,  $3  billion  in  loss  of  tariffs  which  would  automatically 
happen. 

We  also,  by  fairly  renown  agricultural  economists,  that  our 
wheat  and  com  would  put  millions  of  Mexican  farmers  out  of  busi- 
ness and  so  migration  would  continue.  I  am  asking,  are  there  any 
other  figures  that  would  indicate  the  need  for  more  dollars  for 
cleanup? 

We  have  to  continue  the  border  protection,  especially  if  you  have 
licensing  of  other  countries  going  into  there,  into  Mexico,  excuse 
me;  worker  training,  we  are  fighting  among  ourselves  with  the  de- 
fense cutbacks  for  money  for  worker  training.  Are  there  any  other 
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figures  you  might  give  us  today  about  the  cost  if,  in  fact,  NAFTA 
does  go  through? 

Ms.  Browner.  Just  very  briefly,  if  I  could  make  sure  that  I  was 
understood,  the  $20  million  that  I  referred  to  is  for  a  green  fund. 
That  is  not  the  dollar  amount  for  the  cleanup.  In  fact,  the  package 
that  we  hope  to  assemble  and  present  on  the  cleanup  would  be 
much  more  significant,  more  in  the  order  of  $800  million.  The  $20 
million — ^billion  dollars. 

Ambassador  Kantor.  $8  billion. 

Mrs.  Kennelly.  Eight? 

Ambassador  Kantor.  If  I  might,  let  me  jump  in.  There  are  three 
parts  under  the  Border  Environmental  Administration  and  the 
Border  Environmental  Financing  Authority  or  funding  authority. 
One  would  be  the  programs  already  in  place,  environmental  pro- 
grams or  public  works  program  for  the  colonias  and  so  on,  which 
is  a  couple  of  billion  dollars,  both  State  and  Federal,  that  is  $2  bil- 
lion. 

Another  $2  billion  will  come  from  the  Inter-American  Develop- 
ment Fund  and  the  World  Bank  already  committed,  that  is  $4  bil- 
lion. Then  $3  to  $4  billion  will  come  from  a  very  unique  and  I  think 
clever  plan  by  the  Department  of  the  Treasury  working  with  Mex- 
ico, which  would  allow  us  to  leverage  at  any  time  a  4-year  contribu- 
tion of  only— $240— $225  million  total  from  the  United  States,  $225 
million  from  Mexico,  eight  times,  of  course  makes  it  between  3  and 
4  billion  dollars  worth  of  funding  for  environmental  cleanup  on  the 
border. 

Let  me  make  two  points,  Mrs.  Kennelly,  and  I  appreciate  your 
remarks.  I  didn't  suggest  that  certainly  you  don't  care  about  Amer- 
ican jobs.  Quite  the  contrary,  I  know  that  you  do  and  I  know  that 
is  what  you  fought  for  your  entire  public  life. 

I  appreciate  and  admire  that.  What  I  believe  is,  though,  there 
are  certain  people  who  attack  this  agreement  not  in  the  cogent  way 
that  you  will  raise  questions,  because  you  are  not  on  the  attack, 
you  are  raising  questions,  that  lead  one  to  the  inescapable  conclu- 
sion that  they  believe  American  workers  can't  compete  if  the  rules 
are  made  fair.  That  was  my  point,  not  to  criticize  anyone  certainly 
on  this  committee,  but  to  make  that  point  as  vividly  as  I  possibly 
can. 

One  other  point  about  environmental  cleanup.  Without  the 
NAFTA,  we  have  no  leverage  to  clean  up  the  border  situation,  and 
I  know  you  are  very  well  aware  of  it.  I  think  you  were  at  the  bor- 
der with  Mr.  Grephardt,  if  I  am  not  mistaken. 

Mrs.  Kennelly.  Let  me  comment  on  that  to  both  you  and  Ad- 
ministrator Browner.  If  the  situation  is  so  appalling,  so  horrible  as 
the  Administrator  said,  we  had  a  situation  some  years  ago  when 
we  were  all  so  interested  in  cleaning  up  the  environment  in  the 
United  States  of  America,  our  Superfund,  and  we  found  out  that 
it  costs  many,  many,  many  more  billions  of  dollars  to  do  it  than  we 
had  ever  anticipated.  Have  you  factored  in  the  experience  of  the 
Superfund  with  the  cleanup  on  the  border  and  in  the  whole  area? 

Ms.  Browner.  Many  of  the  problems  we  are  discussing  with  re- 
gards to  the  border  are  not  of  a  Superfund  nature,  but  you  are  ex- 
actly right,  that  we  needed  to  look  at  the  Superfund  experiences 
and  we  have  done  that.  Many  of  the  problems  deal  with  basic  infra- 
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structure,  drinking  water,  wastewater,  and  the  money  that  Mick- 
ey— excuse  me,  that  Ambassador  Kantor  and  I  have  referred  to  will 
allow  us,  I  was  talking  about  the  inputs,  he  was  talking  about  the 
leveraging  component,  will  allow  us  to  address  those  infrastructure 
needs  so  that  we  don't  continue  to  have  raw  sewage  in  the  rivers, 
which  is  the  situation  we  have  now. 

Mrs.  Kennelly.  I  know  my  time  is  up,  Mr.  Chairman.  One  quick 
thing,  though,  and  I  will  be  seeing  Secretary  Reich  again. 

Secretary  Reich.  I  hope  we  see  each  other  again. 

Mrs.  Kennelly.  I  am  sure  we  will  see  each  other  again.  Sec- 
retary Reich,  if  you  had  been  Secretary  of  Labor  the  last  8  years, 
we  would  not  have  the  problem  we  are  in  today  and  have  the  situa- 
tion that  exists  today,  and  I  thank  you  for  your  remarks. 

Chairman  ROSTENKOWSKI.  Mr.  Kleczka  will  inquire. 

Mr.  Kleczka.  Mr.  Chairman,  if  I  could  pass  for  a  couple  minutes, 
I  am  trying  to  get  an  article  that  was  contained  in  the  newspaper 
this  morning  to  use  in  my  questioning.  And  the  staff  is  trying  to 
ascertain  that  right  now. 

Chairman  ROSTENKOWSKI.  Mr.  Payne. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Chairman.  And  thank  you 
all  for  your  testimony.  It  has  been  very,  very  helpful  to  me,  trying 
to  make  a  decision  about  my  support  of  the  NAFTA  agreement.  I 
am  attempting  to  make  a  decision  based  on  what  is  best  for  our 
country  and  my  State  of  Virginia  and  my  own  district.  And  a  pri- 
mary consideration  is  that  of  jobs  and  what  it  would  mean  for  all 
three. 

The  State  of  Virginia  recently  did  an  analysis  in  which  they 
noted  that  exports  from  Virginia  to  Mexico  have  grown  since  1987 
at  an  annual  rate  of  33  percent,  so  certainly  there  is  some  positives 
associated  with  the  trade  relationship  between  my  area  and  Mex- 
ico. 

At  the  same  time,  they  pointed  out  that  there  were  a  number  of 
vulnerable  industries  and  a  number  of  vulnerable  jobs.  Many  of 
these — are  in  my  congressional  district  and  they  are,  as  Mr.  Kantor 
and  I  talked  about  frequently,  the  textile  and  apparel  industry,  the 
furniture  industry,  and  the  food  processing  industry. 

My  question  is  this:  While  jobs  may  on  a  net  basis  increase  over 
time  and  throughout  the  country,  is  it  likely  then  that  jobs  in  some 
specific  industries  and  sectors  will  decrease?  And  if  so,  are  those 
sectors  that  I  just  mentioned  a  part  of  that  group  that  may  indeed 
decrease  over  time? 

Ambassador  Kantor.  No  1,  I  think  Secretary  Reich  might  want 
to  talk  about  the  reemployment  program  at  this  juncture. 

No.  2,  over  the  last  5  years  as  the  rules  have  changed  in  our 
favor,  only  slightly  but  in  our  favor,  Mr.  Payne,  48  out  of  the  50 
States  have  increased  their  exports  into  Mexico  and  all  48  of  those 
of  course  increased  employment  as  a  result,  and  Virginia  is  one  of 
them. 

Virginia  has  increased  its  exports  over  285  percent  to  Mexico 
during  that  period  of  time  and  increased  their  employment — I 
think  I  remember  the  figure,  I  will  get  it  for  you,  if  I  got  it  wrong 
I  apologize — I  think  60  percent  over  that  period  of  export  jobs  relat- 
ed to  Mexico.  Not  60  percent  total  employment,  obviously,  but  ex- 
port jobs  related  to  exports  to  Mexico. 
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We  can  only  look  at  the  past  I  think  as  prologue  in  this,  and  let 
me  go  back  to  the  numbers  which  are  so  important  to  understand 
in  real  life.  When  these  tariff  barriers  came  down,  not  only  were 
high  technology  industries  helped  and  others,  but  also  the  textile 
industry  increased  its  export,  and  the  agricultural  industry  in- 
creased its  exports.  What  happened  was  it  grew  about  425,000  jobs, 
275  to  about  717,000  jobs. 

We  believe  that  will  go  to  almost  1  million  jobs  in  the  next  2 
years  if  the  NAFTA  is  approved.  Virginia,  like  all  other  States,  only 
two  that  had  not  increased  their  jobs  and  exports  as  a  result  of  the 
liberalization  of  tariffs  and  nontariff  barriers  in  Mexico,  will  simi- 
larly be  positively  affected. 

There  may  be  in  particular  regions,  in  a  particular  industry, 
some  temporary  dislocations.  They  will  be  very  small,  when  you  re- 
alize throughout  the  entire  country  the  Congressional  Budget  Of- 
fice, that  tried  to  review  every  study  done,  said  that  the  most  jobs 
that  will  be  lost  over  15  years  is  200,000,  which  is  about  13,000  or 
14,000  jobs  a  year.  Looking  at  these  numbers,  you  realize  how 
small  the  impact  is. 

Now,  they  are  real  human  beings,  I  don't  want  anybody  to  get 
me  wrong.  I  feel  for  them  as  well  as  every  member  of  this  commit- 
tee. We  want  no  dislocation,  but  the  job  gain  is  dramatic:  200,000 
in  the  first  year. 

There  will  be — now  one  study  shows  up  to  a  net  of  2.2  million 
jobs  gained  over  the  first  decade  of  NAFTA.  Now  that  is  the  high 
watermark,  but  that's  the  only  study  that  looked  at  the  lowering 
of  nontariff  barriers  as  well  as  tariff  barriers. 

So  we  are  going  to  have  a  substantial  increase  in  employment  in 
the  short  run  as  well  as  the  long  run.  There  is  a  myth  that  we  lose 
jobs  in  the  short  run.  Not  true.  It  will  not  happen.  We  will  gain 
jobs  from  day  one  and  continue  to  gain  them  as  a  result  of  making 
the  rules  fair  for  American  workers. 

Mr.  Payne.  I  would  simply  ask  then  that  if  you,  Mr.  Ambassador, 
and  Secretary  Reich,  might  comment  on  those  specific  industries 
that  I  have  mentioned  and  your  views  as  to  how  they  would  be  im- 
pacted by  NAFTA.  That  would  be  very  useful  to  me  as  I  am 

Ambassador  Kantor.  As  you  know,  Mr.  Payne,  the  textile  indus- 
try is  in  almost  total  support  of  this  agreement.  Springs  Industry, 
which  I  mentioned  earlier  in  South  Carolina,  which  I  know  may 
have  a  plant  in  Virginia,  I  am  not  aware  of  that.  There  was  an  in- 
teresting story  on  television  the  other  night  where  they  thought 
they  would  increase  employment  900  jobs,  as  soon  as  NAFTA  goes 
into  effect,  due  to  increased  exports  to  Mexico. 

Mr.  Payne.  I  am  very  interested,  too,  in  the  apparel  industry,  the 
furniture  industry,  and  the  food  processing  industry. 

Thank  you  very  much. 

Ambassador  Kantor.  Be  happy  to.  Thank  you,  sir. 

Chairman  ROSTENKOWSKI.  Mr.  Thomas. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman. 

I  ask  unanimous  consent  that  a  series  of  questions  be  submitted 
to  the  panel 

Chairman  RoSTENKOWSKi.  Without  objection. 

[See  questions  and  answers  at  p.  88.] 
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Mr.  Thomas.  Thank  you.  And  I  wanted  to  get  to  some  state- 
ments. I  did  not  have  an  opening  statement  and  I  didn't  want  to 
prolong  the  discussion,  but  let  me  tell  you  that  I  want  to  thank  you 
folks  for  finally  getting  this  project  underway. 

When  U.S.  Trade  Representative,  then  U.S.  Trade  Representa- 
tive Carla  Hills  started  this  process  in  terms  of  what  should  we  do 
about  the  timing  on  it,  one  of  the  things  we  said  from  the  very  be- 
ginning was  get  it  right.  Then  after  you  get  it  right,  we  will  look 
at  the  timing. 

The  reason  we're  here  today  is  because  through  two  administra- 
tions, we  wanted  to  get  it  right.  I  want  to  compliment  all  of  you 
in  the  job  that  you  did. 

Administrator  Browner,  I  appreciate  your  continued  clarification 
of  a  lot  of  the  environmental  pollution  problems  along  the  border 
in  Mexico.  They  are  in  fact  problems  faced  in  the  rural  United 
States  75  years  ago,  pre-TVA,  Tennessee  Valley  Authority,  that  is; 
lack  of  sanitation,  lack  of  infrastructure.  They  are  not  some  of  the 
concerns  that  many  of  our  folks  have.  They  are  very  fundamental. 

As  far  as  content  is  concerned,  when  we  started  this  process, 
there  were  two  areas  outlined  that  were  expected  to  have  a  major 
negative  impact,  and  one  of  them  I  am  very  concerned  about.  My 
district  is  primarily  agricultural,  and  along  with  other  concerns, 
this  was  one  of  the  areas  that  was  targeted  as  a  potential  loss  area, 
especially  the  row  crops  and  horticulture. 

We  started  the  process  back  on  February  20,  1991,  in  this  com- 
mittee, I  indicated  to  then  U.S.  Trade  Representative  Carla  Hills, 
that  a  series  of  things  had  to  occur  before  I  would  be  supportive 
of  this  kind  of  a  pact.  First,  the  United  States  quality  standards 
should  be  met  by  any  Mexican  produce  entering  the  country.  Done. 

Second,  a  long  transition  period  should  be  provided  for  import- 
sensitive  horticultural  crops  and  other  products.  NAFTA  has  the 
longest  in  the  history  of  any  trade  agreements.  Done. 

Third,  U.S.  scientifically  based  health  and  environmental  sani- 
tary standards  should  be  nonnegotiable.  Done. 

Fourth,  there  should  be  complete  Mexican  compliance  with  envi- 
ronmental standards  regarding  such  matters  as  pesticide  use  and 
residue  standards.  Done  in  the  agreement  and  overdone  in  the 
sidebar. 

Finally,  I  said  we  needed  strong  rules  of  origin  and  controls 
against  transshipment;  done. 

Intellectual  property  rights;  done. 

On  a  prospective  basis,  we  still  have  concerns  about  some  stuff 
that  occurred  prior  to  that.  But  I  want  to  compliment  you  on  the 
content. 

You  know,  as  we  are  entering  this  health  care  debate,  and  the 
complexity  that  we  are  beginning  to  understand  in  just  one  seg- 
ment of  our  economy,  I  want  to  especially  compliment  Ambassador 
Kantor  in  terms  of  that  small  work  force,  and,  frankly,  if  v/e 
reinvented  government  more  along  the  line  of  the  USTR  in  terms 
of  the  number  of  people  they  use  per  project,  we  wouldn't  have  to 
reinvent  government. 

You  folks  dealt  with  trade  across  the  entire  economy  and  brought 
it  together  in  the  product  that  we  have  in  front  of  us.  When  you 
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look  at  the  opposition,  obviously  fear  of  the  unknown  is  the  easiest 
commodity  to  sell. 

I  was  very  proud  of  the  President  and  the  former  Presidents, 
both  Republican  and  Democrat,  who  stood  up  and  exercised  some- 
thing that  is  so  seldom  seen  nowadays,  and  that  is  leadership.  And 
frankly,  from  this  body,  in  dealing  with  foreign  affairs,  leadership 
is  defined  to  a  very  great  extent  as  follow-ship. 

I  hope  that  there  is  a  degree  of  leadership  in  this  body,  for  exam- 
ple, follow-ship,  in  terms  of  these  people  who  had  to  deal  with  a 
very  real  and  practical  problem,  and  that  is  three  sovereign  nations 
trying  to  come  together  to  accomplish  a  better  life.  It  is  interesting 
when  you  look  at  the  opposition,  at  least  the  most  vocal  opposition, 
that  when  they  talk  about  why  they  are  opposed  to  NAFTA,  when 
it  is  obviously  the  fear  of  the  unknown,  and  second,  it  is  a  hope 
for  a,  quote,  unquote,  better  agreement. 

Now  you  tell  me,  other  than  the  common  threat  of  their  opposi- 
tion to  this  agreement,  how  Jesse  Jackson  and  Pat  Buchanan  can 
come  together  on  what  is  better,  or  Ross  Perot  and  Ralph  Nader 
can  come  together  on  what  is  better.  The  answer  is,  there  is  noth- 
ing better  and  there  is  not  going  to  be  anjrthing  better  and  that  we 
have  enormous  pressure  on  us  now  to  come  to  an  agreement. 

My  concern  or  my  hope  is  that  the  public  will  learn  more  about 
NAFTA  through  the  media  in  terms  of  an  evenhanded  factual  pres- 
entation. I  will  even  settle  for  not  pandering  to  the  most  extreme 
and  demagogic  activities  similar  to  what  occurred  in  this  body. 

But  I  want  to  conclude  with  this  question.  President  Ford  today 
mentioned  the  Smoot-Hawley  tariff.  I  don't  see  that  as  pandering 
or  a  specter  to  the  unknown.  What  happened  after  the  stupidity  of 
the  Congress  and  the  administration  in  agreeing  to  the  Smoot- 
Hawley  treaty  is  clearly  known.  My  question  to  you  folks,  and  obvi- 
ously it  is  partly  rhetorical,  is  if  we  don't  pass  NAFTA,  if  we  don't 
pass  the  Uruguay  round  on  GATT,  what  is  the  rest  of  this  decade 
going  to  look  at? 

My  concern  is  that  as  the  opposition  makes  its  points  in  terms 
of  this  document,  what  are  the  alternatives  to  failing  to  pass 
NAFTA  and  failing  to  pass  the  Uruguay  round?  And  as  we  talk 
about  NAFTA,  we  have  to  talk  about  the  Uruguay  round  hand  in 
hand.  One  is  on  our  continent;  the  other  is  the  world. 

Chairman  ROSTENKOWSKI.  Short  answer. 

Ambassador  Kantor.  Very  short  answer. 

First  of  all,  I  thank  you  for  your  kind  words.  I  think  it  is  the  best 
professional  organization  in  the  country,  a  nongovernment,  and  al- 
though I  will  tell  you,  Mr.  Thomas,  when  I  took  this  over  I  was  6 
feet  4  inches  and  I  didn't  have  my  body  brace  on.  So  the  work 
hours  alone. 

No.  2,  let  me  answer  your  question  very  quickly.  You  are  abso- 
lutely correct,  you  are  faced  with  one  of  the  very  great  challenges 
of  this  century. 

In  the  1930's,  we  did  not  take  up  the  challenge.  We  threw  up 
barriers.  We  cut  our  imports  and  exports  by  one-third  and  we  exac- 
erbated the  depression.  Then  a  great  Tennesseean  by  the  name  of 
Cordell  Hull,  who  I  am  very  proud  of,  turned  that  around. 

After  the  Second  World  War,  we  took  up  the  challenge  and, 
frankly,  our  fathers  and  mothers  took  it  up  and  created  things  like 
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GATT  and  open  world  trade.  We  built  up  the  economies  of  our  al- 
lies both  in  Japan  and  Europe.  They  were  a  bulwark  against  com- 
munism and  in  fact  have  brought  about  the  changes,  the  great  and 
dramatic  changes  we  have  seen  over  the  last  few  years. 

Lastly,  let  me  say  this  is  the  third  great  challenge  we  face,  not 
to  be  too  dramatic,  but  the  President  has  talked  about  it.  We  can- 
not shrink,  as  Secretary  Reich  has  said,  from  this  opportunity  and 
this  challenge.  Change  is  going  to  happen  whether  we  like  it  or  not. 

Are  we  going  to  make  it  our  friend?  Are  we  going  to  make  it  a 
friend  of  the  American  worker?  The  only  way  we  can  do  it  is  to 
break  down  these  barriers,  make  the  rules  fair,  be  able  to  compete 
and  not  retreat. 

Chairman  Rostenkowski.  Mr.  Kleczka. 

Mr.  Kleczka.  I  thank  you,  Mr.  Chairman,  for  accommodating  the 
delay. 

Ambassador  Kantor,  last  week  we  read  in  the  Milwaukee  Senti- 
nel that  a  local  Wisconsin  firm,  Briggs  &  Stratton,  would  be  cutting 
240  production  jobs  in  Wisconsin,  and  in  Juarez,  where  they  al- 
ready have  300  employees,  they  would  be  increasing  that  employ- 
ment level  to  600.  Briggs  &  Stratton  is  amongst  about  18  Wiscon- 
sin manufacturers  who  already  have  a  presence  in  Mexico,  includ- 
ing the  likes  of  Brunswick  and  Allen,  Bradley,  and  Square  D,  and 
over  the  last  few  years  we  have  lost  thousands  and  thousands  of 
manufacturing  jobs  in  the  State  of  Wisconsin  because  of  employers 
seeking  to  move  their  manufacturing  base  where  the  wage  rates 
are  much  cheaper. 

Now  how  will  NAFTA,  passage  of  NAFTA,  help  this  situation  for 
those  employees  in  the  statement  of  Wisconsin? 

Ambassador  Kantor.  I  think  it  will  tremendously.  Let  me  go 
through  it  and  not  take  too  much  of  your  time. 

Mr.  Kleczka.  I  have  a  lot  of  questions,  so  if  you  can  do  so  briefly, 
I  would  appreciate  it. 

Ambassador  Kantor.  I  will  do  it  very  briefly.  No.  1,  the  lowering 
of  tariff  and  nontariff  barriers  will  not  attract  Wisconsin's  compa- 
nies into  Mexico  as  they  have. 

No.  2,  the  maquiladora  program  will  be  phased  out  and  it  will 
no  longer  give  trade  preference  to  the  same  companies  to  locate  in 
that  maquiladora  region  to  export  back  into  the  United  States. 

No.  3,  and  importantly,  from  now  on  Mexico  under  these  agree- 
ments will  enforce  their  environmental  and  labor  laws  and  will  not 
then  have  a  competitive  advantage  over  companies  doing  business 
in  the  United  States.  I  think  we  will  make  it  more  likely  the  com- 
panies will  stay  in  Wisconsin  and  export  goods,  rather  than  doing 
that  to  which  you  have  called  our  attention. 

Mr.  Kleczka.  As  long  as  that  wage  disparity  exists,  wherein  in 
the  State  of  Wisconsin  and  federally  our  minimum  wage  is  $4.25 
an  hour,  versus  58  cents,  that  has  to  be  one  of  the  overriding — that 
has  to  be  one  of  the  overriding  reasons,  since  wage  rates  are  a  high 
percentage  of  production  costs. 

Ambassador  Kantor.  Not  when  they  are  an  increasingly  lower 
percentage  of  production  costs  in  fact,  and  going  down  every  year 
in  manufacturing  and  the  automobile  industries.  In  fact,  they  are 
down  to  13  percent.  What  I  believe  is  going  to  happen  in  Wisconsin 
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and  other  States  is  that  you  will  grow  jobs  because  companies  will 
understand  that  it  is  easier  to  export  than  to  move  your  company. 

Mr.  Kleczka.  What  is  contained  in  the  agreement  to  bring  up 
the  Mexican  wage  rate?  I  have  no  problem  with  the  Canadians. 
The  wage  rates  are  comparable.  But  clearly  that  can't  be  said 
as 

Ambassador  Kantor.  As  a  result  of  these  agreements,  President 
Salinas  is  committed  to  tie  real  minimum  wage,  real  minimum 
wage  is  wage  overinflation,  to  productivity.  We  have  also  agreed  in 
the  side  agreements  on  labor  to  enforce  disputed  settlements  on 
minimum  wage  laws.  That  combination  should  give  you  some  com- 
fort that  in  fact  all  wages  in  Mexico,  which  are  all  tied  to  minimum 
wage,  will  continue  to  rise  as  they  have  over  the  last  5  years. 

Mr.  Kleczka.  If  that  doesn't  occur  for  10  years,  for  8,  10  years, 
we  will  be  behind  the  eight  ball  in  a  job  loss  situation. 

Ambassador  Kantor.  Without  these  agreements,  we  will  be  in 
much  worse  shape.  We  will  continue  this  awful  situation  of  trade 
preferences,  high  tariffs,  nontariff  barriers,  wages  not  rising,  Mex- 
ico not  progressing,  and  not  growing  jobs  in  this  country.  And  that 
is  what  has  been  happening. 

Now,  since  reforms  have  begun — the  only  evidence  anyone  has, 
is  the  last  5  years  they  began  to  lower  tariffs,  began  to  get  rid  of 
nontariff  barriers  just  a  little  bit,  it  has  been  an  explosion  in  ex- 
ports and  jobs  in  this  country.  That  250 

Mr.  Kleczka.  Let's  talk  about  the  exports  for  a  minute.  Isn't  it 
a  factor  that  a  lot  of  the  exports  to  Mexico  are  akin  to 
intracompany  transfers,  whereas  the  movement  of  300  jobs  for 
Briggs  &  Stratton,  they  are  going  to  send  some  machines  and  tools 
down  there. 

Ambassador  Kantor.  In  fact,  the  answer  is  "No."  Thirty-eight 
percent  of  the  increase  in  jobs  have  been  consumed  in  Mexico.  That 
is  just  not  true. 

Mr.  Kleczka.  OK.  That  is  not — another  question,  why  is  the  pe- 
troleum industry  in  Mexico  exempted  from  this  trade  agreement? 

Ambassador  Kantor.  In  fact,  they  are  not  exempted,  they  have 
opened  up  for  the  first  time  in  two  or  three  very  meaningful  ways 
which  we  discussed.  I  am  sorry,  I  know  your  time  is  running  out. 

They  are  not  exempted  from  this  agreement,  although  they  were 
not  as  opened  as  other  industries,  I  will  agree  with  that.  The  fact 
is  they  have  been  opened.  Especially,  oil  drilling  equipment  and 
other  equipment  is  going  to  be  a  major  item  that  we  will  sell  to 
Mexico. 

Mr.  Kleczka.  OK  The  last  question  is  an  article  in  today's 

Chairman  Rostenkowski.  You  want  to  let  Secretary  Reich 

Mr.  Kleczka.  I  am  sorry. 

Secretary  Reich.  If  I  could  just  respond.  There  are  two  reasons 
why  an  American  company  would  ever  and  has  wanted  in  the  past 
to  go  down  to  Mexico.  One  reason  is  low  wages.  But  my  point  and 
our  point  has  been  that  if  companies  are  pursuing  low  wages,  they 
don't  have  to  go  to  Mexico. 

There  are  plenty  of  places  around  the  world  they  can  get  lower 
wages  or  ultimately  they  can  automate.  That  is  the  direction,  if 
your  strategy  is  completely  a  low-wage  strategy,  that  is  the — ^the 
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American  worker  is  not  going  to  gain  from  that  kind  of  strategy  in 
any  event. 

The  second  reason  that  an  American  firm  might  locate  in  Mexico 
right  now  is  to  get  access  to  the  Mexican  market,  which  is  now 
very  difficult  to  get  access  to  because  their  tariffs  are  so  high.  If 
we  reduce  the  tariffs,  that  American  firm  doesn't  have  to  go  to 
Mexico. 

Mr.  Kleczka.  ok.  But  you  know  in  North  America,  85  percent 
of  the  market  I  am  told  is  the  United  States,  11  percent  of  the  eco- 
nomic market  is  Canada,  and  4  percent  is  Mexico.  Why  are  we  in 
a  rush  to  go  and  get  that  4  percent  economic  market  share  wherein 
with  the  annual  average  wage  of  those  employees,  how  many  cars, 
refrigerators,  computers,  are  we  going  to  sell  there? 

In  fact,  if  your  contention  was  true,  Japan  and  Europe  would  be 
there  today,  but  there  is  no  market  for  them,  but  what  will  be 
there  after  the  North  American  Free-Trade  Agreement,  because  the 
front  door  is  open  to  the  United  States. 

Ambassador  Kantor.  That  is  a  critical  point  you  just  made.  Mex- 
ico is  our  third  largest  trading  partner,  our  second  largest 
consumer  of  manufactured  goods.  Mexicans  buy  more  in  the  aver- 
age per  capita  than  either  Canadians  or  Europeans  or  Japanese; 
$450  a  year.  It  is  a  growing  market  of  90  million  people  who  like 
American  products  and  have  bought  them  increasingly  over  the 
past  5  years  as  tariffs  have  come  down. 

The  fact  is,  the  hope  in  this  is,  that  the  400  million  people  involv- 
ing the  Mexicans  who  live  south  of  the  Rio  Grande,  the  second  fast- 
est growing  economic  area  of  the  world,  become  a  market  for  the 
United  States  and  if  they  don't  become  our  market,  you  and  I  can 
guess  whose  market  they  are  going  to  become. 

Chairman  ROSTENKOWSKI.  Mr.  Hoagland  will  inquire. 

Mr.  Hoagland.  Well,  thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  want  to  welcome  our  distinguished  panelists 
today,  and  just  observe  briefly  initially  that  it  seems  to  me  that  the 
debate  over  NAFTA  has  become  overheated.  In  the  words  of  a  re- 
cent New  York  Times  editorial,  I  think  critics  are  making  all  sorts 
of  dire  predictions  about  how  our  economy  will  be  overwhelmed  if 
NAFTA  is  ratified,  and  proponents  claim  that  NAFTA  will  boost 
the  economy,  present  company  excepted.  Some  of  the  more  extreme 
proponents  claim  that  it  will  boost  the  economy  in  ways  that  noth- 
ing else  has  in  recent  years. 

I  think  one  of  the  main  benefits  of  this  particular  hearing  and 
the  hearings  that  Chairman  Gibbons  and  the  Trade  Committee  in- 
tend to  conduct  will  be  that  it  will  move  the  debate  out  of  the 
realm  of  the  exaggerated  into  the  framework  of  facts,  it  will  help 
those  of  us  who  are  undecided  make  a  decision  based  upon  what 
is  best  for  working  families  and  all  Americans. 

In  that  connection,  I  wondered,  first  of  all,  if  I  could  submit  for 
the  record  and  to  Ambassador  Kantor,  Mr.  Chairman,  some  ques- 
tions, four  questions  here  that  have  been  posed  by  the  dentists,  and 
ask  Ambassador  Kantor  if  he  might  respond  to  these  in  writing 
and  have  those  responses  made  part  of  the  record? 

Ambassador  Kantor.  Be  happy  to,  Mr.  Hoagland. 

Mr.  Hoagland.  And  these  questions  refer  to,  I  think,  a  number 
of  licensed  professionals.  They  have  to  do  with  things  like  whether 
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Hispanic  Mexican  dentists  practicing  in  the  United  States  are  sub- 
ject to  the  same  educational  and  licensure  requirements  as  Amer- 
ican dentists. 

Ambassador  Kantor.  The  answer  is  "yes,"  but  I  will  be  glad  to 
answer  the  questions  formally,  Mr.  Hoagland. 

[See  questions  and  answers  at  p.  95.] 

Mr.  Hoagland.  Thank  you. 

Now  the  second  thing  I  want  to  do,  Ambassador  Kantor,  is  to  ex- 
plore with  you  how  the  American  people  in  the  coming  months  as 
they  hear  this  debate  and  all  the  various  forms  that  it  is  going  to 
be  conducted,  were  going  to  be  able  to  sort  out  the  conflicting  asser- 
tions that  are  made.  What  advice  do  you  give  Americans  as  to  how 
to  watch  the  debate  and  how  to  evaluate  conflicting  views  in  just — 
let  me  give  you  one  example.  And  this  will  end  my  questioning. 

I  received  a  study  today  from  the  Nebraska  Com  Board  called, 
the  "Economic  Effects  of  North  American  Free-Trade  Agreement  on 
the  Nebraska  Corn  Industries." 

Now  generally  the  study  concludes  that  the  volume  of  com  ex- 
ports to  Mexico  will  increase  and  the  price  of  com  will  increase 
slightly.  Now,  by  the  same  token  yesterday  a  group  of  Nebraska 
corn  farmers  who  were  members  of  the  Nebraska  Farmers  Union 
were  in  my  office  and  told  me  that  they  already  have  to  sell  their 
corn  below  their  cost  of  production. 

The  lax  environmental  standards  and  low  cost  of  labor  in  Mexico 
as  well  as  a  threat  of  transshipment  of  products  from  non-NAFTA 
countries  through  Mexico  will  put  Nebraska  com  growers  at  a  com- 
petitive disadvantage  and  will  cause  them  to  have  to  sell  even  fur- 
ther below  the  cost  of  production. 

So  I  guess  my  question  is,  what  are  your  feelings  about  this  par- 
ticular conflict  between  the  findings  of  the  Nebraska  Corn  Board 
and  the  recommendations  of  the  Nebraska  Farmers  Union?  Gen- 
erally, how  do  you  suggest  that  we  Americans  in  Congress  or  else- 
where sort  out  this  sort  of  conflicting  information  as  it  comes 
across  our  desk? 

Ambassador  Kantor.  No.  1,  we  are  happy  to  provide  you  with 
the  facts  and  figures,  but  let  me  tell  you — this  is  one  area  in  which 
the  opponents  and  the  proponents  both  agree,  that  one  of  the  big 
winners  are  com  farmers,  grain  farmers  in  this  country.  One  of  the 
fears  that  I  think  is  unfounded  is  that  so  much  American  com  and 
grain  will  be  exported  into  Mexico  that  it  will  have  an  adverse  ef- 
fect upon  emplojrment  in  agriculture  and  those  folks  who  leave  the 
farms  can't  be  absorbed  into  urban  jobs. 

I  believe  it  is  an  unfounded  concern  for  two  reasons.  One,  I  be- 
lieve it  will  be  much  less  dislocation  than  is  commonly  thought, 
and  No.  2,  the  Mexican  agricultural  situation  due  to  reforms  insti- 
tuted by  President  Salinas  is  going  to  change  anyway. 

Farms  are  going  to  get  bigger,  therefore  fewer  people  will  be  in 
agriculture,  therefore  they  will  join  various  urban  areas  anyway. 
But  I  think  there  is  no  doubt  in  anyone's  mind,  proponent  or  oppo- 
nent, that  the  corn  industry,  the  wheat  industry,  and  others,  will 
be  big  winners  under  NAFTA.  In  fact,  agriculture  will  increase  its 
sales  from  $2  to  $2.5  million  per  year. 

Mr.  Hoagland.  And  in  terms  of  the  methodology  question,  how 
do  you  suggest  Americans  sort  out  these  conflicting  assertions? 
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Ambassabor  Kantor.  You  know,  it  is  always  a  difficult  question 
in  a  political  debate,  and  this  is  political  with  a  little  "p">  not  a  big 
"P".  I  suggest  that  they  listen  to  facts  rather  than  rhetoric. 

They  test  the  person's  facts  against  the  reality  they  know,  that 
they  look  around  them  and  think,  does  my  job  depend  on  exports 
or  does  my  company  want  to  export  more?  And  do  I  know  neigh- 
bors or  friends  whose  companies  are  involved  with  Mexico  more 
than  they  were  5  years  ago? 

What  evidence  do  I  have  as  an  American  to  see  whether  or  not 
exports,  whether  to  other  countries  or  Mexico,  really  have  made  a 
difference  in  securing  my  job  or  raising  my  standard  of  living?  I  be- 
lieve if  Americans  look  at  the  question  that  way,  they  will  come  to 
the  inescapable  conclusions  that  we  have  to  compete,  that  we  can, 
that  we  can  win  in  global  marketplaces,  and  that  the  NAFTA 
which  will  not  solve  all  of  our  economic  problems,  will  not  solve 
even  all  of  our  problems  with  Mexico,  makes  the  ecomony  substan- 
tially better  off  with  it  than  without  it. 

Mr.  HOAGLAND.  Thank  you,  Mr.  Ambassador. 

Mr.  KOPETSKI  [presiding].  Mr.  Reynolds  may  inquire. 

Mr.  Reynolds.  Thank  you  very  much.  Let  me  say,  I  appreciate 
your  testimony,  it  is  enlightening.  I  have  a  couple  of  quick  ques- 
tions. 

One  was  just  a  clarification  from  the  Secretary  of  Labor.  In  re- 
sponse to  a  previous  question,  you  mentioned  that  once  truckers 
come  this  way,  the  Mexican  truckers,  they  will  receive  the  mini- 
mum wage,  but  that  there  is  nothing  in  the  NAFTA  agreement 
that  has  anj^hing  to  do  with  the  minimum  wage  in  Mexico  itself; 
is  that  correct 

Secretary  Reich.  Every 

Mr.  Reynolds.  When  a  company  goes  to  Mexico,  do  they  have  to 
pay  them  a  certain  minimum  wage? 

Secretary  Reich.  No,  our  laws,  our  minimum  laws  governing  8- 
hour  working  days,  child  labor,  all  of  our  heritage  of  labor  laws, 
apply  to  anybody  who  is  working  in  the  United  States  and  that 
would  include  a  trucker  coming  across  the  border. 

Mr.  Reynolds.  But  in  Mexico,  none  of  those  laws  apply  at  all, 
even  under  NAFTA?  None  of  those  laws  will  apply  under  NAFTA 
in  Mexico? 

Secretary  Reich.  In  Mexico  Mexicans  would  be,  under  NAFTA, 
required  to  adhere  to  their  own  labor  laws.  I  want  to  stress  that 
the  Mexican  labor  laws  on  the  books  are  actually  very,  very  good 
and  very  high. 

The  question  that  we  have  been  addressing  is  the  difference  be- 
tween the  laws  that  are  actually  enforced  and  the  aspirations  that 
Mexico,  Canada,  and  the  United  States  all  have.  Those  aspirations 
are  rather  similar.  What  we  need  to  do  is  raise  the  level  of  enforce- 
ment, ensure  that  all  of  those  aspirations  are  achieved. 

Mr.  Reynolds.  I  hear  you  and  agree  with  you.  My  point  is  that 
an  American  company  moving  to  Mexico  will  not  be  required  to  pay 
a  Mexican  worker  the  American  minimum  wage  under  NAFTA;  is 
that  correct? 

Secretary  Reich.  No. 

Mr.  Reynolds.  OK.  That  was  my  point.  And  the  other  point  on 
the  environment,  we  talked  about — what  happens,  Administrator 
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Browner,  what  happens  if  in  fact  a  company  just  refuses,  simply 
refuses,  the  Mexican  Government,  for  that  matter,  refuses  to  go 
along  with  the  environmental  requirements  in  NAFTA?  What  do 
we  do?  What  does  America  do  or  Canada? 

Ms.  Browner.  In  the  environmental  side  agreement,  if  a — if  the 
Mexican  Gk)vemment  fails  to  enforce  their  environmental  laws, 
then  we  can  raise  a  complaint  within  the  council,  which  is  made 
up  of  the  EPA  administrator,  counterpart  from  Mexico,  the  counter- 
part from  Canada.  We  can  raise  the  complaint. 

There  is  a  consultation.  If  we  are  not  able  to  resolve  the  com- 
plaint in  the  consultation,  we  then  move  into  a  dispute  settlement 
mechanism,  and  ultimately  sanctions  can  be  imposed.  There  is  a 
monetary  fine  and  then  sanctions. 

What  is  also  to  be  noted,  is  that  a  citizen  of  any  country  can 
raise  the  complaint.  And  that  can  trigger  an  investigation  by  the 
secretariat  to  see  if  Mexico  is  failing  to  enforce  its  environmental 
law.  So  this  is  not  just  a  government  access  process,  but  rather  citi- 
zens have  been  given  access  also. 

Mr.  Reynolds.  My  next  and  last  question  is  there  has  been  a  lot 
of  discussion  about  the  notion  that  many  American  companies  are 
going  to  leave  America  and  go  down  to  Mexico.  And  there  has  been 
a  history. 

I  was  recently  debating  a  company  spokesperson  in  Chicago 
about  this  issue.  They  mentioned  that  they  had  been  in  Mexico  20 
years,  and  other  companies  had  been  there  10,  15  years.  Do  we 
have  any  studies  over  at  the  White  House  or  other  agencies  that 
would  tell  us,  give  us  an  example  of  a  company  that  closed  in  1980 
or  closed  the  plant  in  Illinois  in  1980,  went  to  Mexico,  200  people 
lost  their  job,  250  people  lost  their  job,  and  then  they  went  to  Mex- 
ico, that  shows  us  what  happened  to  that  250  people?  Were  they 
retrained?  Do  they  have  new  jobs?  Are  they  happy  today?  Are  they 
gainfully  employed?  And  what  role  did  that  American  company 
have  in  all  of  those  processes? 

Secretary  Reich.  Congressman,  can  I  say  we  do  have  a  number 
of  studies  that  address  the  steady  decline  of  the  number  of  people 
involved  in  American  manufacturing  over  the  past  15  or  20  years. 
Now  that  decline  has  had  very  little  to  do  with  Mexico. 

It  has  much  more  to  do  with  either  the  movement  of  jobs  to  else- 
where around  the  world,  lower  wages  than  even  Mexico,  or  it  has 
had  to  do  with  technological  changes,  which  have  automated  a  lot 
of  factories.  Those  people  who  have  lost  factory  jobs  on  average 
have  had  to  settle  for  lower  wages.  We  don't  have  a  training  pro- 
gram in  this  country  that  is  set  up  to  provide  that  kind  of  dis- 
located worker  with  easy  access  to  training  and  new  jobs,  which  is 
one  thing  that  we  are  talking  about  here,  setting  up  a  comprehen- 
sive dislocated  worker  program  that  will  be  a  cushion  not  only  for 
any  NAFTA,  potentially  NAFTA-impacted  worker,  but  for  defense 
downsizing,  for  corporate  downsizing,  for  international  trade  of  all 
sorts,  for  all  kinds  of  technological  obsolescence  that  many  workers 
are  now  feeling. 

The  average  American  worker  is  going  to  change  jobs  six,  seven, 
eight  times  in  a  career,  completely  new  jobs,  and  we  are  not  yet 
set  up  to  deal  with  that  fundamental  structural  tension  in  our 
economy. 
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Mr.  Reynolds.  Just  real  quick,  if  I  could.  You  must  agree 
though,  Mr.  Secretary,  that  if  we  did  in  fact  have  such  a  study  that 
we  could  just  lay  our  hands  on,  it  would  make  it  a  lot  easier,  a 
study  that  would  show  a  company  closing  and  what  happened  to 
their  workers  and  how  they  have  gotten  involved  in  the  lives  of 
their  workers  and  helped  them  as  far  as  finding  jobs  and  keeping 
a  job.  I  haven't  seen  that,  and  I 

Ambassabor  Kantor.  Mr.  Reynolds,  what  we  can  get  to  you 
which  is  interesting,  is  an  indirect  way  of  answering  your  question. 
We  have  no  studies  following  the  individuals,  because  prior  admin- 
istrations didn't  do  them.  Therefore,  we  don't  have  those  available. 
We  do  have  studies  though  that  will  show  you  companies  that 
moved  to  Mexico  that  moved  back  to  the  United  States.  Companies 
that  moved  operations,  like  Atlanta  Saw,  to  Mexico,  and  moved 
them  out  because  NAFTA  is  coming.  Tariffs  have  gone  down  and 
therefore  he  can  now  operate  from  the  United  States  and  export 
into  Mexico. 

We  have  seen  in  your  State  alone  exports  go  up  384.7  percent 
over  the  last  5  years.  We  have  seen  employment  increase  up  to 
20,000  jobs  in  Illinois  directly  related  to  exports  alone.  And  that  is 
significant. 

We  have  seen,  of  course,  400,000  jobs  created  in  the  country  over 
the  last  5  years  directly  related  to  exports  to  Mexico.  Those  are  real 
people,  real  jobs.  The  jobs  have  paid  12  to  17  percent  more  than 
the  average  jobs  in  our  economy,  something  that  Secretary  Reich 
has  promoted  which  is  high-wage  jobs.  So  I  think  that  indirectly 
addresses  some  of  your  question  at  least. 

Mr.  Reynolds.  Thank  you,  Mr.  Chairman. 

Chairman  ROSTENKOWSKI.  Mr.  Camp. 

Mr.  Camp.  Thank  you,  Mr.  Chairman. 

Mr.  Ambassador,  NAFTA  immediately  removes  tariffs  on  major 
home  appliances  imported  from  Mexico,  but  allows  Mexico  a  full 
decade  to  phase  out  its  high  20-percent  tariffs  on  major  American 
manufactured  appliances.  As  you  pointed  out  to  Mr.  Gibbons  in  re- 
sponse to  his  question  on  small  appliances,  NAFTA  provides  for  the 
acceleration  of  tariffs  if  both  parties  agree.  Can  you  tell  me  what 
the  status  of  major  home  appliances  is  with  regard  to  the  acceler- 
ated reduction  in  tariff  rates? 

Ambassador  Kantor.  Yes,  sir.  We  have  had  discussions  with  the 
industry  on  that  question,  both  with  small  appliances  and  major 
appliances.  We  have  talked  about  the  acceleration  provision  and 
how  it  might  work  in  terms  of  the  negotiation  with  Mexico  upon 
the  effective  date  of  the  NAFTA.  And  we  are  continuing  those  dis- 
cussions and  we  believe  there  is  some  room  for  progress. 

Mr.  Camp.  Thank  you.  Along  the  same  lines  with  regard  to  the 
flat  glass  industry,  there  is  a  gross  disparity  in  the  flat  glass  duties 
between  Mexico  and  the  United  States.  And  again,  isn't  it  possible 
to  get  a  commitment  to  accelerate  the  duty  reduction  from  the 
Mexican  Government  before  the  agreement  is  implemented? 

Ambassador  Kantor.  Without — and  I  know  you  will  respect  this, 
without  negotiating  in  public,  which  is  very  difficult  to  do,  as  you 
know,  let  me  indicate  these  discussions  have  taken  place.  We  con- 
tinue to  do  so.  We  would  hope  by  the  time  the  Congress  has  fin- 
ished  its   nonmarkup   process  to  have  reached   some  agreement 
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which  would  be  satisfactory  to  the  industries  involved,  with  regard 
to  accelerating  the  reduction  of  tariffs. 

It  is  in  our  interest  as  a  country,  not  only  the  two  industries  you 
mentioned  but  in  some  others,  to  lower  those  tariffs  to  increase  the 
rate  of  exports  in  order  to  keep  jobs  here  and  we  are  certainly  in- 
tent on  doing  that.  Now,  obviously,  there  is  another  consenting  ne- 
gotiating adult  involved  and  that  is  the  Mexican  Government  and 
we  are  working  with  them  now  on  this  question. 

Mr.  Camp.  I  have  one  final  area,  Mr.  Ambassador.  The  sugar 
beet  industry  has  a  significant  presence  in  the  State  of  Michigan. 
And  for  months  we  have  been  anxiously  awaiting  word  on  the  defi- 
nition of  the  term  "sweetener." 

My  question  involves  an  answer  you  gave  before  the  Agriculture 
Committee  to  Congressman  Tom  Lewis  during  your  appearance  in 
March.  In  response  to  his  question  addressing  the  sugar  issue  on 
a  side  agreement,  you  stated:  It  is  certainly  on  the  front  burner  as 
far  as  we  are  concerned  in  all  of  those  ways  because  of  the  current 
situation  and  because  of  protections  and  because  of  what  I  think 
we  can  do  with  these  supplemental  agreements.  I  believe  we  can 
address  your  issues  effectively.  We  certainly  mean  to  do  so — there 
is  a  great  deal  of  concern  in  Michigan  and  in  my  district  about  the 
definition  of  sweetener.  Why  is  com  sweetener  considered  an  in- 
dustrial use  item  in  NAFTA  if  it  is  commonly  and  frequently  used 
in  foods  and  agricultural  products? 

Ambassador  Kantor.  The  question  you  are  raising  is  obviously 
a  good  one  and  it  is  an  important  one  and  it  goes  to  the  potential 
substitution  of  HFCS  for  sugar  and  therefore  increasing  the  likeli- 
hood that  you  could  have  a  net  reduction  from  Mexico,  therefore  al- 
lowing more  exports  into  the  United  States.  We  obviously  are  pay- 
ing close  attention  to  that. 

We  believe  there  are  ways  to  address  that  question.  As  you  know 
under  the  agreement  both  Mexico  and  the  United  States  must 
agree  as  to  what  a  net  production  figure  is.  Once  that  is  reached, 
even  with  the  formulas  that  are  set  out  I  think  in  chapter  7.  I  can 
be  disabused  of  that,  but  I  think  it  is  chapter  7. 

As  we  look  at  that,  we  have  our  own  definition  as  far  as  we  are 
concerned  and  we  do  not  believe  it  is  in  the  best  interest  of  this 
agreement  that  HFCS  should  be  excluded  from  that  definition.  In 
other  words,  if  it  were  included  in  the  formula,  then  of  course  if 
it  was  substituted,  it  would  be  like  sugar  itself,  it  would  not  lead 
to  a  net  production. 

As  you  know,  during  the  first  6  years,  Mexico  is  limited  to  25,000 
tons  a  year,  I  think  my  figures  are  correct.  After  that,  they  have 
to  reach  a  net  production  total,  although  during  the  first  years  they 
could  be  defined  as  being  a  net  producer,  therefore  ^ter  the  6 
years  they  could  be  able  to  export  more  into  the  United  States.  We 
believe,  given  our  reading  of  the  NAFTA,  that  we  can  act  in  the 
statement  of  administrative  action  for  the  implementation  legisla- 
tion to  address  the  problem  you  are  raising. 

Mr.  Camp.  Thank  you  very  much  for  those  answers. 

Chairman  RoSTE^fKOWSKI.  Mr.  Levin. 

Mr.  Levin.  Thank  you,  Mr.  Chairman.  I  think  we  all  welcome 
this  chance  for  a  good  debate.  These  issues  warrant  it.  There  are 
now  well  over  400,000  workers  in  maquiladora  plants.  These  are 
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basically  modem  plants.  They  may  be  and  are  polluting,  but  when 
one  goes  there  one  is  struck  how  up-to-date  most  of  them  are  in 
terms  of,  the  overall  nature  of  them.  Why — and  these  are  basically 
foreign-owned — why  did  those  plants  go  there? 

Ambassador  Kantor.  I  believe  that  since  1965  they  went  there 
for  a  number  of  reasons.  One,  to  avoid  high  tariffs,  which  Mexico 
had  at  that  time.  As  you  know  tariffs  were  100  percent,  and  the 
nontariff  barriers  which  forced  companies  to  operate  in  Mexico  if 
they  wanted  to  do  business  there,  along  with  certain  kinds  of  ex- 
port requirements,  especially  in  the  automobile  industry  which  you 
are  well  aware  of,  Mr.  Levin. 

Mr.  Levin.  We  will  have  some  conversation,  if  you  don't  mind. 
Most  of  the  goods  come  back  to  the  United  States. 

Ambassador  Kantor.  Yes;  because  they  were  given  trade  pref- 
erences bringing  in  U.S.  component  parts  to  avoid  the  high  tariffs. 
Then  they  would  assemble  them  into  components  or  into  goods  and 
ship  back  to  the  United  States.  As  you  know,  they  cannot  ship 
them  into  the  interior  under  the  law.  This  is  phased  out,  as  you 
know. 

Mr.  Levin.  I  understand. 

Ambassador  Kantor.  Well,  if  I  could  just  finish. 

Mr.  Levin.  Wasn't  wages  a  considerable  factor? 

Ambassador  Kantor.  Sure,  wages  were  a  factor.  High  tariffs 
were  a  factor.  Nontariff  barriers  were  a  factor  and  trade  pref- 
erences were  a  factor,  and  the  fact  that  of  course  environmental 
labor  laws  weren't  enforced  were  a  factor,  all  of  which  contributed 
to  this  influx. 

But  let's  make  sure,  and  I  know  you  want  to  because  we  have 
had  very  good  discussions  about  this,  1,000  of  the  2,000  companies, 
substantially  U.S.-owned,  the  other  1,000  are  not.  So  about  half  the 
workers  are  not  due  to  U.S.  flight,  just  so  we  understand. 

Mr.  Levin.  They  are  foreign-owned,  but  they  may  be  Japanese- 
owned  or  other  countries. 

Ambassador  Kantor.  They  may  be.  By  the  way 

Mr.  Levin.  They  come  back  here,  don't  they,  mostly?  What  per- 
centage of  the  goods  made  in  maquiladora  plants  come  back — come 
to  the  United  States? 

Ambassador  Kantor.  Those  given  trade  preferences  and  are 
made  into  finished  goods  from  U.S.  component  parts  all  come  back 
into  this  country.  That  was  the  reason  they  moved  there  and  that 
is  the  reason  that  that  program  was  such  a  failure,  and  that  is 
what  the  NAFTA  changes. 

Mr.  Levin.  But  weren't  wages  in  most  cases  a  major  factor  why 
those  companies  moved  to  Mexico? 

Ambassador  Kantor.  Frankly,  I  would  like  Secretary  Reich  to 
answer.  Let  me  just 

Mr.  Levin.  Let  me  just  give  you  the  answer  given  to  me  by  a 
Mexican  manager  or  perhaps  a  Mexican-American,  I  am  not  sure, 
manager  of  the  Sanyo  plant,  in  Matamoros,  or  was  it  Tijuana?  I 
was  in  both  places. 

He  said,  if  there  is  any  real  labor  intensity,  and  you  have  over 
500  workers,  the  wage  differential  if  they  were  making  $1.25  in 
that  plant  would  militate  in  favor  of  moving  to  Mexico.  Now  this 
was  his  answer  somewhat  off  guard,  but  honest. 
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And  what  concerns  me  is  that  there  is  an  effort  I  think  by  some 
who  support  this  agreement  to  understate  the  role  of  wage  differen- 
tials in  decisions.  I  never  said  they  are  the  only  ones.  Do  you  know 
the  productivity  in  the  maquiladora  plants?  Are  they — how  do  they 
relate  in  relationship  to  productivity? 

Ambassador  Kantor.  All  I  know  is  that  on  average  United 
States  workers  are  five  to  six  times  more  productive  than  their 
Mexican  counterparts. 

Mr.  Levin.  That  was  in  the  maquiladora 

Ambassador  Kantor.  In  fact,  it  costs  more  to  produce  a  car  in 
Mexico  than  it  does  in  Detroit;  $8,700  to  $9,100  was  the  study  in 
the  Washington  Post. 

Mr.  Levin.  I  saw  that,  and  there  will  be  an  analysis  made  of  that 
included  in  my  testimony  tomorrow.  I  just  want  you  to  know  that 
those  figures  are  all  wet.  They  are  all  wet.  They  talk  about  ship- 
ping costs,  $1,000  in  Mexico,  $3,000  in  the  United  States.  What 
they  do  is  to  assume  that  you  are  shipping  from  Mexico  to  Boston. 
They  exaggerate  the  shipping  costs  immensely. 

In  terms  of  the  part  component  costs,  the  figures  claim  that  they 
are  more  expensive  in  Mexico  than  in  the  United  States.  They  as- 
sume, from  what  we  can  tell,  that  all  the  parts  used  in  the  assem- 
blage in  Mexico  came  from  the  United  States,  when  one  of  the 
major  dynamics  of  all  this,  and  we  saw  this  when  foreign  plants 
came  to  the  United  States,  the  suppliers  followed  the  assemblers. 
So  there  is  such  an  effort  here  to  minimize  the  significance  of  labor. 

It  said  in  the  same  article  labor  is  8  percent  versus  2  percent. 
That  does  not  take  into  account  the  labor  in  the  parts.  Why  not 
simply  acknowledge  that  the  maquiladora  phenomenon,  in  part,  in 
considerable  part,  involves  the  differential  in  labor  costs;  that  in 
those  plants,  in  many  of  them,  productivity  is  as  high  as  the  Unit- 
ed States,  like  it  is  in  the  Ford  plant  in  Hermosillo?  Why  not  ac- 
knowledge that? 

Ambassador  Kantor.  I  did,  in  fact,  and  I  said  it  was  part  of  it. 
But  what  is  fascinating  to  me,  some,  not  you,  who  oppose  this 
agreement,  won't  acknowledge  the  fact  that  the  maquiladora  pro- 
gram, high  tariffs,  high  tariff  barriers,  nonenforcement  of  laws,  the 
trade  agreement  we  have  now  with  Mexico  has  not  worked  for  the 
benefit  of  American  workers,  and  that  this  agreement  we  have  put 
before  you  today  is  so  much  better,  substantially  better,  than  the 
situation  we  have  today.  And  if  we  reject  this,  the  outflow  from 
that  rejection  is  unthinkable  in  terms  of  not  only  foreign  policy  but 
our  economy  as  well. 

Mr.  Levin.  I  think  the  chairman  is  indicating  my  time  is  up.  I 
wanted  to  also  talk  about  your  analysis  of  wage  increases  in  Mexico 
because  I  really  think  they  are  in  dollar  terms,  not  peso  terms,  and 
they  are  grossly  exaggerated.  But  that  will  have  to  come  another 
time.  Thank  you,  Mr.  Chairman. 

Chairman  ROSTENKOWSKI.  Mr.  Rangel  will  inquire. 

Mr.  Rangel.  Well,  I  agree  with  you,  I  think  it  is  a  good  agree- 
ment and  I  think  it  is  good  for  the  country  and  the  hemisphere, 
and  I  think  that  you  pointed  out  there  is  going  to  be  some  pain, 
and  that  pain  is  going  to  be  felt  by  low  skilled,  low  paid  people  but 
that  somehow  you  will  take  care  of  that  pain  with  some  type  of  pro- 
gram. 


75 

I  don't  think  there  is  any  question  in  the  long  run  that  this 
would  be  good  for  the  country.  My  major  problem  is  that  if  we  are 
going  to  be  competitive,  and  I  think.  Secretary  Reich,  you  pointed 
it  out,  we  are  going  to  have  to  be  productive.  And  there  is  so  much 
of  our  society,  with  or  without  NAFTA,  that  we  have  just  com- 
pletely ignored  that  it  is  kind  of  hard  for  me  to  say  that,  yes,  there 
is  going  to  be  minor  adjustment,  but  in  the  long  run  we  are  going 
to  have  many  more  jobs,  high-technology  jobs,  really,  at  higher  pay, 
when  I  have  not  seen  really  anything  that  deals  with  keeping  our 
kids  in  school,  getting  them  an  education,  having  an  effective  drug 
program,  taking  a  look  at  the  homeless. 

Last  week,  this  big  report  said  the  number  of  people  in  our  coun- 
try that  are  illiterate  and  unproductive,  and  the  most  important 
thing,  which  of  course  is  unpopular,  is  the  over  1  million  people  we 
keep  in  jail  at  a  cost  of  $40  billion  a  year.  It  just  seems  to  me  that 
if  we  are  just  going  to  focus  on  those  people  that  are  low  technology 
and  low  pay  and  see  the  great  productivity  that  is  lost  and  the  man 
and  woman  power  of  this  great  Nation,  that  it  is  very  difficult  to 
say  that  we  will  take  care  of  this  in  the  short  run  and  just  see  how 
the  Nation  completely  dismissed  the  much  larger  problem  as  we 
have  with  kids  that  really  have  no  hope  at  all  for  the  future. 

When  you  talk  about  jobs,  they  know  you  are  not  talking  about 
them  because  they  are  unemployable.  So  it  is  with  a  heavy  heart 
that  no  matter  what  we  are  talking  about,  whether  it  is  drugs, 
whether  emplo)rment,  whether  opportunities  with  foreign  countries, 
and  with  the  wonderful  program.  Secretary  Reich,  that  you  and  the 
President  presented  before  the  Senate,  we  don't  respond  to  these 
things  with  the  same  intensity  as  we  do  to  floods  or  conspiracies 
against  the  President  or  what  I  consider  really  to  be  a  national  cri- 
sis, I  mean  I  really  think  it  is  explosive. 

I  think  the  same  way  we  fear  what  happens  if  the  Russians  don't 
have  hope,  that  we  should  think  about  our  cities  and  say  that  is 
what  we  are  going  to  have  to  fear  in  the  future.  I  don't  see  any 
hope  in  the  administration  where  this  can  be  dealt  with  as  we  con- 
centrate on  reducing  the  deficit,  which  I  think  would  help  to  reduce 
the  deficit  as  well. 

Secretary  Reich.  Congressman,  I  couldn't  agree  with  you  more. 
The  big  news  this  week  and  last  week  with  regard  to  American 
jobs  and  the  future  of  American  jobs  is  not  NAFTA,  it  is  the  report 
that  came  out  about  American  illiteracy;  that  something  like  90 
million  adult  Americans  are  functionally  illiterate.  That  is  what  we 
have  to  worry  about. 

Modem  plant  and  equipment  are  now  going  everywhere  around 
the  world.  We  cannot  stop  them.  Technology  is  going  everywhere 
around  the  world.  Money  is  now  global.  The  one  resource  we  have 
that  is  relatively  immobile  on  which  our  future  uniquely  depends 
is  our  people;  their  capacity  to  be  productive  and  skilled  and  edu- 
cated and  work  together  constructively  between  labor  and  manage- 
ment. That  is  us.  That  is  us.  That  is  where  this  begins  and  ends. 

Mr.  Rangel.  Exactly. 

Secretary  Reich.  I  wanted  to  just  point  up,  I  found  a  book  a  cou- 
ple of  years  ago,  it  was  published  in  1888.  It  is  called  "Which:  Pro- 
tection or  Free  Trade?"  It  has  in  it  every  argument  that  we  are 
hearing  about  NAFTA  and,  indeed,  every  argument  we  have  heard 
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for  over  100  years  about  the  perils  and  the  benefits  of  free  trade 
versus  protecting  markets.  Luckily,  the  free  traders  have  won. 

Mr.  Rangel.  I  didn't  argue  against  NAFTA,  I  argued  against 

Secretary  Reich.  No,  no,  absolutely.  But  let  me  point  out  the  one 
reason  that  our  productivity  and  our  society  continues  to  gain  from 
free  trade,  and  has  over  the  last  100  years,  is  our  educational  sys- 
tem, our  development  of  skills,  our  infrastructure,  our  capacity  to 
be  productive,  and  that  is  at  the  core  of  the  debate  or  should  be. 

Mr.  Rangel.  And  drugs,  which  half  of  it  comes  across  the  Mexi- 
can border.  I  just  don't  see,  when  you  are  talking  about  jobs,  that 
many  Americans  really  are  going  to  have  the  opportunity  really  to 
take  advantage  of  what  I  know  is  going  to  be  one  heck  of  a  lot  of 
opportunity  for  a  lot  of  Americans,  and  I  support  that. 

Secretary  Reich.  If  we  are  competing  with  low  wage  workers 
from  around  the  world,  and  that  is  our  major  source  of  competition, 
that  is  a  race  to  the  bottom.  We  should  be  competing  with  Ger- 
many, where  the  wages  are  60  percent  higher. 

Mr.  Rangel.  Mr.  Secretary,  you  are  missing  my  point.  You  argue 
well,  and  I  don't  say  that  if  we  don't  do  anything  we  will  lose  those 
jobs  anyway.  So  I  don't  argue  with  you.  But  I  just  don't  like  it  that 
we  even  take  that,  without  NAFTA,  lying  down,  and  knowing  how 
we  can  spend  so  much  money  to  keep  people  in  jail,  spend  so  much 
money  on  drug  rehabilitation,  and  don't  put  an  investment  in  peo- 
ple, in  education,  and  training  so  that  they  will  be  ready  for  the 
challenges  that  face  our  great  Nation. 

Secretary  Reich.  I  completely  agree.  You  are  preaching  to  the 
choir  here.  And  let  me  say  with  regard  to  potential  dislocations 
from  military  conversion  or  NAFTA,  international  trade,  whatever, 
not  only  is  the  Clinton  administration  developing  plans  from  school 
to  work  transition  programs  for  young  people  that  may  not  go  on 
to  college,  low  cost  college  loans,  improving  high  schools,  but  we 
are  also  presenting  specifically  with  these  kinds  of  dislocations  in 
mind,  should  there  be  any,  a  comprehensive  program,  regardless  of 
why  you  might  have  lost  your  job,  to  help  you  get  a  new  and  better 
job.  Retraining. 

Mr.  Rangel.  I  wish  that  was  a  package,  but 

Ambassador  Kantor.  Mr.  Chairman,  if  I  might,  just  make  one 
very  short  comment;  that  it  is  estimated  by  even  the  opponents, 
Economic  Policy  Institute,  of  this  agreement,  that  NAFTA  will 
stem  immigration  by  1.6  to  1.8  million  people,  and  that  it  will  cre- 
ate even  more  jobs  and  higher  paying  jobs  as  a  result  of  that  down- 
ward pressure  of  fewer  people,  especially  for  low-income  workers. 

So  NAFTA  also  has  that  benefit.  I  wanted  to  make  that  point. 

Mr.  KOPETSKI  [presiding].  Thank  you.  Mr.  McCrery  may  inquire 
as  soon  as  he  gets  to  his  work  station.  He  just  came  back  from  a 
vote.  Mr.  McCrery. 

Mr.  McCrery.  Thank  you,  Mr.  Chairman. 

First,  I  want  to  compliment  the  panel  for  what  I  consider  to  be 
some  of  the  best  testimony  I  have  heard  in  this  committee.  I  didn't 
have  a  chance  to  read  your  prepared  remarks,  but  in  each  case 
your  summaries  were  excellent,  I  thought,  and  Ambassador  Kantor 
summarized  the  cogent  reasons  for  supporting  this  agreement,  I 
think,  very,  very  well.  So  thank  you  for  coming  before  us  today. 
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I  want  to  get  into  these  studies  just  a  little  bit.  Twenty-three  of 
twenty-four  studies  have  concluded  that  there  will  be  net  job  gains 
in  the  United  States.  Are  those  Government  studies  or  private 
studies? 

Ambassador  Kantor.  They  are  all  private  studies  done  by  inde- 
pendent agencies,  a  few  of  which  have  come  out  on  one  side  or  the 
other  on  NAFTA,  and  of  course  there  is  a  wide  range  of  results,  as 
I  have  found  working  with  economists.  But  on  one  thing  they  all 
agree  and  that  is  where  these  300  economists  who  have  endorsed 
NAFTA,  including  the  12  Nobel  laureates,  and  stretching  from  Mil- 
ton Friedman  to  Mr.  Tobin — I  think  that  is  a  wide  stretch. 

Secretary  Reich.  That  is  a  wide  stretch. 

Ambassador  Kantor.  As  far  as  you  can  go — have  indicated  there 
will  be  a  net  gain  not  only  in  jobs,  up  to  2.2  million  jobs  in  one 
study,  but  also  a  tremendous  gain  in  our  overall  economy  as  well. 

Let  me  say  again,  because  we  are  trying  to  be  careful  and  have 
a  reasoned  debate,  that  this  will  not  solve  all  of  our  economic  prob- 
lems. It  is  part  of  an  overall  approach  by  this  administration,  work- 
ing with  the  Congress,  to  lower  the  deficit,  invest  in  people,  create 
more  capital,  do  something  about  this  health  care  system,  which 
we  must  do,  reform  it,  lower  the  cost,  cover  the  American  people, 
reinvent  government,  do  something  about  oilr  welfare  system  and 
reemploy  our  people,  and  then  open  these  markets  with  NAFTA 
and  the  Uruguay  round. 

That  is  a  package  I  think  that  crosses  party  and  ideological  lines 
and  means  real  jobs  for  Americans. 

Mr.  McCrery.  Who  did  the  one  study  that  concluded  that  we 
would  have  a  net  loss  of  jobs? 

Ambassador  Kantor.  If  I  am  not  mistaken,  it  is  the  Economic 
Policy  Institute.  And  they,  of  course,  are  opposed  to  this  agreement. 
I  am  not  saying  it  was  not  professionally  done.  They  are  thorough 
professionals.  The  head  of  EPI,  I  think,  is  Jeff  Faux,  who  is  a  very 
adroit,  able,  and  bright  person. 

You  can  look  at  this  in  1  million  different  ways.  The  weight  of 
evidence,  though,  is  not  on  that  side. 

Mr.  McCrery.  OK,  thank  you. 

Ambassador  Kantor.  Let  me  say,  I  would  add  factually,  of 
course,  it  is  much  more  dramatic  over  the  last  5  years  where  we 
have  begun  to  do  what  the  NAFTA  does,  lower  tariff  and  nontariff 
barriers.  We  have  grown  jobs  dramatically  in  the  country.  About 
425,000. 

Mr.  McCrery.  Yes,  sir.  I  have  been  here  for  all  of  your  testimony 
and  all  of  your  responses,  so  I  am  familiar  with  those  statistics. 

What  about  the  quality  of  jobs?  Any  comments  on  the  quality  of 
jobs  that  would  be  created;  the  net  jobs? 

Secretary  Reich.  Congressman,  we  know  that  with  regard  to  the 
exports  being  created  all  across  America,  particularly  since  1988, 
1987,  that  those  export  jobs  have  on  average  been  better,  higher 
quality  jobs,  better  paying  jobs  than  other  jobs  in  the  American 
economy.  That  has  been  the  general  pattern,  in  any  event,  with  re- 
gard to  export  jobs. 

Export  jobs  tend  to  be  better  paying.  They  are  more  likely  than 
not  to  be  manufacturing  jobs.  They  are  more  likely  than  not  to  be 
jobs  involving  some  skills,  and,  therefore,  they  are  likely  to  be  bet- 
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ter  paying  jobs.  That  is  the  pattern  that  has  held  true  with  regard 
to  the  exports  to  Mexico. 

Mr.  McCrery.  Thank  you. 

Now,  we  have  talked  a  lot  today  about  the  short-term  effects  of 
this  agreement,  and  I  agree,  I  think  the  evidence  is  on  the  side  of 
short-term  gains  for  the  United  States  and  Mexico.  But  let  us  talk 
long  term. 

You  have  alluded  to  it  a  couple  of  times  today  but  let  us  talk 
about  it  just  a  minute.  Look  into  the  next  century.  I  see  a  Euro- 
pean trading  bloc  forming;  an  Asian  trading  bloc  forming.  If  the 
United  States  wants  to  have  in  the  world  marketplace  the  same  le- 
verage that  we  have  enjoyed  in  our  lifetimes,  is  it  necessary  for  us 
to  join  with  other  nations  to  form  a  trading  bloc  to  exert  that  influ- 
ence, or  could  we  just  go  it  alone  and  still  have  the  same  influence 
we  have  enjoyed? 

Ambassador  Kantor.  Without  engaging  in  too  much  rhetorical 
flourish,  we  are  no  longer  number  one.  We  are  the  second  largest 
market  in  the  world.  The  European  Community  is  the  largest. 
NAFTA  would  make  us  the  largest  again  and  create  the  kind  of 
economies  of  scale  and  capital  formation  and  markets  that  we  need 
for  our  workers  to  increase  our  jobs,  obviously,  with  the  hope  that 
we  could,  then,  dock  other  South  American  and  Central  American 
nations. 

We  would  continue  to  grow  the  largest  market  in  the  world  and, 
of  course,  take  advantage  of  the  second  fastest  growing  region  of 
the  world,  which  is  the  400  million  people  who  live  south  of  the  Rio 
Grande.  So  I  agree  it  is  a  very  important  point  and,  frankly,  as  I 
said  before,  I  think  we  should  be  as  candid  with  the  Congress  as 
we  possibly  can  without  being  abusive. 

The  fact  is,  if  we  don't  take  advantage  of  those  markets  and  don't 
reach  this  agreement,  somebody  else  will. 

Mr.  McCrery.  Thank  you  very  much. 

Mr.  KOPETSKI.  Mr.  Jefferson  will  inquire. 

Mr.  Jefferson.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Ambassador,  Mr.  Secretary,  Madam  Administrator,  I  want  to 
echo  the  comments  of  my  colleague  from  Louisiana,  albeit  from  an- 
other party,  that  all  your  testimony  today  was  excellent,  and  I  es- 
pecially did  want  to  let  you  know,  Mr.  Secretary  Reich,  it  did  not 
go  unnoticed,  your  reference  to  a  parochial  producer  that  might  ap- 
peal to  this  Member  and  perhaps  to  the  other  Member  from  Louisi- 
ana, which  I  thought  was  deftly  done,  but  I  do  want  to  ask  two 
questions  that  might  help  me  some  about  this  agreement. 

On  sugar.  In  my  State,  as  you  know,  we  have  a  large  number 
of  sugar  producers  who  are  very  concerned  about  the  possibility  of 
import  surges  after  NAFTA,  and  although  there  is  a  15-year  period 
there  is  also  an  opening  here  that  says  after  6  years  if  there  is  a 
surplus  and  something  else  happens,  that  is  what  our  producers 
have  a  great  fear  of. 

I  want  to  ask  you  to  comment,  please,  on  whether  the  assertion 
by  the  sugar  producers  as  to  the  potential  disadvantage  by  this 
agreement  really  is  well  taken;  and  also,  more  specifically,  what 
ought  to  be  the  guidelines  in  determining  whether  the  imports  of 
sugar  constitute  a  substantial  cause  of  or  threaten  serious  injury 
to  U.S.  sugar  producers  as  these  terms  are  used  in  the  agreement? 
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Ambassador  Kantor.  This  is  covered  not  only  under  sections  801 
and  802  of  the  agreement  in  terms  of  safeguarding  against  surges, 
but  also  under  the  side  agreement  we  just  reached  with  Mexico  and 
Canada  on  strengthening  those  surge  provisions. 

Let  me  start  by  saying  right  now,  Mexico  is  not  a  net  producer, 
it  is  a  net  user  of  sugar.  As  you  know,  their  use  of  sugar  is  increas- 
ing faster  than  their  population  growth  and  their  ability  to 
produce.  Second,  there  are  no  wet  corn  millers  in  Mexico.  There- 
fore, they  could  not  produce  HFCS,  that  is  high  fructose  corn 
syrup,  to  substitute  for  sugar,  and  that  is  a  concern.  Of  course,  that 
would  go  into  soft  drinks  and,  therefore,  they  would  become  a  net 
producer  of  sugar. 

We  have  said  today  in  answer  to  another  question,  and  I  will  re- 
peat it,  that  we  are  looking  very  closely  at  the  provision  in  the 
agreement  which  allows  us  to  determine  whether  or  not,  regardless 
of  the  formula  in  Chapter  7,  allowing  Mexico  the  use  of  high  fruc- 
tose com  syrup  would  make  someone  a  net  producer  or  not.  We, 
obviously,  want  to  protect  the  American  sugar  industry  from  any 
unfair  characterization  or  unfair  analysis  of  this  agreement  which 
would  lead  one  to  the  conclusion  that  if  you  substitute  HFCS  for 
sugar  and  then  became  a  net  producer,  you  could  exceed  the  25,000 
tons  a  year  for  the  first  6  years  or  become  a  net  producer  beyond 
that. 

Therefore,  let  me  assure  you,  we  are  working  on  that.  We  are 
working  with  the  industry.  We  believe  through  either  a  statement 
of  administrative  action  or  implementation  legislation  we  can  ad- 
dress this  effectively. 

Mr.  Jefferson.  But  you  have  not  been  able  so  far  to  allay  the 
fears  of  the  producers  whispering  in  my  ear  about  it,  and  I  wish 
that  you  would  make  it  clear  their  fears  are  misplaced  or  there  is 
some  remedy  in  this  mix  for  them  that  they  can  avail  themselves 
of,  because  that  is,  obviously,  for  a  few  Members  from  my  State, 
an  issue  on  which  they  will  decide  or  not  to  vote  for  this  measure. 

Ambassador  Kantor.  You  can  be  assured  we  are  focused  on  that. 

Mr.  Jefferson.  I  want  to  ask  a  question  about  jobs  along  the 
lines  that  Charlie  asked  but  not  quite  the  same  theme.  I  mean,  Mr. 
Charlie  Rangel  from  New  York.  That  is  about  the  distributive  ef- 
fects of  NAFTA  with  respect  to  whether  we  displace  lower  income 
workers. 

There  is  a  theory  that  some  have  argued  that  NAFTA  will  have 
the  effect  of  focusing  on  jobs  in  our  country,  job  creation  here, 
which  are  higher  paying  jobs  to  the  disadvantage  of  lower  paying 
wage  jobs;  that  those  needs  will  be  met  by  Mexican  workers  and 
that  while  there  will  be  job  growth  in  our  country  it  will  take  place 
amongst  people  in  higher  up  sectors. 

Is  there  anything  to  that  or  do  you  think  that  is  just  an  argu- 
ment that  is  bom  out  of  a  misunderstanding  of  the  distributive  ef- 
fect of  this  agreement?  Or  is  there  such  an  effect? 

Ambassador  Kantor.  Well,  the  situation  now  is  one  that  would 
attract  low  paying  jobs  or  industries  with  low  paying  jobs  to  Mex- 
ico. The  change  in  the  rules  would,  in  fact,  grow  jobs  in  industries 
such  as  the  textile  industry,  which  you  know  is  an  industry  that 
has  the  kinds  of  jobs  you  are  talking  about. 
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Also,  even  our  opponents  agree  that  we  will  slow  immigration  by 
1.6  to  1.8  million  people  and,  therefore,  of  course,  that  is  something 
that  has  put  pressure  on  low-income  folks  in  this  country.  Immi- 
gration will  be  stemmed  under  the  NAFTA.  So  even  our  opponents 
agree  with  that.  The  combination  of  the  two,  making  the  rules  fair 
and,  of  course,  being  able  to  compete  with  the  Japanese,  the  Euro- 
peans, I  think  will  increase  jobs  in  almost  every  sector. 

Textiles  are  big  winners,  so  are  autos  and  auto  parts,  but  so  are 
telecommunications  and  agriculture  as  well.  It  is  an  interesting 
across-the-board  win  for  American  industry,  agriculture  and  serv- 
ices, and  that  is  what  has  been  so  fascinating. 

Now,  I  don't  want  to  overstate  the  case.  Again,  it  will  not  solve 
every  economic  problem  we  have.  It  is  not  going  to  get  every  Amer- 
ican a  job  that  needs  a  job,  which  we  need  to  work  on,  and  we 
are — and  Secretary  Reich  has  done  a  magnificent  job  on  that — ^but 
it  does  make  the  situation  substantially  better  than  it  is  today. 

Mr.  KOPETSKI.  Mr.  Lewis  may  inquire. 

Mr.  Lewis.  Thank  you,  Mr.  Chairman. 

Madam  Administrator,  Mr.  Ambassador,  Mr.  Secretary,  thank 
you  for  being  here.  Thank  you  for  your  words  that  stand  in  testi- 
mony. 

I  heard  my  colleagues,  Mr.  Pickle  and  Mr.  Gibbons,  state  that 
down  at  the  White  House  this  morning  you  had  something  that 
amounted  to  a  revival.  It  is  my  understanding  from  growing  up  in 
a  Baptist  church  in  southeast  Alabama,  that  when  you  have  a  re- 
vival you  try  to  reach  out  to  those  that  need  to  be  converted,  to 
bring  those  over.  But,  apparently,  some  of  those  that  are  undecided 
or  some  of  us  that  may  be  leaning  in  another  direction  were  not 
necessarily  invited  to  become  part  of  this  great  revival  that  took 
place  at  the  White  House  this  morning. 

Ambassador  Kantor.  Let  me  say,  Mr.  Lewis,  not  only  were  you 
invited  as  a  great  friend  of  this  President  of  the  United  States,  and 
certainly  every  person  sitting  in  front  of  you  right  now,  but  we 
would  have  loved  to  have  had  you  and  others  there  had  we  only 
been  aware,  and  we  are  now,  that  we  can  convince  you  that  what 
we  are  doing  here  is  in  the  best  interest  of  the  American  workers, 
whether  low  income  or  high  income;  that  what  we  are  doing  is  good 
for  the  country,  and  we  believe  that  it  is. 

There  was  no  exclusion  at  all.  There  were  56  Members  of  Con- 
gress from  both  parties,  there  were  Gk)vernors,  of  course  the  three 
ex-Presidents  and  the  President.  The  room  was  jammed  packed 
and  the  fact  is  there  was  no  exclusion  or  no  offense  intended. 

We  want  to  have  a  revival,  we  want  to  have  a  consensus,  we 
want  to  grow  support  for  this  agreement  and  the  side  agreements 
because  it  is  so  necessary  as  part  of,  just  one  part  of,  the  Presi- 
dent's package  to  reinvigorate  this  economy,  which  we  all  so  des- 
perately want. 

Mr.  Lewis.  I  appreciate  that,  Mr.  Ambassador,  and  I  have  sup- 
ported almost  every  proposal,  every  request  of  this  President,  but 
I  must  tell  you,  I  have  deep  reservation  about  NAFTA.  I  represent 
a  district  where  there  are  hundreds  and  thousands  of  people  that 
are  unemployed.  They  are  blue  collar  workers,  low-skilled  workers, 
and  they  need  jobs. 


81 

And,  Mr.  Secretary,  Secretary  of  Labor,  the  Wall  Street  Journal, 
in  one  of  its  leading  articles,  had  a  stoiy  that  says  that  in  the  lat- 
est recession,  only  blacks  suffer  net  employment  loss.  Firms  added 
whites,  Asians,  and  Hispanics. 

What  is  happening?  What  is  going  to  happen  in  Greorgia,  in  inner 
cities,  when  we  approve  NAFTA,  to  the  jobs  of  the  blue  collar  work- 
ers, low-skilled  workers?  Will  their  jobs  go  off  to  Mexico?  These  are 
minorities.  These  are  people  that  make  up  the  soul  of  the  Demo- 
cratic Party. 

Secretary  Reich.  Congressman,  the  status  quo  right  now,  the 
trend  right  now,  before  NAFTA,  is  that  unskilled  manufacturing 
jobs  are  either  leaving  these  shores  to  places  where  people  are  will- 
ing to  toil  for  far  less  than  blue  collar  wages  or  they  are  being  auto- 
mated at  a  very,  very  rapid  clip.  That  is  pre-NAFTA. 

Now,  what  NAFTA  provides  us,  and  it  wouldn't  only  be  NAFTA, 
it  is  opening  agreements  with  other  nations  as  well,  are  export 
markets  which  could  help  revive  American  manufacturing.  It  is 
simply  wrong  to  assume  there  are  a  finite  number  of  jobs  to  be  par- 
celed out  around  North  America.  Much  of  the  growth  in  American 
manufacturing,  much  of  the  growth  in  jobs  in  this  country  over  the 
past  10  years,  to  the  extent  there  has  been  any  growth  at  all  in 
certain  industries,  has  come  about  because  of  exports. 

Exports  are  driving  a  lot  of  the  growth  in  many  industries,  man- 
ufacturing jobs.  If  we  don't  have  those  exports,  exports  often  to  de- 
veloping nations,  then  we  are  not  going  to  have  any  growth  for 
those  manufacturing  jobs  to  which  you  referred. 

Mr.  Lewis.  Thank  you. 

Madam  Secretary,  can  you  assure  members  of  this  committee  or 
assure  this  Member,  how  do  we  go  about  enforcing  the  side  agree- 
ments as  they  relate  to  the  environment,  environmental  concerns? 

Ms.  Browner.  What  is  unique  about  NAFTA  and  the  side  agree- 
ment is  that  it  is  not  just  a  question  of  what  the  environmental 
laws  of  each  country  are,  but  in  fact  it  goes  to  the  implementation 
of  those  laws. 

There  are  many  mechanisms  available  both  in  terms  of  the  coun- 
cil that  will  be  established,  in  terms  of  the  work  that  we  already 
do  with  Mexico.  Every  2  years  we  enter  into  a  review  of  all  of  Mexi- 
co's environmental  laws.  We  issue  a  report  based  on  that  review. 

I  can  give  you  my  assurances  that  this  is  the  strongest  environ- 
mental agreement  as  it  relates  to  trade,  as  it  relates  to  a  trade 
agreement,  and  that  it  will  give  us  a  real  opportunity  to  make  sure 
that  the  laws  are  enforced  and  to  cooperate. 

I  know  an  issue  that  is  a  concern  to  you  has  been  the  question 
of  environmental  justice  and  specifically  how  that  relates  to  the 
border.  The  border  action  plan  that  we  are  working  with  our  col- 
leagues in  the  Cabinet  on  will  focus  on  environmental  justice  is- 
sues. That  has  never  been  part  of  an  environmental  border  plan  be- 
fore and  we  are  committed  to  including  that. 

Mr.  Lewis.  Thank  you.  Thank  you,  Mr.  Chairman. 

Chairman  RoSTENKOWSKi.  Mr.  Houghton. 

Mr.  Houghton.  I  would  like  to  approach  some  of  the  questions 
which  have  been  raised  here.  First  of  all,  as  far  as  the  flat  glass 
industry  is  concerned,  most  of  the  flat  glass  industry  now  is  done 
by  a  process  called  the  float,  which  was  developed  in  England. 
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Now,  it  has  taken  over,  really,  the  world,  but  prominently  here  in 
the  United  States.  In  1988,  float  exports  to  Mexico  were  $1  million; 
in  1992,  $25  million,  and  they  have  had  a  dramatic  increase  this 
year,  despite  the  20-percent  tariff.  So  I  don't  think  the  flat  glass 
industry  is  in  terrible  trouble. 

As  far  as  the  maquiladora  process  is  concerned,  I  personally  put 
up  plants  in  Mexico  and  know  a  little  bit  about  this.  No  way  does 
anybody  go  to  Mexico  with  a  maquiladora  because  of  the  wage 
rates.  They  don't  want  to  go  to  Mexico  anyway,  primarily  because 
of  the  local  content  problem,  but  they  certainly  don't  want  to  go  to 
Mexico  when  they  are  making  appliances  like  television  sets,  par- 
ticularly from  Japan,  because  if  they  were  smart,  they  would  go  to 
either  Korea  or  Malaysia  to  do  that.  The  reason  they  go  to  Mexico 
and  the  maquiladora,  as  you  so  well  know,  is  because  of  the  lack 
of  trade  restrictions.  That  is  it,  period. 

Another  thing  is  that,  Mr.  Lewis,  don't  feel  too  badly  about  miss- 
ing a  revival  meeting.  I  am  a  Republican  and  I  missed  almost  every 
single  one  when  a  Republican  was  in  the  White  House,  so  it  didn't 
mean  that  I  didn't  vote  for  those  things  which  I  thought  were  right. 

You  know,  one  of  the  things  that — of  course,  it  is  at  the  core  of 
this — is  the  labor  rate  issue.  The  unions  say  we  will  lose  jobs;  most 
businessmen  say  we  will  gain  jobs.  The  question  is  where  does  the 
truth  lie?  Today,  you  have  three  disadvantages.  Labor  is  cheaper, 
tariffs  are  higher  and  you  have  this  super  free  trade  area  called  the 
maquiladora. 

If  I  understand  it,  and  correct  me  if  I  am  wrong,  with  NAFTA, 
the  wage  disparity  shrinks  naturally  because  of  economic  activity; 
second,  tariff  disparity  goes  away;  and,  third,  that  dreaded 
maquiladora  disappears.  And  if  you  don't  believe  that,  you  take  a 
look  at  what  has  happened  in  Canada  before  our  agreement.  We 
had  higher  tariffs;  we  had  big  trade  surpluses  on  their  side.  When 
we  had  the  free-trade  agreement,  eliminated  the  tariffs,  export 
surged.  So  you  not  only  have  the  theory  but  you  also  have  the  prac- 
tice. 

But  let  me  ask  this  one  question.  If  this  is  so  good  for  Mexico, 
would  you  do  this  for  any  country?  Should  there  be  a  world  free- 
trade  agreement  as  well  as  a  North  American  Free-Trade  Agree- 
ment? 

Ambassador  Kantor.  First  of  all,  both  your  examples  and  your 
practical  experience  are  music  I  think  to  all  our  ears  here.  Practical 
experience  speaks  volumes  about  this  agreement. 

No.  2,  we  are  engaged  in  a  Uruguay  round,  which,  in  fact,  in- 
volves 111  countries  attempting  to  lower  tariff  barriers  and  to  ad- 
dress service  issues  as  well  as  agricultural  issues  all  around  the 
world,  right  now.  That  is  not  a  world  free-trade  zone,  of  course,  but 
it  is  moving  toward  a  system  where  we  can  compete  fairly  with 
rules  that  are  the  same  on  both  sides. 

One  of  the  things  that  we  find  whether  dealing  with  Japan,  with 
closed  markets  and  in  very,  very  important  sectors,  or  lack  of  intel- 
lectual property  protection  in  certain  Asian  on  other  countries,  or 
the  failure  of  China  to  open  up,  as  they  have  agreed  to  do,  is  it  af- 
fects adversely  American  workers. 

This  administration  is  committed  to  two  very  simple  propo- 
sitions. We  should  compete.  And  we  can.  And,  two,  we  should  make 
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the  rules  fair;  that  nations  should  react  to  us  and  our  rules  as  we 
do  to  them.  We  have  had  the  largest  open  market  in  the  world 
since  the  Second  World  War.  We  did  it  for  a  good  reason.  It  was 
good  for  the  world  and  it  was  good  for  global  growth.  Now  it  is  time 
for  us  to  continue  to  lead  but  others  must  come  along  and  take  re- 
sponsibility as  well. 

So  I  think  I  am  addressing  your  question  by  saying  we  need  to 
move  toward  better  investment  rules,  lower  tariffs,  lower  nontariff 
barriers,  allow  American  workers  to  compete,  and  we  are  convinced 
in  this  administration  that  if  that  occurs  we  are  the  big  winners. 

Mr.  Houghton.  If  I  can  add  one  comment  that  nobody  has  men- 
tioned directly.  I  believe  in  this  thing  very  deeply.  We  have  to  be- 
lieve in  ourselves.  We  have  better  people,  we  have  better  productiv- 
ity, we  have  better  equipment,  we  have  a  better  economy  of  scale, 
we  have  super  technology.  We  can  adapt  to  anything  as  long  as  it 
is  fair.  And  when  you  have  a  tariff  system  which  is  20  percent  on 
the  one  hand  and  4  percent  on  the  other  coming  down,  if  you  want 
to  put  a  plant  in  Mexico,  put  it  now,  don't  put  it  after  NAFTA. 
Thank  you  very  much. 

Mr.  KOPETSKI  [presiding].  Mr.  Neal  may  inquire. 

Mr.  Neal.  Thank  you,  Mr.  Chairman. 

Madam  Administrator  and  Mr.  Secretary,  Mr.  Ambassador,  I 
would  like  to  address  this  question  to  Ambassador  Kantor.  The 
Congressional  Budget  Office  has  estimated  the  cost  of  lower  tariff 
revenues  to  be  between  $2  and  $3  billion  over  5  years.  It  is  also 
estimated  that  retraining  workers  will  exceed  $1.68  billion  over  the 
five  years  that  has  been  estimated  by  the  Bush  administration. 
Border  cleanup  and  infrastructure  projects  are  estimated  at  $15  to 
$20  billion  over  the  next  decade. 

Several  suggestions  have  been  raised  as  revenue  sources.  In 
which  direction  is  the  administration  heading  and  will  this  agree- 
ment comply  with  the  pay-as-you-go  budget  rules? 

Ambassador  Kantor.  First  of  all,  let  me  just  address  the  border 
infrastructure,  which  is  vastly  overstated  in  that  both  the  NGO's, 
the  environmental  organization,  and  this  administration  believe 
that  in  the  next  10  years  we  will  spend  between  $6  and  $7  billion, 
we  will  be  able  to  address  at  least  the  immediate  problems  of  treat- 
ment and  sewage  and  other  critical  problems  we  face  along  the  bor- 
der, which  are  not  being  addressed  now  without  NAFTA  and  won't 
be  addressed  without  NAFTA.  That  is  No.  1. 

We  have  a  plan  over  the  next  4  to  5  years  where  we  can,  through 
current  programs,  $2  billion;  through  InterAmerican  Development 
Bank  and  the  World  Bank,  and  about  $3  billion  which  is  leveraged 
off  of  a  $400  million  capital  investment  by  Mexico  and  the  United 
States,  50  percent  each,  that  we  can  create  a  $7  to  $8  billion  fund 
to  be  able  to  finance  those  projects,  some  of  which  will  income 
stream  and  will  be  paid  for  by  user  fees  and  some  of  which  will 
have  to  be  supplemented  by  the  funds  I  was  discussing. 

No.  2,  in  terms  of  pay-go  and  the  loss  of  revenues  due  to  tariffs, 
I  understand  the  rules,  and  we  are  going  to  have  to  find  the  money, 
and  we  need  to  cooperate  with  the  Congress  and  we  will. 

Let  me  say,  Mr.  Neal,  and  I  am  sure  you  agree  with  me,  at  least 
I  would  hope  that  you  would,  regardless  of  the  budget  rules,  we  all 
believe  the  economic  activity  created,  the  taxes  payable,  both  cor- 
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porate  and  individual,  as  a  result  of  the  explosion  of  exports  and 
jobs  in  this  country  as  a  result  of  NAFTA,  will  far  exceed  the  tariffs 
lost  over  the  5-  or  10-year  period. 

Now,  I  do  not  understand  the  pay-go  system  as  well  as  Mr.  Pa- 
netta  or  Secretary  Reich  or  Administrator  Browner,  but  under- 
standing it  as  I  do,  we  will  have  to  work  with  you  to  find  the  funds 
to  replenish  the  $225  million  contribution  on  the  infrastructure,  the 
pay-go  in  terms  of  lost  tariffs  and,  of  course,  I  will  let  Secretary 
Reich  speak  to  the  reemployment  program. 

Secretary  Reich.  We  are  now,  as  a  nation,  spending  approxi- 
mately $35  billion  a  year  on  unemployment  insurance.  Over  the 
last  2  years,  with  unemployment  insurance  extensions,  the  Federal 
Government  has  spent  |l2  billion  a  year  merely  extending  unem- 
ployment. Our  hope  and  expectation,  Congressman,  is  to  shift  that 
to  a  reemployment  system  so  that  a  considerable  portion  of  those 
funds,  in  fact  a  much  smaller  amount  of  money  is  spent  not  only 
on  unemployment  insurance  but  in  getting  people  into  new  jobs. 

The  experiments  we  have  undertaken  around  the  country  having 
to  do  with  unemployed  workers,  for  whatever  reason,  not  talking 
NAFTA,  regardless  of  why  people  might  lose  their  jobs  and  need 
to  get  new  jobs,  the  experiments  around  the  country  show  very, 
very  clearly  if  you  identify  people  who  are  likely  to  be  unemployed 
for  a  long  period  of  time  early  enough,  get  them  into  job  search  as- 
sistance, job  counseling,  job  training,  you  can  reduce  dramatically 
the  duration  of  unemployment  and  that  is  what  we  will  do  and  that 
saves  money. 

Mr.  Neal.  Thank  you.  I  have  to  vote.  I  want  to  thank  the  people 
that  came  out  this  afternoon.  Probably  happy  we  have  to  go  vote. 

Mr.  KOPETSKI.  And  when  you  get  down  to  me,  you  know  your  day 
is  almost  over,  at  least  here  on  Capitol  Hill. 

I  come  from  the  State,  Oregon,  where  when  the  tariffs  between 
the  United  States  and  Mexico  went  down,  although  there  still  is 
the  imbalance  in  Mexico's  favor — since  1987,  Oregon's  exports  to 
Mexico,  by  one  report,  has  grown  by  452  percent.  We  have  a  net 
gain  in  terms  of  jobs  as  a  result  of  this.  We  have  lost  some  jobs 
to  Mexico. 

On  the  other  hand,  I  think  such  companies  as  Hewlett-Packard, 
which  is  in  my  district,  they  are  booming  in  Corvallis,  OR,  and 
they  are  booming  in  Mexico  as  well. 

One  of  the  areas  that  we  are  very  competitive  as  a  nation  is  the 
telecommunications  area.  It  is  my  understanding  when  the  tariffs 
came  down  5  years  ago,  prior  to  that  AT&T,  for  example,  could  not 
compete  in  Mexico  because  a  Dutch  company  and  a  Japanese  com- 
pany had  the  market  and  were  able  to  use  the  resources  there  in 
Mexico.  When  the  tariffs  came  down,  AT&T  could. 

Today,  AT&T  is  still  faced  with  a  20-cent  tariff  disadvantage,  if 
you  were  to  ship  something  from  the  United  States  to  Mexico  and 
that  is  one  of  the  reasons  why  they  have  opened  some  plants  down 
there.  I  think  that  makes  it  very  real  to  Americans,  that  if  you  do 
away  with  these  tariffs  there  is  no  need,  therefore,  for  AT&T  or 
any  other  company  to  move  down  there,  and  we  can  be  competitive 
against  the  Japanese  or  the  Dutch  or  anybody  in  the  world. 

I  was  at  the  White  House  this  morning,  very  impressed  with  the 
former  Presidents  and  President  Clinton.  Truly  this  is  a  bipartisan 
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issue  of  national  concern.  I  have  never  seen  in  politics  and  policy 
debate,  and  I  have  been  kicking  around  politics  for  25  years  now, 
such  misinformation,  red  herrings,  distortions  and  prevarications 
than  what  has  come  from  some  of  those  who  oppose  the  NAFTA 
agreement.  I  hope  Americans  will  look  for  the  truth  and  look  for 
the  facts. 

This  is  an  important  debate,  and  I  think  once  they  understand 
the  facts  and  the  issues  involved  here  between  the  United  States 
and  Mexico  and  Canada,  and  also  our  position  in  the  world,  there 
will  be  no  question  that  they  should  be  and  ought  to  be  supporting 
this  and  encouraging  their  Member  of  Congress  to  do  so. 

What  I  thought  I  would  do  is  read  a  list  of,  in  a  Dave  Letterman 
style,  10  statements.  After  I  am  finished,  since  I  have  a  little  bit 
of  time  here,  see  if  you  would  take  issue  with  any  of  those.  Some 
of  my  colleagues  will  be  returning.  So  I  thought  I  would  read  these 
10  statements  and  at  the  end  if  you  have  any  questions  or  want 
to  adjust  the  wording,  if  you  let  me  know. 

One,  if  you  don't  want  to  have  a  system  and  process  for  environ- 
mental cleanup  on  the  United  States-Mexican  border  as  well  as  a 
United  States-Canadian  border  you  should  oppose  NAFTA;  two,  if 
you  don't  want  to  fund  the  United  States  share  of  environmental 
cleanup  on  the  border  between  the  United  States  and  Mexico,  then 
you  should  vote  no  on  NAFTA;  three,  if  you  want  abuse  of  the 
American  intellectual  property  rights  to  continue,  then  you  ought 
to  oppose  NAFTA;  four,  if  you  want  to  continue  the  current  tax  in- 
centives, tax  incentives  for  American  companies  to  move  to  Mexico, 
then  you  should  oppose  NAFTA;  five,  if  you  want  to  encourage 
Japan  to  enter  into  a  bilateral  agreement  with  Mexico,  such  that 
Japan  can  enhance  its  position  economically  in  the  United  States 
to  the  detriment  of  American  workers  and  jobs,  then  you  should  op- 
pose NAFTA;  if  you  don't  want  the  Mexican  worker  to  increase 
wages  based  on  their  productivity,  then  you  should  oppose  NAFTA; 
if  you  want  to  continue  the  rampant  illegal  immigration  of  Mexi- 
cans into  the  United  States,  then  you  should  oppose  NAFTA. 

I  think  I  am  on  No.  8.  If  you  don't  want  a  GATT  agreement,  then 
you  should  oppose  NAFTA;  nine,  if  you  don't  want  the  United 
States  to  be  competitive  against  the  Japanese  and  Europeans  in 
the  long  term,  then  you  should  oppose  NAFTA;  and  10,  the  big- 
gest— for  Briggs  &  Stratton  American  workers,  the  best  action  for 
them  is  to  make  NAFTA  retroactive. 

Ambassador  Kantor.  You  are  true  on  all  of  those.  And  you  have 
gone  to  the  heart  of  the  issue  without  using  the  hyperbole  of  some 
NAFTA  opponents.  We  need  to  get  the  debate  and  the  facts  into 
the  common  reasoned  discourse,  some  of  which  you  went  through, 
in  non-Dave  Letterman  style,  I  would  say. 

I  think  it  is  important  that  we  understand  that  we  are  not  look- 
ing at  a  perfect  world.  It  is  what  we  have  versus  what  we  could 
have  with  NAFTA,  and  that  is  the  choice.  The  choice  here  is  not 
whether  or  not  we  can  have  some  other  agreement  that  might  be 
perfect  and  meet  every  concern  of  every  Member  of  the  House  or 
Senate  or  the  administration.  The  choice  here  is  that  NAFTA  with 
the  supplemental  agreements,  which  are  pathbreaking  in  terms  of 
trade  agreements,  we  have  never  done  this,  as  you  know  Mr. 
Kopetski,  any  trade  agreement,  labor  and  the  environment,  in  ad- 
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dressing  the  problems  we  have  with  Mexico  and  making  it  better 
for  millions  of  Americans. 

Secretary  Reich.  If  I  could  add  one  word.  It  is  unfortunate  in  a 
way  that  a  NAFTA  vote  is  coming  up  now,  this  year,  because  we 
are  just  coming  out  of  a  severe  recession  and  Americans  are  feeling 
very,  very  insecure.  I  don't  know  when  there  was  so  much  job  anxi- 
ety out  there.  And,  unfortunately,  when  posed  with  change,  even 
though  the  change  is  a  positive  change,  change  becomes  very 
threatening  for  people  when  they  feel  anxious  about  their  jobs.  It 
is  easily  exploited. 

Mr.  KOPETSKI.  I  see  that  every  day  in  my  district,  and  my  dis- 
trict, my  State  has  benefited  from  this  and  yet  workers,  workers 
with  good  paying  jobs,  they  have  the  fear  that  something  is  going 
to  take  their  job  away.  They  don't  know  if  it  is  a  German  worker, 
a  Japanese  worker,  a  skilled  worker  or  an  unskilled  Mexican  work- 
er, but  they  are  afraid,  there  is  no  question  about  it.  How  do  we 
stem  that  fear? 

Secretary  Reich.  I  don't  think  to  the  extent  we  cannot  promise 
people  that  they  are  going  to  maintain  their  jobs.  We  cannot  prom- 
ise that.  The  world  has  changed.  But  what  we  can  do  is  two  things. 

No.  1,  we  can  say,  and  we  can  say  it  over  and  over  again,  and 
we  can  try  to  educate  the  people  about  what  is,  in  fact,  the  dy- 
namic of  the  world  economy,  that  if  we  open  export  markets,  that 
is  good  for  us.  There  is  not  a  finite  number  of  jobs. 

Second,  we  can  try  to  give  people  a  process  in  which  they  can 
move  from  job  to  job  which  is  much  easier  than  the  current  clumsy 
and  disorienting  and  terribly  difficult  process  we  now  have.  We  can 
ease  the  adjustment.  And  I  think  we  need  to  do  that. 

Mr.  KOPETSKI.  On  Saturday,  I  had  the  opportunity  to  host  Dr. 
Onate,  the  chief  negotiator  for  Mexico  for  the  environmental  agree- 
ment, very  skilled  negotiator,  very  distinguished  lawyer  from  Mex- 
ico, who  is  one  of  the  leaders  of  the  environmental  community 
down  there  for  many  years.  He  was  asked  the  question  at  a  press 
conference  whether  if  NAFTA  failed  that  Mexico  would  enter  into 
negotiations  with  the  Japanese  in  terms  of  bilateral  agreements, 
looking  toward  a  no  tariff  situation  with  them. 

He  was  very  skilled  in  his  answer.  Very  diplomatic,  in  other 
words.  It  was  probably  an  unfair  question  to  him.  Let  me  ask  the 
Ambassador  what  your  thoughts  are,  your  prediction,  if  NAFTA 
does  not  go  down?  If  NAFTA  does  fail  and  what  the  Japanese  may 
do  and  the  Mexicans  may  do. 

Ambassador  Kantor.  Well,  without  attributing  to  the  Mexican 
Government  or  any  other  government  a  policy  which  has  not  been 
reached,  the  fact  is  that  if  we  don't  take  advantage  of  the  market 
south  of  the  Rio  Grande,  93  million  in  Mexico,  another  310  million 
people  south  of  Mexico,  someone  else  will.  It  is  the  second  fastest 
growing  economic  region  in  the  world. 

Market  economies  have  blossomed  and  so  have  democracies,  and 
that  is  the  hope,  of  course,  for  Mexico,  that  as  their  market  econo- 
mies continue  to  blossom,  democracy  will  continue  to  gain  not  only 
a  toehold  but  a  foothold,  and  then,  of  course,  bloom  in  that  country. 

There  is  no  doubt  in  my  mind,  as  I  sit  here,  that  if  the  United 
States  of  America  does  not  become  the  trading  partner  for  this  re- 
gion and  engage  in  a  series  of  either  bilateral  free-trade  agree- 
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ments  or  in  fact  a  larger  NAFTA,  which  will  become  an  AFTA,  an 
American  Free-Trade  Agreement,  then  I  think  the  vacuum  will  be 
filled  by  someone  else. 

Nature  forms  a  vacuum,  and  we  live  in  a  tripolar  economic 
world,  the  European  Community,  Japan,  and  the  United  States. 
One  of  the  other  two  will  move  in,  as  they  have  moved  in,  in  the 
telecommunications  market  between  Japan  and  Occotel,  a  French 
company.  We  were  locked  out  of  that  market,  as  you  correctly  re- 
ferred to.  Now  Mexico  is  going  to  spend  $13  billion  over  the  next 
6  or  7  years  on  telecommunication. 

It  would  be  shameful  if  we  turned  down  this  agreement  and  al- 
lowed markets  like  that  to  go  to  other  areas  and  for  other  workers. 

Mr.  KOPETSKI.  I  think  that  is  a  very  important  point  that  we 
have  a  friendship  and  relationship  with  the  Mexican  people  and 
the  Mexican  Gk)vernment  and  our  real  competitors  are  the  Japa- 
nese or  the  French  or  the  Europeans.  I  am  sure  that  the  Mexicans 
would  prefer  to  do  business  with  the  United  States.  That  is  what 
this  trade  agreement  is  about,  to  lock  in  that  friendship  so  that  we 
can  compete  with  the  Japanese  and  the  Germans. 

There  was  just  another  vote  called  and  I  am  certain  that  the 
other  Members  who  did  have  questions  will  not  be  able  to  return. 
If  they  have  questions  or  if  any  of  the  other  Members  have  addi- 
tional questions,  they  can  submit  the  questions  to  the  committee 
and  they  will  forward  them  to  your  staffs.  Without  objection,  this 
is  so  ordered. 

The  Subcommittee  on  Trade  will  continue  these  hearings  tomor- 
row at  9:30  in  the  morning  with  testimony  from  Members  of  the 
Congress  and  the  general  public. 

I  want  to  thank  each  of  you  for  your  expert  testimony  today  and 
wish  you  God  speed.  The  committee  is  adjourned. 

[Whereupon,  at  3:10  p.m.,  the  hearing  was  adjourned.] 

[Questions  and  answers  follow:] 
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HOUSE  WAYS  AND  MEANS  COMMITTEE 

Follow-Up  Questions  and  Answers  for  Ambassador  Kantor 

from  September  14,  1993  Hearing 


MR .  THOMAS 

Question 

1.   Several  weeks  ago,  the  California  table  grape  industry 
believed  it  had  an  agreement  with  Mexico  to  allow  up  to  1  million 
boxes  of  grapes  to  be  exported  to  Mexico  before  the  end  of  1993. 
What  is  the  status  of  efforts  to  get  California  table  grapes  into 
Mexico  during  1993? 


Mexico  has  agreed  to  allow  the  import  of  5,000  metric  tons  of 
seedless  grapes,  5,000  metric  tons  of  grapes  with  seeds,  and 
4,800  metric  tons  of  grapes  which  are  either  seedless  or  with 
seed.   Mexico  will  limit  the  import  of  the  latter  category  to 
1800  metric  tons  a  month.   On  Friday,  October  1,  in  response  to 
the  U.S.  table  grape  industry's  acceptance  of  this  offer,  the 
Government  of  Mexico's  Secretariat  of  Commerce  (SECOFI)  was  to 
have  started  issuing  licenses  for  the  import  of  up  to  10,000 
metric  tons  of  grapes  into  Mexico.   We  are  currently  in  contact 
with  table  grape  industry  representatives.   The  latter  are 
identifying  which  importers  have  received  licenses,  working  with 
those  which  have  not,  and  trying  to  determine  when  exports  will 
actually  commence. 

In  addition  to  the  SECOFI  license,  importers  also  require  a  plant 
quarantine  license  from  the  DGSV.   (The  latter  is  the  equivalent 
of  the  U.S.  Department  of  Agriculture's  Animal  and  Plant  Health 
Inspection  Service  {APHIS}).   DGSV  sent  an  inspector  to 
California  in  August  to  review  the  table  grape  industry's 
trapping  and  quarantine  procedures.   (DGSV's  main  concern  is  to 
prevent  the  possible  introduction  of  the  medfly  into  Mexico.) 
The  inspector  recommended  that  additional  trapping  be  done.   DGSV 
now  wants  to  send  another  inspector  to  review  industry  procedures 
and  to  ensure  that  the  additional  traps  have  been  set. 

Question 

2.   A  variety  of  farm  industries  have  expressed  concern  about 
potential  transhipment  of  products  through  Mexico.   Would 
describe  the  controls  on  transhipment  of  agricultural  products 
the  agreement  contains? 


Mr.  Thomas 


Answer 


Under  NAFTA,  a  product  is  generally  considered  eligible  for 
preferential  duty  treatment  if  it  is  grown,  harvested,  wholly 
produced,  or  substantially  transformed  in  the  free  trade  area. 
(Substantial  transformation  occurs  when  processing  causes  a 
product  to  shift  from  one  tariff  classification  to  another.) 
On  shipments  of  goods  for  which  NAFTA  preferential  duty  is 
claimed,  a  certificate  of  origin  must  be  filed  with  the  import 
broker,  certifying  that  the  goods  are  eligible  for  the  lower 
duty. 

The  U.S.  Customs  Service  gives  U.S.  companies  the  opportunity  to 
challenge  foreign  companies'  claims  for  tariff  preference  based 
on  rules  of  origin.   If  a  U.S.  company  has  evidence  to  show  that 
a  foreign  company's  products  do  not  satisfy  NAFTA  rules  of 
origin,  U.S.  customs  will  contact  the  Canadian  or  Mexican  company 
with  a  request  to  visit  (audit) .   Denial  of  a  request  to  visit 
may  result  in  the  Canadian  or  Mexican  company  losing  the  NAFTA 
tariff  preference  on  the  goods  it  ships.   Where  a  visit  takes 
place,  and  Customs  auditors  find  a  violation  of  the  rule  of 
origin,  the  goods  will  be  denied  NAFTA  duty  preference. 
Depending  on  the  circumstances,  civil  or  criminal  penalties  may 
be  assessed. 

Question 

3.   As  you  know,  the  California  wine  and  flat  glass  industries 
would  like  the  phase  out  of  Mexican  tariffs  accelerated.   Do  you 
have  any  current  plans  for  entering  into  discussions  with  Mexico 
on  accelerations? 

Answer;  Yes.   We  expect  to  begin  a  first  round  of  tariff 
acceleration  discussions  as  soon  as  possible  after  the  NAFTA  is 
implemented.   We  would  welcome  requests  from  the  wine  and  flat 
glass  industries. 
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Question 

1.   Article  1110  of  NAFTA  provides  for  the  fair-market 
compensation  of  a  company  should  such  company  be  nationalized. 
Now  I  don't  think  that  will  happen  here  in  the  U.S.  but,  judging 
from  Mexico's  past  performance  in  this  area,  it  is  a  cause  for 
concern.   Can  you  give  me  a  little  background  on  the  purpose  and 
intent  of  this  provision,  as  well  as  an  explanation  as  to  whether 
you  think  this  section  will  provide  an  incentive  for  U.S. 
businesses  to  move  to  Mexico  because  it  removes  the  financial 
risk  of  nationalization  of  a  private  enterprise? 

Answer 

The  U.S.  government  has  long  sought  to  prevent  other  countries' 
unjust  expropriation  of  American  property.   Provisions  to  this 
effect  appear  in  our  legislation  on  foreign  aid,  multilateral 
assistance,  GSP  (Generalized  System  of  Preferences)  ,  CBI 
(Caribbean  Basin  Initiative) ,  and  ATPA  (the  Andean  Trade 
Preference  Act) .   Such  legislation  has  consistently  encouraged 
investor  access  to  impartial  dispute  settlement. 

The  NAFTA  contains  important  rules  to  ensure  non-discriminatory 
treatment  of  U.S.  investors.   For  example,  Mexico  and  Canada 
cannot  block  returns  of  profits,  or  royalties,  or  repatriation  of 
capital  to  the  United  States.   The  NAFTA  protects  against  unjust 
or  uncompensated  expropriations  and  grants  U.S.  investors  direct 
access  to  international  arbitration  to  enforce  their  rights. 

Perhaps  most  importantly  for  investors  determining  where  to 
locate  their  manufacturing  facilities,  the  NAFTA  prohibits 
countries  from  requiring  companies  to  export  as  a  condition  for 
investing  and  from  offering  incentives  that  discriminate  against 
imports.   Under  NAFTA,  the  Mexican  government  will  eliminate  an 
array  of  policies  that  required  U.S.  companies  to  locate  in 
Mexico  in  order  to  sell  in  the  Mexican  market.   U.S.  firms  will 
then  be  able  to  sell  goods  produced  in  the  U.S.  to  Mexico  without 
restriction. 

With  respect  to  the  maquiladoras,  NAFTA  effectively  removes 
existing  requirements  that  the  goods  they  produce  be  exported  to 
the  United  States.   Under  NAFTA,  they  can  sell  in  Mexico  products 
made  with  U.S.  components  and  equipment. 
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1.  Do  the  side  agreements  provide  protection  for  market  surges 
from  Mexico  for  agricultural  products  such  as  citrus?   More 
specifically,  is  there  any  provision  for  a  price-based  protection 
mechanism,  such  as  a  price-based  snapback  safeguard,  for  citrus 
products? 

Answer 

The  Understanding  between  the  Parties  to  the  North  American  Free 
Trade  Agreement  Concerning  Chapter  Eight  -  Emergency  Action 
confirms  the  commitment  of  the  Parties  to  facilitate  the 
effective  use  of  the  safeguard  measures  included  in  Chapter  Eight 
of  the  NAFTA.   Under  that  section,  a  Party  can  impose  trade 
restrictions  if  increased  imports  cause,  or  threaten  to  cause, 
serious  injury  to  a  domestic  industry. 

The  bilateral  safeguard  mechanism  provided  under  Chapter  Eight 
permits  the  United  States  to  re-impose  on  Mexican  products  (or 
vice  versa)  tariffs  which  would  have  prevailed  in  the  absence  of 
NAFTA  for  up  to  three  years  —  or  four  years  for  extremely 
sensitive  products,  like  frozen  concentrate  orange  juice  —  if 
increased  imports  from  Mexico  of  a  particular  product  are  a 
substantial  cause  of,  or  threaten,  serious  injury  to  a  domestic 
industry.   This  "snap-back"  mechanism  is  not  sector  specific  and 
is  available  to  any  industry  experiencing  unusual  adjustment 
pressures. 

Neither  the  NAFTA  nor  the  side  agreements  include  a  price-based 
tariff  snap-back  for  citrus,  or  for  any  other  product.   However, 
Florida  Citrus  Mutual  (FCM) ,  a  citrus  grower  organization,  has 
proposed  the  inclusion  of  a  price-based  snap-back  mechanism  which 
would  be  specific  to  frozen  concentrate  orange  juice.   USTR  and 
USDA  specialists  are  currently  reviewing  FCM's  proposal. 

Question 

2.  I  believe  that  you  have  receive  a  number  of  letters  from 
various  members  of  the  twenty-three  member  Florida  delegation 
indicating  the  importance  of  adequate  protection  for  Florida 
citrus  growers.   Frankly,  I  believe  that  the  citrus  industry  in 
Florida  views  the  current  protections  for  volume  surges  as 
woefully  inadequate.   Does  the  Administration  appreciate  that 
inclusion  of  a  price-based  snap-back  safeguard  in  the 
implementing  legislation  will  be  critical  in  gaining  the  support 
of  Florida  members  for  approval  of  NAFTA? 
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Answer 


Administration  officials  have  been  involved  in  a  continuing 
dialogue  with  representatives  of  the  Florida  agricultural 
community  and  their  elected  officials  at  the  State  and  Federal 
levels.   Florida  agricultural  interests  have  made  NAFTA-related 
proposals  which  would  affect  sugar,  frozen  concentrate  orange 
juice,  as  well  as  other  fruits  and  vegetables  important  to  the 
State's  agricultural  economy.   We  are  studying  all  of  these 
proposals,  and  we  will  try  to  address  as  many  of  the  concerns 
that  have  been  raised  as  we  can. 

Question 

3.   On  another  issue  entirely,  what  is  the  opinion  of  the 
Administration  regarding  the  ability  of  the  Mexican  government  to 
enforce  within  its  borders  its  own  laws  as  well  as  the  trade 
agreements  made  with  the  U.S.?   Personally,  I  believe  that  there 
is  a  firm  connection  between  increased  trade  between  the  U.S.  and 
Mexico  and  increased  movements  across  the  border  of  illegal 
narcotics  and  individuals  engaged  in  all  kinds  of  illegal 
activities.   What  allowances  have  you  made  for  these  problems? 

Answer 

U.S.  law  enforcement  officials  have  concluded  that  NAFTA  will  not 
result  in  a  significant  increase  in  the  flow  of  illicit  drugs  to 
the  United  States.   NAFTA  reduces  tariffs;  it  does  not  relax 
customs  inspections. 

While  the  increase  in  legitimate  trade  across  the  U.S. -Mexican 
border  could  offer  limited  opportunities  for  increased  drug 
smuggling,  the  U.S.  is  increasing  the  number  of  U.S.  Customs 
inspectors  on  the  border,  enhancing  inspection  technology, 
increasing  coordination  with  other  U.S.  law  enforcement  agencies, 
as  well  as  developing  cooperative  relationships  with  Mexican  law 
enforcement  agencies  and  with  legitimate  Mexican  exporters. 

The  major  factors  affecting  the  flow  of  drugs  across  the  border 
are:   1)  fluctuations  in  U.S.  demand  for  drugs,  2)  the  vigor  of 
U.S.  and  Mexican  anti-drug  efforts,  and  3)  the  porous  nature  of 
the  2000  mile  border.   Mexico's  cooperation  is  essential  to  an 
effective  anti-drug  program;  NAFTA  will  enhance  that  cooperation. 
The  level  of  normal  trade  and  commerce  is  not  a  significant 
factor. 


MR.    CRANE 

I.     REGARDING    THE    PROTECTION    OF    INTELLECTUAL   PROPERTY 

Question 

1.  It  is  my  understanding  that  the  NAFTA  does  not  address  the 
issue  of  the  rights  of  intellectual  property  owners  to  prohibit 
the  importation  of  products  incorporating  their  trademarks 
copyrights  and  patents.   As  a  result,  the  United  States  is  free 
to  keep  its  current  regime  in  place.   Can  you  confirm  that  the 
NAFTA  does  not  create  any  obligation  on  the  part  of  the  United 
States  to  change  any  of  its  current  laws  or  customs  rules  on 
importation  rights  of  intellectual  property? 

Answer 

That  is  correct.   The  NAFTA  does  not  require  the  United  States  to 
amend  any  of  its  current  laws  or  customs  rules  on  importation 
rights  in  respect  of  intellectual  property. 

Question 

2.  It  is  my  understanding  that  the  NAFTA  will  not  restrict  or 
diminish  the  protection  presently  accorded  to  intellectual 
property  holders  against  the  unauthorized  importation  and 
distribution  of  their  protected  goods.   Can  you  confirm  under  the 
NAFTA,  U.S.  companies  will  continue  to  have  access  to  the  full 
range  of  means  currently  provided  under  U.S.  law  within  the 
United  States  to  protect  their  intellectual  property  rights  and 
to  enforce  their  territorial  distribution  arrangements. 

Answer 

Yes.   Under  the  NAFTA,  U.S.  companies  will  continue  to  have 
access  to  the  full  range  of  means  currently  provided  under  U.S. 
laws  within  the  United  States  to  protect  their  intellectual 
property  rights  and  to  enforce  their  territorial  distribution 
arrangements. 

II.  REGARDING  U.S.  BEVERAGE  ALCOHOL  LAWS 

Question 

1.   Can  you  confirm  that  the  NAFTA  will  not  require  any  changes 
to  U.S.  federal  and  state  laws  and  regulations,  including  primary 
source  laws,  regulating  the  production, distribution  and  sale 
beverage  alcohol  products? 

Answer:  The  NAFTA  requires  only  one  change:  BATF  will  recognize 
mezcal  and  tequila  as  distinctive  products  of  Mexico  (Mexico  and 
Canada  will  recognize  Bourbon  Whiskey  and  Tennessee  Whiskey  as 
distinctive  products  of  the  United  States) . 
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Question 

2.   Can  you  confirm  the  U.S.  companies  will  not  be  precluded  by 
NAFTA  from  entering  into  and  enforcing  distribution  contracts 
with  territorial  restrictions? 

Answer :  Yes;  as  long  as  contracts  are  consistent  with  U.S.  law, 
nothing  in  the  NAFTA  will  preclude  U.S.  firms  from  including 
territorial  restrictions  in  distribution  contracts. 


95 


MR.  HOAGLAND 

I  would  like  some  clarification  on  the  impact  of  NAFTA  and  any 
supplemental  agreements  on  health  care  professionals,  especially 
dentists. 

Question 

1.  What  effect  would  NAFTA  have  on  current  immigration  law 
governing  entry  and  residency  requirements  for  dentists; 

Answer 

In  Chapter  16,  NAFTA  provides  specific  rights  for  temporary  entry 
of  business  persons--citizens  of  the  United  States,  Canada,  and 
Mexico — who  engage  in  trade  in  goods,  the  provision  of  services 
and  the  conduct  of  investment  activities.   In  regard  to  profes- 
sional services  providers,  including  dentists,  the  specific  entry 
rights  are  given  to  certain  categories  of  professionals  who  meet 
minimum  educational  requirements  or  possess  alternative 
credentials,  and  who  seek  to  engage  in  business  activities  at  a 
professional  level  in  the  country  they  wish  to  enter. 

The  categories  are  set  out  in  a  new  schedule  that  tracks  the  one 
currently  in  effect  between  the  United  States  and  Canada.  There 
is  an  annual  numerical  limit  of  5,500  for  temporary  admission  of 
Mexican  professionals.  These  provisions,  however,  do  not 
substitute  for  valid  licenses  to  practice  medicine,  engineering, 
accounting  or  other  licensed  professionals  which  are  recognized 
by  the  appropriate  regulatory  bodies  in  the  United  States. 

Questions 

2.  Would  the  agreement  in  any  way  supersede,  pre-empt  or 
otherwise  change  the  authority  of  states  to  establish  and  enforce 
licensure  laws  and  regulations  for  dentists  practicing  within 
their  borders; 

3.  Will  the  provisions  in  the  Agreement  regarding  temporary 
entry  of  professionals  into  the  U.S.  allow  dentists  from  the 
other  countries  to  practice  without  first  obtaining  a  license 
from  the  appropriate  state? 

Answers  to  2  and  3 : 

The  NAFTA  does  not  let  Mexican  or  Canadian  medical  professionals 
circumvent  licensing  and  certification  procedures  in  the  United 
States.   The  procedures  currently  in  use  in  the  United  States  to 
test,  evaluate  and  certify  professional  competency  will  continue. 
Any  one  who  wants  to  practice  medicine  or  dentistry  in  the  United 
States  must  be  licensed  by  the  appropriate  regulatory  bodies. 
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However,  NAFTA  does  obligate  each  Party,  at  both  the  federal  and 
state  government  level,  to  eliminate  any  citizenship  or  permanent 
residency  requirement  that  a  Party  maintains  for  licensing  or 
certification  of  professionals. 

The  NAFTA  provides  each  country  the  opportunity  to  demonstrate 
that  its  licensing  and  certification  requirements  should  be 
recognized  by  another  NAFTA  partner.   It  also  encourages — only 
encourages — all  three  countries  to  work  towards  recognizing  each 
others'  licenses  and  certifications.   In  some  areas  of  the 
professional  services  sector,  we  are  already  engaged  in  this 
exercise.   For  example,  there  are  several  Canadian  medical 
schools  that  are  accredited  by  professional  bodies  in  the  United 
States.   However,  the  NAFTA  does  not  require  the  U.S.  government 
or  state  governments  to  accord  recognition  to  education,  experi- 
ence, licenses  or  certifications  obtained  in  Canada  or  Mexico. 


Question 

4.    Annex  1210.5,  "Professional  Services",  section  A,  2. 
states: 

"The  Parties  shall  encourage  the  relevant  bodies  in  their 
respective  territories  to  develop  mutually  acceptable 
standards  and  criteria  for  licensing  and  certification  of 
professional  service  providers  and  to  provide 
recommendations  on  mutual  recognition  to  the  Commission." 
The  standards  and  criteria  referred  to  includes 
accreditation  of  schools  or  academic  programs. 

Could  NAFTA  be  interpreted,  by  its  terms  or  through  the  trade 
laws  by  which  it  is  implemented,  so  as  to  provide  an  opportunity 
to  cause  a  change  in  the  status  quo  if  the  United  States  is 
unable  to  persuade  the  various  states  to  adopt  recommendations 
with  respect  to  common  licensure? 

Answer 

First,  the  relevant  bodies  referred  to  in  the  paragraph  are  at 
the  state  level  in  the  United  States  and  work  very  closely  with 
the  state  governments.   If  these  professional  licensing  bodies 
meet  with  their  Mexican  and  Canadian  counterparts  and  agree  on 
recommendations  to  be  sent  to  the  Commission,  we  believe 
implementation  by  the  states  would  then  be  more  likely  because  of 
the  working  relationship  between  the  licensing  bodies  and  the 
state  governments.   If  U.S.  professional  licensing  bodies  were 
unable  to  agree  with  their  counterparts,  then  no  recommendation 
would  go  forward  to  the  Commission.   The  United  States  would  not 
be  in  the  position  of  persuading  states  to  adopt  recommendations 
that  U.S.  professional  licensing  bodies  rejected.   Second, 
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paragraph  4  of  section  A  states  that  after  the  Commission  reviews 
the  recommendations  to  determine  consistency  with  the  NAFTA,  each 
Party  shall  encourage  its  respective  competent  authorities  to 
implement  the  recommendations.   There  is  no  implementation 
obligation. 


MR.   BREWSTER 

Question 

1.   The  domestic  steel  wire  industry  faces  a  15%  duty  for 
finished  products  exported  into  Mexico.  The  Mexican  steel  wire 
industry  enjoys  a  0%  duty  on  their  product  coining  into  the  U.S. 
This  0%  rate  was  granted  through  GSP  authority  about  2  years  ago. 
The  NAFTA  text  contains  these  same  rates  as  the  starting  rates  of 
duty  upon  implementation.  However,  the  U.S.  industry  must  wait  10 
years  before  they  are  on  equal  footing  (0%)  with  the  mexican 
industry. 

The  drawdown  rate  for  the  U.S.  Industry  is  1.5%  per  year.  I  asked 

Mr.  Max  Moore  from  my  district  how  this  will  affect  the  Oklahoma 

Steel  Wire  Company.   Mr.  Moore  stated  that  if  NAFTA  is  passed  as 

is,  he  will  have  to  move  one  of  his  three  factories  to  Mexico  to 

be  able  to  compete  in  the  Mexican  market.   Also,  if  NAFTA  is 
defeated,  he  will  move  a  factory  to  Mexico  because  the  15%  tariff 
will  still  be  in  place. 

The  only  way  Mr.  Moore  can  afford  to  keep  all  three  of  his 
factories  in  the  U.S.  Is  if  his  industry  is  placed  on  a  more 
equal  footing  with  the  Mexican  industry.  This  can  be  accomplished 
by  snapping  back  the  Mexican  tariff  to  pre-GSP  rates,  lower  the 
U.S.  tariff  upon  implementation,  or  speed  up  the  drawdown  period 
for  the  U.S.  tariff. 

I  recognize  that  if  both  parties  agree,  after  NAFTA  is 
implemented,  barriers  can  be  eliminated  faster  than  provided  in 
NAFTA.  However,  I  do  not  believe  that  will  solve  our  problems  in 
Oklahoma  because  there  will  be  no  incentive  for  the  Mexican 
industry  to  give  up  their  advantage. 

Mr.  Moore  and  the  U.S.  steel  wire  industry  have  petitioned  USTR 
and  the  Administration  to  remove  GSP  treatment  to  Mexican 
product.  This  has  not  been  done.  Neither  was  the  industry  put  on 
more  equal  footing  in  the  text  of  NAFTA.  Mr.  Kantor,  why  should  I 
support  this  treaty  when  industries  in  my  home  district  will  be 
closed  out  of  the  Mexican  market  for  10  or  more  years  while  the 
Mexican  industry  as  immediate  free  access  to  our  domestic  market? 

Answer:   As  I  understand  it,  U.S.  negotiators  did  push  for  a 
rapid  elimination  of  tariffs  on  steel  wire  and  fencing.   Where 
they  could  not  get  Mexico  to  agree  to  a  swift  opening,  they 
matched  the  Mexican  tariff  phase-out.   The  exceptions  were  for 
items  where  Mexico  is  already  eligible  for  duty-free  treatment 
under  the  Generalized  System  of  Preferences  (GSP) . 

Right  now,  Mexico  exports  many  products  on  a  duty-free  basis  to 
the  United  States  while  imposing  a  tariff  on  similar  products 
imported  from  the  United  States. 
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In  other  words,  it  is  the  status  quo  which  is  the  problem,  and 
the  NAFTA  which  corrects  it  by  requiring  Mexico  to  eliminate  its 
tariff.   The  NAFTA  will  level  the  playing  field,  so  that  U.S., 
Mexican  and  Canadian  producers  have  reciprocal,  duty-free  access 
to  the  whole  North  American  market. 

The  NAFTA  also  preserves  our  ability  to  protect  our  industry 
against  goods  that  are  dumped  or  subsidized.   In  their  September 
1992  report  on  the  NAFTA,  our  private  sector  iron  and  steel 
industry  advisors  expressed  support  for  the  NAFTA,  finding  that 
the  steel  industry's  interests  would  be  served  by  the  NAFTA. 

The  NAFTA  does  allow  for  the  acceleration  of  tariff  reductions 
once  the  agreement  is  in  place.   We  expect  to  pursue  tariff 
acceleration  soon  after  the  NAFTA  is  implemented,  and  will  invite 
U.S.  industry  to  participate  in  this  process. 

SELECTED  STEEL  WIRE  PRODUCTS  IN  THE  NAFTA 


U.S.  HTS  NO.. 

U.S.  Phase-Out 

Mexican  Phase-Out 

7314.20.00 

A 

(GSP 

item) 

C 

7314.30.10 

C 

C 

7314.30.50 

A 

(GSP 

item) 

C 

7314.41.00 

C 

c 

7314.49.30 

A 

(GSP 

item) 

c 

7314.49.60 

A 

(GSP 

item) 

c 

7217.11.70 

C 

c 

7217.12.50 

C 

c 

A  =  Immediate  phase-out       C  =  10-year  phase-out 

GSP  item  =  Product  eligible  for  duty-free  treatment 
under  the  Generalized  System  of  Preferences  on 
July  1,  1991. 
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Question 


2.   As  you  know.  Congress  is  currently  debating  several  major 
environmental  laws  such  as  the  Endangered  Species  Act,  the  Marine 
Mammal  Protection  Act,  the  Clean  Water  Act,  and  others.  Each  of 
these  pieces  of  law  have  several  versions  of  reauthorization 
language  ranging  from  extreme  pro-business  to  radically  pro- 
environmental. 

In  your  August  13  announcement  concerning  the  NAFTA 
supplementals,  you  stated  on  page  two  of  that  release  that  "no 
nation  can  lower  labor  or  environmental  standards,  only  raise 
them,  and  all  states  or  provinces  can  enact  even  more  stringent 
measures . " 

What  does  this  mean?  Who  decides  what  is  weakening  or 
strengthening  environmental  laws? 

Answer 

NAFTA  and  the  side  agreements  will  operate  together  to  encourage 
the  three  countries  to  improve  their  labor  and  environmental 
standards.   The  NAFTA  itself  contains  a  provision  (Article 
1114.2)  against  relaxing  standards  for  the  purpose  of  attracting 
investment.   In  the  side  agreements  the  United  States,  Canada, 
and  Mexico  have  committed  themselves  to  ensuring  that  their  laws 
and  regulations  provide  for  high  levels  of  environmental 
protection  and  high  labor  standards;  however,  each  country  is 
free  to  establish  its  own  laws  and  to  modify  them.   (See  Labor 
Agreement  Article  2;  Environmental  Agreement  Article  3.)   In  both 
NAFTA  and  the  side  agreements  we  retain  all  our  legislative, 
judicial,  and  administrative  prerogatives  for  setting  appropriate 
levels  of  protection  and  enforcing  our  own  laws. 

Next  to  arguments  about  possible  job  losses,  no  issue  has  been 
more  emotional  in  the  debate  than  the  unfounded  charge  by 
opponents  that  NAFTA  undermines  the  ability  of  the  U.S. 
government,  and  the  states,  to  establish  and  enforce  their 
environmental,  health,  or  safety  laws  and  to  maintain  high 
standards.   Opponents  have  repeatedly  and  wrongly  suggested  that 
we  will  not  be  able  to  stop  the  importation  of  products  that  do 
not  meet  our  health  and  safety  standards,  and  some  have  claimed  - 
wrongly  -  that  NAFTA  will  force  us  to  lower  our  standards  and 
protections.   NAFTA  will  not  require  any  lowering  of  standards. 
In  my  August  13th  statement  I  wanted  to  make  clear  that  these 
fears  will  not  be  realized  under  the  NAFTA  and  the  side 
agreements,  but  I  did  not  intend  to  give  the  impression  that  the 
side  agreements  created  any  legal  bar  to  modifications  of  our 
laws,  so  long  as  we  maintain  overall  high  levels  of  protection. 
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1.   Under  the  definition  of  "environmental  law"  that  is  included 
in  the  Supplemental  Agreement  on  Environmental  Cooperation, 
domestic  measures  aimed  at  preventing  pollution,  controlling 
hazardous  materials  and  protecting  wild  flora  and  fauna  would  be 
covered  under  the  environmental  pact's  dispute  settlement 
provisions.  But  the  public  cannot  complain  and  no  government  can 
bring  a  challenge  on  provisions  governing  the  management  of  the 
"commercial  harvest  or  exploitation,  or  subsistence  or  aboriginal 
harvesting,  or  natural  resources." 

Given  the  insistence  of  many  environmental  groups  that  perhaps 
the  most  objectionable  aspect  of  NAFTA' s  environmental  impact  is 
its  unsustainable  resource  policies,  how  do  you  explain  the 
specific  language  exempting  resource  management  programs  from  the 
dispute  settlement  process? 


It  is  true  that  the  definition  of  "environmental  law"  in  the 
environmental  side  agreement  does  not  include  provisions  of  laws 
or  regulations  whose  "primary  purpose"  is  managing  the  commercial 
harvest  or  exploitation  of  natural  resources.   However,  other 
elements  of  the  definition  of  "environmental  law",  and  other 
provisions  in  the  side  agreement  and  NAFTA  itself,  promote  and 
protect  the  sustainable  development  of  natural  resources. 

For  instance,  the  definition  of  environmental  law  covers  those 
laws  and  regulations  whose  "primary  purpose"  is  "the  protection 
of  the  environment,  or  the  prevention  of  a  danger  to  human  life 
or  health,  through  .  .  .  the  protection  of  wild  flora  or  fauna, 
including  endangered  species,  their  habitat,  and  specially 
protected  natural  areas  .  .  .  ."   (Article  45(2)).   Where  a 
particular  provision  of  a  natural  resources  management  law  has  as 
its  primary  purpose  the  protection  of  the  environment,  that 
provision  will  be  covered,  even  if  the  remaining  provisions  are 
not.   (Article  45(2) (c) .) 

Moreover,  natural  resource  management  issues  are  covered  by  all 
other  aspects  of  the  side  agreement.   Such  issues  can  be  the 
subject  of  public  submissions  to  the  Commission,  of  Secretariat 
reports,  and  of  consultations  between  the  Parties.   And,  both 
NAFTA  and  the  side  agreement  explicitly  acknowledge  the  Parties' 
commitment  to  sustainable  development. 

Natural  resource  management  issues  are  sensitive  issues  of 
national  sovereignty,  both  for  the  U.S.  as  well  as  for  our 
trading  partners.   The  U.S.  negotiators  believed  that  the  other 
provisions  of  the  side  agreement  provided  us  with  full 
opportunities  to  address  environmental  concerns  raised  by  our 
trading  partners'  natural  resource  management  policies.   It  is 
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noteworthy  in  this  regard  that  six  major  environmental 
organizations,  including  several  whose  primary  focus  is  on 
wildlife  and  natural  resource  protection,  have  come  out  in  favor 
of  the  NAFTA.   In  announcing  its  support  for  the  NAFTA,  World 
Wildlife  Fund  President  Katherine  Fuller  stated,  "The  Commission 
on  Environmental  Cooperation  will  serve  as  a  valuable  forum  to 
explore  ways  to  save  North  American's  wildlife  and  other  natural 
resources." 

Question 

2.   There  is  a  remarkable  contrast  between  the  measures  provided 
to  enforce  NAFTA's  intellectual  property  provisions,  and  the 
measures  provided  to  secure  enforcement  of  environmental  laws. 
NAFTA  rules  provide  swift,  effective  sanctions  for  any  breach  of 
the  agreement  that  may  prejudice  the  interests  of  business.   Not 
so  for  the  environment.  The  dispute  settlement  process  outlined 
in  the  supplemental  agreement  places  an  onerous  burden  of  proof 
on  the  challenging  party,  followed  by  a  dispute  process  so  time- 
consuming  and  uncertain  it  is  unlikely  to  ever  be  evoked.  Mexican 
trade  negotiator  Jaime  Serra  admitted  as  much  in  his  comment  that 
"The  time  frame  of  the  process  makes  it  very  improbable  that  the 
stage  of  sanction  could  be  reached."  How  do  you  expect  to 
persuade  a  reluctant  Congress  to  support  the  NAFTA,  if  this  is 
the  kind  of  enforcement  "teeth"  provided  by  the  side  agreements? 

Answer 

The  labor  and  environmental  side  agreements'  dispute  settlement 
mechanisms  provide  an  effective  process  and  meaningful  sanctions 
for  addressing  a  Party's  failure  to  effectively  enforce  its  labor 
or  environmental  laws. 

It  would  be  neither  fair  nor  desirable  to  make  it  too  easy  to 
bring  issues  to  dispute  settlement  and  sanctions.   An  allegation 
that  a  Party  is  not  effectively  enforcing  its  laws  is  a  serious 
charge,  and  appropriate  safeguards  are  required  to  ensure  that 
the  mechanism  is  not  misused  for  trade  harassment  instead  of  its 
intended  purpose.   The  dispute  settlement  mechanisms,  combined 
with  the  side  agreements'  provisions  for  sunshine  and 
consultation,  ensure  that  issues  of  non-enforcement  will  be 
addressed  and  corrected.   Trade  sanctions  are  a  last  resort  if, 
as  seems  unlikely,  other  means  for  addressing  the  problem  should 
fail. 

These  side  agreements  are  precedent  shattering  in  their 
establishment  of  a  link  between  trade  and  environmental 
protection. 
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Question 


3.   The  Mexican  government  has  said  that  wind  and  solar 
technologies  are  the  only  economically  feasible  way  to  bring 
electricity  (and  thus,  economic  development),  to  the  75,000 
villages  without  electricity;  and  that  large  scale  wind  farms  and 
other  renewable  energy  projects  are  being  pursued  alongside 
conventional  power  projects  in  the  rapidly  expanding  private 
power  market  in  Mexico.  The  American  Wind  Energy  Association 
anticipates  an  increase  in  the  market  for  solar  and  wind 
technologies  from  25  million  today  to  over  $100  million  within 
about  two  years.  The  key  barrier  these  exports  will  face  is 
financing.  Given  that  these  technologies  can  make  a  substantial 
contribution  to  economic  growth  both  here  and  in  Mexico,  and  are 
consistent  with  the  environmental  goals  of  NAFTA,  would  the 
Administration  be  willing  to  designate  a  credit  window  at  the 
Export  Import  Bank  reserved  for  renewable  energy  technologies? 

Answer 

The  U.S.  Export  Import  Bank  (Eximbank)  is  increasingly  attentive 
to  the  financing  needs  of  energy-related  exports.   In  its  1992 
Annual  Report,  Eximbank  noted  that  nearly  $200  million  of  export 
credits  were  authorized  for  energy  related  exports. 

Compared  to  the  $16  billion  in  export  credit  authorization  that 
Eximbank  had  in  FY  1993,  and  subsequent  anticipated  increases  in 
the  future,  there  seems  to  be  no  need  to  set  aside  a  tranche  of 
its  export  financing  authorization  for  energy  exports.   In  fact, 
because  of  its  concern  that  set  asides  for  financing  of  sectoral 
exports  might  go  unused  within  the  fiscal  year  for  which  they  are 
authorized,  Eximbank  has  a  strict  policy  against  designating  a 
slice  of  its  export  financing  authorization  for  any  sector. 

Moreover,  Eximbank  is  exploring  ways  to  facilitate  the  expansion 
of  exports  involving  environmental  technologies.   Therefore, 
while  exports  of  wind  and  solar  energy-generating  products  are 
now  limited,  Eximbank' s  efforts  should  enhance  its  ability  not 
only  to  meet  the  financing  needs  but,  in  fact,  spur  an  expansion 
of  trade  in  wind  and  solar  technology  products. 


Question 

4.   The  Agreement  for  Environmental  Cooperation  does  not  contain 
any  provisions  for  funding  the  Commission  for  Environmental 
Cooperation  or  for  paying  the  enormous  costs  of  cleaning  up  the 
pollution  left  by  2  5  years  of  free  trade  along  the  Mexican-US 
border.  Why  have  our  negotiators  ignored  the  proposals  to  include 
the  polluter  pays  principle  for  funding  this  effort,  in  the  form 
of  a  border  transaction  fee  or  some  other  similar  arrangement? 
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Answer 


Both  Mexico   and  the  U.S.    recognize   that   current  environmental 
conditions    in   the   border   area   are  unsatisfactory  and  that  we  need 
to  give  special   attention  to   improving   those  conditions.      Based 
on  that  shared  recognition,   the  U.S.    is   negotiating  with  Mexico 
agreements   to   establish   new  organizations   for   the   border  area 
that  will   assist   states   and  localities    in  preparing,    developing, 
and   implementing  environmental    infrastructure   projects  and 
arranging    financing   for   those  projects.      To   facilitate   financing, 
the  two  governments  contemplate   establishing  a   financing 
mechanism  that   can  use   a   small  capital   base  to   leverage  private 
market   financing   for  such  projects,    with   the   repayment  of   loans 
to  be   based    in  principle   on  user   fees   and  other  arrangements  to 
have   those  who  use   or  benefit   from  these   new  projects  help  pay 
for  them.      We   believe   that  user   fees   and   similar  mechanisms  are 
more   efficient   and   better  targeted  at   getting  polluters  to  bear 
the   costs   of  pollution   control   than  mechanisms  not  related 
directly   to   the   particular  environmental   projects. 

The   combination  of   the   new  financing   facility  with  existing  grant 
programs,    some   proposals   for  new  programs  that  will  be 
incorporated    into  the   budget,    and  World   Bank    loans  to  Mexico  will 
generate   about   $   8   billion  in  new   funds    for  environmental 
projects    in   the   border  area  over   the   next   ten  years.      This  amount 
is   in   line  with   available  estimates   of   the  costs  of  needed  water 
treatment    improvements,    based  on   current   conditions. 

Question 

5.   The  last  subsection  of  Article  11  of  the  Environmental  side 
agreement  allows  a  non-governmental  organization  or  person  to 
designate  information  submitted  to  the  Secretariat  as 
confidential  or  proprietary.  Are  there  any  procedures  to  request 
a  review  of  whether  information  submitted  to  the  Secretariat 
properly  falls  under  the  scope  of  confidential  or  proprietary 
information?  Isn't  this  an  open  invitation  for  business  to  stamp 
every  submission  confidential? 

Answer 

The  provisions  in  Article  11(8)  regarding  safeguarding 
information  from  disclosure  were  designed  to  ensure  that  the 
Commission's  access  to  sensitive  information  would  not  be 
hindered  by  fear  of  disclosure  on  the  part  of  persons  in 
possession  of  such  information.   We  expect  "confidential"  and 
"proprietary"  designations  to  have  their  ordinary  meanings;  i.e., 
be  consistent  with  the  laws  of  our  respective  countries  regarding 
the  protection  of  sensitive  information. 
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pimsTioN  n 

How  do  you  respond  to  critics  of  NAFTA  who  say  that  this  trade 
agreement  will  legally  obligate  the  U.S.,  Mexico  and  Canada  to  an  energy 
policy  which  encourages  the  increased  use  of  fossil  fuels  and  rejects  efforts 
to  promote  a  greater  reliance  on  renewable  energy  and  energy  efficiency? 
What,  if  any,  specific  aspects  of  NAFTA  can  you  point  to  that  will 
encourage  renewable  energy  sources  and  energy  efficiency  over  the 
continued  use  of  fossil  fuels? 

1 .  The  NAFTA  itself  is  essentially  neutral  on  the  use  of  fossil  fuels.  It  creates  no 
requirements  that  do  not  exist  under  current  trade  arrangements.  However,  the 
Department  of  Energy  has  predicted  that  lowered  Mexican  tariffs  will  lead  to 
significant  increases  in  U.S.  exports  of  renewable  and  related  technology.  According 
to  DOE,  the  potential  benefits  of  NAFTA  for  renewable  energy  are  based  on  three 
provisions  in  the  Agreement:  1 )  the  elimination  of  tariffs  of  all  goods  traded  between 
member  countries,  2)  the  opening  of  government  procurement  markets  to  products 
and  services  of  all  member  countries,  and  3)  the  inclusion  of  a  provision  permitting 
private  investments  in  electricity  generating  facilities  in  Mexico  by  U.S.  investors. 

With  regard  to  renewables,  DOE  says  that  the  U.S.  currently  faces  stiff 
competition  from  Japan  and  other  countries  in  Mexico.  U.S.  goods  should  become 
more  competitive  through  the  preferential  tariff  rates  offered  under  the  NAFTA. 

TheEnvironmental  Agreement  recently  negotiated  by  the  Clinton  Administration 
can  also  prove  helpful  by  focusing  attention  on  energy  emissions  and  their  effect  on 
the  environment.  The  agreement  places  a  high  priority  on  limiting  harmful  emissions 
that  may  result  from  economic  activity,  particularly  emissions  that  result  in 
transboundary  pollution.  The  Agreement  does  not  explicitly  address  fossil  fuel 
efficiency;  however,  one  can  assume  that  the  use  of  renewable  resources  will  come 
up  in  the  context  of  annual  reports  on  the  state  of  the  environment,  as  well  as  in 
discussions  regarding  air  pollutants.  Insofar  as  energy  policies  relate  to  the  overall 
objectives  of  the  Agreement  (e.g.,  promoting  environmental  protection  and  sustainable 
development),  they  are  an  appropriate  subject  for  consideration  by  the  Council,  and 
are  likely  to  be  addressed  on  a  regular  basis. 


QUESTION  n 

Would  the  Washington  State  log  export  ban  (can't  export  logs  grown  on 
state  land)  be  considered  a  non-tariff  trade  barrier  under  the  NAFTA? 

2.  The  Washington  state  log  export  ban--or  any  other  U.S.  restriction  on  timber 
exports-would  not  be  considered  a  non-tariff  trade  barrier  under  the  NAFTA.  U.S. 
controls  on  exports  of  logs  of  all  species  are  specifically  exempted  under  NAFTA 
Chapter  3  (Annex  301.3)  from  NAFTA  rules  regarding  quantitative  restrictions  on 
exports. 


NORTH  AMERICAN  FREE-TRADE  AGREEMENT 
[NAFTA]  AND  SUPPLEMENTAL  AGREEMENTS 
TO  NAFTA 


WEDNESDAY,  SEPTEMBER  15,  1993 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Trade, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  9:35  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Sam  M.  Gibbons 
(chairman  of  the  subcommittee)  presiding. 

Chairman  Gibbons.  Well,  good  morning  ladies  and  gentlemen. 
This  morning  the  Trade  Subcommittee  will  continue  its  hearings  on 
the  North  American  Free-Trade  Agreement.  These  hearings  will 
continue  on  Tuesday,  September  21,  and  conclude  on  Thursday, 
September  23. 

I  intend  to  begin  an  informal  markup  process  developing  draft 
implementing  legislation  together  with  administration  and  sub- 
committee participation  shortly  after  these  hearings  are  concluded. 

Given  the  limited  time  today,  I  ask  that  all  witnesses  please 
summarize  their  statements  to  the  extent  that  they  can.  I  want  to 
welcome  my  good  friend  and  our  outstanding  colleague  from  the 
Ways  and  Means  Committee,  a  member  who  I  also  consider  a 
member  of  the  Trade  Subcommittee,  Sander  Levin. 

Sander,  we  are  glad  to  have  you  here  and  you  may  proceed.  Take 
as  long  as  you  want. 

STATEMENT  OF  HON.  SANDER  M.  LEVIN,  A  REPRESENTATIVE 
IN  CONGRESS  FROM  THE  STATE  OF  MICHIGAN 

Mr.  Levin.  Thank  you,  Mr.  Chairman,  and  my  other  colleagues. 
I  will  live  as  pretty  close  to  the  spirit  of  what  you  just  said  in  the 
beginning  about  time  limitations.  I  know  there  are  others  who  are 
waiting  to  testify. 

Mr.  Chairman,  we  began  a  healthy  debate  yesterday  in  the  full 
committee  on  NAFTA.  This  committee  has  been  the  scene  of  many 
vital  debates,  and  it  is  essential  that  this  one  be  cogent,  be  rel- 
evant. 

I  don't  think  when  it  comes  to  trade  or  economic  issues  that  we 
should  in  any  way  be  rooted  in  the  past,  not  for  a  moment.  But  in 
looking  to  the  future,  it  is  essential  that  we  not  throw  away  what 
we  have  in  the  present,  and  that  is  my  concern. 

So,  I  want  to  focus  today  on  the  economic  issue.  There  are  envi- 
ronmental issues,  but  in  my  judgment  the  crux  of  this,  more  than 
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the  environmental  issues,  is  what  is  going  to  happen  to  the  econ- 
omy of  this  country;  what  is  going  to  happen  to  jobs  in  this  country; 
what  is  going  to  happen  to  small  businesses  in  this  country? 

Because  time  is  limited,  I  want  to  focus  on  this  issue  of  the  dif- 
ferential in  labor  costs,  between  Mexico  and  the  United  States  and 
what  it  might  mean  when  we  put  together  two  such  disparate 
economies. 

The  arguments  that  we  have  heard  from  those  who  want  to  mini- 
mize this  differential  goes  something  like  this:  First,  wages  are  not 
a  major  reason  why  factories  have  moved  or  might  move  to  Mexico 
and  that  the  growth  of  the  maquiladora  plants  that  now  employ 
450,000  Mexican  workers  was  not  very  much  related  to  wages.  Sec- 
ond, wages  are  not  an  important  part  of  production  anyway.  Third, 
the  wage  differential  is  narrowing.  Fourth,  well,  even  if  wages  mat- 
ter, Mexican  workers  are  not  productive  and  American  workers  can 
compete  with  anybody  even  when  the  playing  field  is  tilted.  And 
the  fifth  argument  is  that  even  without  NAFTA,  any  displacement, 
any  dislocation  is  going  to  happen  anyway. 

First  of  all,  on  the  argument  that  wages  are  not  an  important 
reason  for  the  development  of  industrial  plants  in  Mexico,  I  must 
confess  the  public  does  not  find  this  persuasive.  Nor  do  I.  I  think 
it  is  much  better  to  simply  admit  that  they  were  a  part,  and  a  sub- 
stantial part,  of  the  reason  in  many  cases  and  confront  the  rami- 
fications of  it. 

A  postal  worker  from,  Warren,  MI,  named  Sarah  Halleck  brought 
my  attention  to  a  leaflet  that  was  sent  out  some  time  ago,  we  don't 
have  the  exact  date,  to  businesses  throughout  southeast  Michigan. 
On  the  front  it  says,  "Why  have  1,224  American  manufacturing 
companies  moved  production  to  Mexico?"  This  was  a  flyer  sent  to 
companies  by  the  maquila  Start-up,  Inc.,  in  Nogales,  AZ.  And  then 
inside  it  says,  "Because  they  are  saving  up  to  $27,000  per  direct 
labor  employee  per  year." 

The  flyer  goes  on  to  state  that  "a  few  of  the  advantages  that 
Mexico's  maquiladora  program  provides  American  manufacturers 
are" — and  the  first  thing  that  is  cited  "is  the  availability  of  low 
labor  cost."  So  I  think  it  is  simply  misleading  to  say  that  there  w?s 
not  any  real  relationship  between  wages  and  factories  moving  to 
Mexico.  And  we  in  this  country  owe  it  to  the  public;  we  in  this  Con- 
gress owe  it  to  the  public  to  face  up  to  this  issue. 

All  right,  second,  that  wages  are  not  an  important  part  of  pro- 
duction. There  was  an  article  in  the  Washington  Post  by  Jim  Glass- 
man,  and  the  headline — somewhat  reflecting  the  editorial  policy,  I 
think — reads,  "In  the  NAFTA  Fight,  Rages  Over  Wages  are  Irrele- 
vant." Well,  that  is  poetic,  but  it  is  wrong. 

The  article  contains  a  chart  labeled,  "Expenses  in  Mexico,"  alleg- 
edly detailing  the  cost  of  making  a  car.  The  cost  of  parts  and  com- 
ponents are  listed  as  larger  in  Mexico  than  in  the  United  States. 
We  have  dug  as  far  as  we  could  into  this  and  it  appears  the  as- 
sumption is  that  all  the  parts  used  in  Mexico  have  been  made  in 
the  United  States.  That  is  not  correct  now  and  it  will  not  be  correct 
in  the  future. 

Indeed,  the  phenomenon  we  have  seen  as  other  countries  have 
moved  their  plants  here,  their  assembly  plants,  is  that  they  have 
moved  their  parts  plants  here,  too.  There  are  300  to  400  Japanese 
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parts  plants  today  in  the  United  States  supplying  the  Japanese  as- 
sembly industry,  and  I  think  the  same  is  true  in  terms  of  compa- 
nies from  other  countries.  So  parts  suppliers  are  likely  to  continue 
moving  to  be  closer  to  the  assembly  plants  in  Mexico.  Labor  costs 
are  listed  as  higher  in  the  United  States — $700  versus  $140.  That 
really  understates  the  labor  differential.  It  surely  does  in  general 
and  it  does  even  in  terms  of  the  factories  in  Mexico  that  are  com- 
peting in  the  same  company  with  factories  in  the  United  States. 
There  is  a  wider  differential  than  that. 

Shipping  costs  are  wildly  wrong.  They  have  $1,000  in  Mexico  ver- 
sus $300  in  the  United  States.  But  that  assumes  a  shipment  from 
Detroit,  perhaps  to,  oh,  Louisville,  of  a  car  in  the  United  States, 
while  it  is  a  shipment  from  Hermosillo  to  Boston  in  terms  of  a  car 
assembled  in  Mexico.  If  you  take  the  cost  of  a  car  shipped  from 
Monterey  or  Hermosillo  to  California  or  to  Texas,  those  burgeoning 
auto  markets,  in  no  way  is  there  a  differential  of  three  to  one  ship- 
ping costs  in  Mexico  over  the  United  States.  No  way. 

What  bothers  me  is  we  are  trjdng  to  solve  a  problem  by  redefin- 
ing it  and  by  distorting  the  facts. 

Another  point  raised  by  the  article  relates  to  the  argument  that 
wages  are  not  the  reason  companies  went  to  Mexico,  that  wages 
don't  matter  very  much  anyway.  There  is  a  reference  in  Classman's 
article  to  wages  being  8  percent  of  overall  costs.  But  this  conven- 
iently does  not  factor  in  the  labor  in  producing  the  parts  that  go 
into  a  car. 

Then  there  is  the  third  argument  that  the  wage  differential  is 
narrowing.  Here  again  you  can  manipulate  facts  by  what  base  year 
you  take.  You  have  heard  the  argument  that  has  been  raging  over 
wage  differentials  and  there  has  been  the  claim,  well,  don't  take 
1982  to  1992,  because  Mexican  wages  in  real  terms  went  down 
from  1982  to  1992.  Take  1987  to  1992. 

Well,  I  am  not  sure  you  ought  to  take  1987  rather  than  1982.  It 
depends,  I  suppose,  on  your  point  of  view.  But  no  matter  which  you 
take,  it  is  a  gross  distortion  to  say  there  has  been  a  dramatic  nar- 
rowing of  the  wage  differential.  In  these  calculations,  Mexican 
wages  usually  are  figured  in  dollars. 

But  Mexicans  don't  buy  goods  in  dollars.  And  I  want  to  read  from 
a  September  11  article  in  the  Washington  Post  by  Harley  Shaiken 
who  addresses  this.  Among  the  more  serious  errors  in  evaluating 
the  performance  of  Mexican  compensation  is  that  it  is  in  dollars. 
Professor  Shaiken  writes,  "Using  this  measure,  wages  and  benefits 
have  risen  from  $1  in  1987  to  $2.35  in  1992,  a  whopping  gain  of 
135  percent.  Examining  Mexican  pay  gains  in  dollars  is  irrelevant 
to  analyzing  the  relation  of  wages  and  productivity  in  Mexico. 
Since  Mexican  workers  purchase  goods  in  pesos,  not  dollars,  they 
have  never  seen  this  pay  raise.  Moreover,  this  calculation  does  not 
adjust  for  inflation  in  U.S.  currency  and  picks  up  all  the  imbal- 
ances of  a  politically  charged  exchange  rate.  It  is  equivalent  to 
evaluating  how  well  U.S.  workers  have  done  by  converting  their 
wages  into  yen  and  then  measuring  their  gains  in  Japanese  cur- 
rency. If  we  measure  compensation  gains  between  1987  and  1992 
in  real  pesos,  the  increase  is  a  meager  13.5  percent.  During  this 
period  productivity  rose  by  at  least  24  percent." 
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Fourth,  there  is  the  argument,  and  I  heard  it  this  morning  on  a 
talk  radio  station  back  home,  that  Mexican  workers  are  not  produc- 
tive. In  the  maquiladora  plants  I  visited  on  two  different  occasions 
that  simply  was  not  true.  And  if  you  look  at  the  Ford  plant  in 
Hermosillo  and  compare  it  with  Wayne,  MI,  it  is  simply  not  true. 
The  productivity  is  essentially  the  same.  The  final  product  is  essen- 
tially the  same. 

Americans  should  not  sell  short  Mexican  workers.  The  low  wages 
allow  a  lot  of  expenditures  on  training  and  retraining.  It  is  no  use 
just  waving  the  flag  and  saying  that  Americans  can  compete  with 
anybody  and  outdo  anybody.  We  have  wonderful  workers,  but  they 
only  can  win  if  the  playing  field  is  somewhat  even.  If  you  tilt  it  too 
much,  as  we  learned  in  the  1980's,  even  the  best  American  workers 
will  lose. 

Fifth,  there  is  the  argument  that  it  is  going  to  happen  anyway; 
that  it  has  happened.  It  makes  NAFTA  irrelevant.  It  makes  yester- 
day's event  irrelevant.  It  makes  President  Salinas's  strong  support 
of  NAFTA  irrelevant.  But  it  is  not  going  to  happen  anyway.  The 
reason  the  event  was  held  yesterday  in  the  White  House,  and  the 
reason  President  Salinas  is  so  avidly  for  NAFTA,  is  that  it  would 
matter. 

It  is  true  there  has  been  some  investment  in  Mexico  without 
NAFTA.  Some  of  it  has  been  in  anticipation  of  NAFTA.  But  it  is 
also  true  NAFTA  will  matter.  NAFTA  will  make  investment  in 
Mexico  more  secure.  It  gives  a  good  housekeeping  seal  of  approval 
to  investment  in  Mexico.  There  will  be  insurance  and  other  guaran- 
tees that  will  flow  as  a  result  of  that,  some  of  them  built  into 
NAFTA  itself. 

And  here  is  what  it  says  to  American  companies.  You  can  invest 
in  Mexico  and  no  matter  what  the  dislocation,  not  much  will  hap- 
pen in  terms  of  the  reaction  of  the  United  States.  That  is  what  it 
says.  It  says,  structured  in  the  NAFTA  is  the  response  of  the  Unit- 
ed States  to  any  dislocation.  That  response  is  in  the  import  surge 
language,  Mr.  Chairman  and  my  colleagues,  and  that  import  surge 
language  is  far  from  any  assurance  that  if  there  are  major  disloca- 
tions there  will  be  a  response. 

There  is  now  a  lot  of  auto  production  in  Mexico.  There  is  very 
little  light  truck  production.  The  reason  is  because  of  a  tariff  that 
the  chairman  has  very  much  discussed. 

Chairman  Gibbons.  The  chicken  war. 

Mr.  Levin.  It  is  25  percent.  It  is  a  major  impediment  to  truck 
production  in  Japan  or  Mexico,  or  light  van  production.  It  is  cut  in 
half  immediately  under  NAFTA.  Immediately.  And  then  phased  out 
in  less  than  10  years. 

A  third  of  American  production  in  motor  vehicles  today  is  in 
trucks  and  light  vans.  It  is  a  fact  that  is  not  well  understood.  For 
workers  who  labor  on  the  assembly  of  light  trucks  and  vans  and 
for  workers  and  small  businesses  that  put  their  sweat  into  the  com- 
ponents that  go  into  lightly  trucks  and  vans,  there  is  a  concern. 

The  side  agreements  do  not  basically  change  the  equation  when 
it  comes  to  labor,  Mr.  Chairman.  There  is  more  of  a  change  in  the 
environment  than  there  is  in  terms  of  this  differential,  this  dispar- 
ity. The  sanctions  much  argued  about  apply  only  to  child  labor  and 
to  health  and  safety  and  to  the  minimum  wage.  The  side  agree- 
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ments  make  no  changes  as  to  the  guts  of  the  economic  equation: 
the  right  to  assemble,  the  right  to  organize,  the  right  to  strike. 

Mexican  labor  unions  are  company  unions,  but  not  in  the  sense 
it  is  meant  here.  They  are  part  of  the  state  apparatus.  They  are 
part  of  government.  They  are  not  free-trade  unions,  and  the  reason 
Mexico  did  not  agree  to  have  labor  management  relations  put  into 
the  sanctions  is  because  that  is  the  heart  of  the  economic  equation. 

Colleagues,  I  very  much  believe  in  change.  As  change  occurs,  we 
need  a  real  strategy.  I  don't  think  anyone  would  assume  that 
Japan,  for  example,  would  handle  integration  with  a  low- wage 
economy  the  way  we  are  doing  with  Mexico.  They  have  not.  They 
have  integrated  to  some  extent  their  economy,  for  example,  with 
Thailand.  They  have  done  so  in  a  way  to  make  sure  the  high  value 
added  jobs  remain  in  Japan.  We  are  not  doing  that  with  Mexico. 

We  did  not  have  a  strategy  in  the  1980's  as  the  deficit  rose  with 
Japan,  with  South  Korea  and  other  countries.  It  was  debated  in 
this  subcommittee  and  in  the  full  committee  and  in  the  Congress. 
And  we  heard  the  same  arguments  then  as  we  are  hearing  now, 
the  same  references  to  Smoot-Hawley,  on  and  on,  the  same  reason 
about  why  jobs  were  changing,  how  high  tech  was  taking  over,  the 
same  argument  about  protectionism.  But  it  turned  out  the  lack  of 
a  strategy  in  the  1980's  hurt  us.  And  now  we  are  adopting  a  strat- 
egy in  the  1990's  to  combat  the  trade  deficit  with  Japan  that  we 
should  have  adopted  in  the  1980's. 

True,  Japanese  competition  sharpened  American  competition,  but 
the  rigging  of  the  playing  field  also  destroyed  American  businesses 
and  American  jobs.  And  we  cannot  let  it  happen  again.  We  cannot 
define  away  the  problem,  and  I  am  determined  to  help  not  let  it 
happen, 

I  want  to  close  with  a  reflection  on  what  is  really  going  on  here. 
There  is  a  tendency  by  opponents  to  vilify  each  other.  I  don't  think 
we  should  let  that  happen.  We  are  not  facing  a  struggle  between 
demagogues  and  greedy  corporations.  That  is  not  basically  the 
issue.  The  issue  is  having  a  sensible,  active,  strong  trade  policy 
that  looks  after  the  needs  and  aspirations  and,  therefore,  the  jobs 
and  small  businesses  of  the  American  public. 

The  American  public  is  going  through  years  of  losing  income.  The 
American  public  has  gone  through  a  period  of  a  loss  in  the  1980's 
of  1  million  and  a  third  manufacturing  jobs.  If  the  public  is  con- 
cerned, it  is  for  good  reason. 

This  debate  is  not  being  driven  from  the  top,  it  is  being  driven 
from  the  bottom  by  the  typical  American  family.  Congress  and  the 
White  House,  all  of  us,  owe  an  intelligent,  reasoned,  honest  re- 
sponse to  those  concerns.  That  is  my  concern,  and  I  am  determined 
to  be  active  in  this  debate  not  only  expressing  the  concerns  of  the 
typical  family,  but  trying  to  respond  to  them. 

Thank  you,  Mr.  Chairman  and  my  colleagues. 

Chairman  Gibbons.  Thank  you,  Sander. 

[The  prepared  statement  follows:] 
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Thank  you,  Mr.  Chairman,  for  giving  me  this  opportunity 
to  express  my  views  on  the  North  American  Free  Trade  Agreement 
(NAFTA)  now  that  the  supplemental  agreements  have  been 
completed. 

As  you  and  the  other  Members  of  this  Subcommittee  know,  I 
have  not  been  among  those  who  have  said  for  the  past  two 
years:  "NAFTA  under  no  circumstances."   Indeed,  as  one  who 
supported  the  U.S. -Canada  Free  Trade  Agreement  and  who  was 
actively  involved  in  the  effort  to  achieve  realistic  and 
positive  results  in  the  Uruguay  Round  of  GATT  negotiations,  I 
have  demonstrated  my  commitment  to  the  benefits  that  can  be 
derived  from  expanded  trade. 

But  I  have  warned  from  the  beginning  that  traditional 
economic  theories  and  existing  institutional  frameworks  do  not 
address  adequately  the  challenges  posed  by  integrating  two 
economies  as  disparate  as  those  of  the  United  States  and 
Mexico.   And  I  have  consistently  vowed  to  fight  any  agreement 
that  fails  to  address  this  basic  economic  issue. 

The  NAFTA  negotiated  and  signed  in  haste  by  the  Bush 
Administration  clearly  did  not  address  this  basic  issue,  and  I 
opposed  it.   But  I  and  many  other  supporters  of  expanded  trade 
with  Mexico  worked  with  the  Clinton  Administration  in  the  hope 
that  strong  supplemental  agreements  would  allow  us  to  vote  in 
favor  of  NAFTA. 

To  my  deep  disappointment,  however,  the  Clinton  NAFTA  is 
not  fundamentally  different  from  the  Bush  NAFTA.   The  package 
remains  essentially  the  same,  with  a  few  added  bows  and 
ribbons. 

Therefore,  I  have  no  alternative  but  to  vigorously  oppose 
this  agreement. 
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For  many  months  now,  the  debate  surrounding  NAFTA  has 
become  increasingly  polarized  and  increasingly  emotional.   In 
this  environment,  slogans  and  sound  bites,  distortion  and 
disinformation  have  obscured  the  genuine  concerns  that  many 
Americans  have  about  the  agreement. 

Unfortunately,  this  is  typical  of  the  way  we  have 
discussed  trade  issues  in  this  country  for  more  than  a  decade. 
Proponents  of  free  trade  agreements  are  characterized  as  evil 
agents  of  a  greedy  corporate  clique.   Opponents  are  labeled 
"protectionist"  and  are  treated  as  if  they  were  the 
reincarnation  of  Mr.  Smoot  and  Mr.  Hawley,  whose  high  tariffs 
many  claim  to  be  responsible  for  the  Great  Depression. 

In  our  times,  only  a  few  issues  are  beset  by  this  kind  of 
polarization,  the  kind  that  strangles  intelligent  discussion. 
Among  them:  race,  abortion,  and  now  trade. 

I  have  spent  a  good  part  of  the  last  seven  years  fighting 
against  the  hyperbole  on  both  sides  of  the  trade  debate. 

I  don't  like  know-nothings  on  the  one  hand  and  know-it- 
alls  on  the  other. 

That  is  why  I  am  determined  today  at  this  hearing  to 
continue  to  fight  against  the  tyranny  of  polarization.   I  am 
determined  to  raise  basic  issues  about  NAFTA  without  resorting 
to  the  kind  of  extremism  that  so  often  has  scared  off  and 
sometimes  captured  debate  over  trade  issues. 

So  let's  have  some  straight  talk.   Let's  just  admit 
openly  that  NAFTA  is  in  trouble  in  substantial  measure  because 
the  American  economy  is  in  trouble. 

Workers  and  businesses  are  concerned  about  jobs,  for 
themselves  and  for  their  families.   For  years,  they  have  been 
buffeted  by  job  and  business  dislocation,  including 
dislocation  to  Mexico,  and  they  are  discouraged  by  the 
lingering  effects  of  the  recession.   The  standard  of  living  of 
middle  and  low  income  Americans  has  been  slipping  in  recent 
years,  in  real  dollar  terms.   Real  average  weekly  earnings 
fell  in  the  1970s  and  continued  to  decline  through  the  1980s, 
despite  an  economic  recovery  and  expansion  that  lasted  eight 
years.   New  jobs  are  being  created  again,  but  better  jobs  are 
being  lost.   All  or  almost  all  of  the  net  employment  growth 
since  the  1980s  has  been  in  the  services  sector. 

It  is  not  enough  to  say  to  these  people  that  "it  will  all 
come  out  in  the  wash,"  that  more  jobs  may  be  created  than  are 
lost,  that  somebody  somewhere  will  get  a  job  even  if  you  lose 
yours.   Econometric  studies  concluding  that  NAFTA  will  result 
in  net  job  gains  are  cold  comfort  to  the  people  and  the 
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businesses  in  the  trenches,  particularly  when  there  are 
reputable  econometric  studies  on  the  other  side  that  predict 
significant  net  job  losses  under  NAFTA. 

These  legitimate  concerns  are  the  source  of  much  of  the 
sentiment  against  NAFTA.   Those  who  believe  otherwise  —  who 
believe  that  opposition  to  NAFTA  is  driven  merely  by  a  few 
labor  leaders,  or  Ross  Perot,  or  pandering  elected  officials 
—  have  failed  to  get  out  among  the  rank  and  file.   NAFTA  is 
far  more  a  bottom-up  than  a  top-down  phenomenon.   It  can  be 
argued  that  the  public  is  ill-informed.   Time  will  tell.   But 
it  is  a  fatal  mistake  to  dismiss  the  public's  concerns  as 
those  of  a  myopic  mass. 

For  years,  there  has  been  a  considerable  gap  between  the 
public  and  many  opinionmakers  (including  an  almost  solid 
phalanx  of  editorial  writers  and  economists)  on  issues  of 
trade.   The  opinionmakers  have  tended  to  dismiss  trade 
concerns  as  "protectionism"  and  have  argued  that  no  action  is 
better  than  some,  that  trade  imbalances  would  work  themselves 
out. 

But  they  haven't. 

Beginning  in  the  mid-1980s,  concerns  grew  about  the  huge 
trade  deficit  with  Japan.   In  the  motor  vehicle  and  parts, 
machine  tool,  computer  chip  and  many  other  industries,  there 
was  a  severe  erosion  of  American  company  market  share.   True, 
there  were  some  benefits  that  came  from  increased  competition, 
but  there  also  were  grave  consequences  for  American  businesses 
and  jobs  from  the  unlevel  playing  field  and  unfair  trade 
practices  as  the  Japanese  targeted  our  markets  while 
maintaining  huge  informal  barriers  to  theirs. 

Pleas  were  raised  for  adoption  of  a  Japan  policy  based  on 
results,  not  on  mere  talk.   But  these  pleas  were  met  by  the 
chorus  of  opinionmakers  rising  up  in  lock  step  to  label  any 
policy  based  on  concrete  action  as  "protectionism." 

Now,  almost  a  decade  later,  it  appears  that  those  who 
raised  their  voices  with  concern  in  the  mid-80s  were  right. 
The  Clinton  Administration  has  adopted  a  results-oriented 
trade  policy  toward  Japan.   Even  the  Japanese  Prime  Minister 
is  now  extolling  the  virtues  of  targets. 

Those  of  us  who  oppose  NAFTA  do  not  opposed  expanded 
trade.   Rather,  we  want  to  apply  to  Mexico  the  same  kind  of 
realism  and  emphasis  on  results  that  is  now  being  applied  to 
Japan.   With  NAFTA' s  unprecedented  integration  of  two  very 
different  economies,  we  seek  an  end  to  the  helter-skelter, 
"let  the  chips  fall  where  they  may"  crap-shoot  that  has 
masqueraded  as  U.S.  trade  policy. 
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This  is  not  the  way  the  Japanese  have  approached 
integration  with  developing  nations.   They  do  not  rely  solely 
on  vague  econometric  predictions  of  over-all  job  growth  and  a 
blind  obedience  to  fate.   The  Japanese  plan  their  role  in 
trade  relationships  carefully  in  order  to  retain  high-skill, 
high-wage  jobs  at  home. 

My  deep  concern  is  that  the  Clinton  Administration  is 
making  the  same  mistake  with  Mexico  that  the  Reagan  and  Bush 
Administrations  made  with  Japan.   We  hear  the  same  refrain  in 
response  to  any  criticism:   "No  problem,  no  problem." 

But  as  with  Japan,  the  public  rightfully  demands  a  more 
proactive,  more  reasoned  approach  to  Mexico.   The  public  wants 
to  know  more  specifically  what  will  be  the  results  of 
integrating  our  high-wage,  high-productivity  American  economy 
with  the  Mexican  economy,  particularly  those  high-productivity 
industrial  sectors  of  the  Mexican  economy  with  wages  and 
benefits  that,  through  government  controls,  are  kept  at  around 
ten  percent  of  those  in  the  United  States. 

In  my  judgment,  there  were  ways  to  build  meaningful 
safeguards  into  expanded  trade  with  Mexico. 

*  Addressing  Job  Flight  To  Mexico — American  workers  care 
most  about  whether  their  jobs  will  move  to  Mexico.   A 
mechanism  should  have  been  considered  that  ties  major 
economic  dislocation  in  key  sectors  to  a  suspension  of 
related  elements  of  NAFTA.   In  addition,  the  Clinton 
Administration  should  have  sat  down  with  the  major 
corporations  that  are  promoting  NAFTA  to  find  out  what 
their  investment  plans  are  for  the  North  American  market 
in  the  near  future. 

*  Tying  Productivity  to  Wages — In  an  April  1993  article, 
BusinessWeek  likened  the  Mexican  government's  control  of 
wages,  prices  and  labor  unions  to  an  Asian-style 
controlled  economy.   If  the  Mexican  government  can  stifle 
Mexican  labor  unions  and  control  wages  in  particular 
industries,  it  can  lure  investment  from  the  United 
States. 

Devices  could  have  been  created  to  link  wages  with 
productivity  in  Mexico.   This  is  critical.   A  commitment 
also  should  have  been  obtained  from  President  Salinas 
that  it  is  not  the  Mexican  government's  policy  to  lure 
jobs  from  the  United  States  at  the  expense  of  both 
Mexican  and  American  workers.   Finally,  NAFTA 
environmental  or  labor  commissions  should  have  been 
empowered  to  levy  trade  sanctions  on  goods  produced  in 
violation  of  environmental  and  workers-rights  standards. 
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including  the  right  to  organize  and  the  right  of 
association. 

*  Making  Sure  NAFTA  Increases  Exports  and  Creates  Jobs — The 
Clinton  Administration's  export,  training  and  jobs 
programs  should  be  designed  to  ensure  that  NAFTA  really 
increases  trade  instead  of  primarily  increasing 
investment  in  Mexico.   Jobs  and  training  programs  should 
be  targeted  to  industries  and  areas  where  NAFTA' s 
potential  for  dislocation  is  greatest  --  before  that 
dislocation  occurs.   Export  programs  should  be  focused  on 
Mexico,  so  that  businesses  continue  to  make  products  in 
the  United  States. 

*  Require  the  Mexican  Government  to  Demonstrate  by  concrete 
actions  a  serious  intent  to  reform  its  labor  relations 
system  by  providing  workers  with  broader  rights. 

Instead  of  these  meaningful  safeguards,  we  are  hearing  a 
combination  of  rhetoric  and  distortion. 

The  rhetoric  says  that  NAFTA  will  create  a  "level  playing 
field"  in  which  competition  takes  place  under  "fair  rules" 
governing  "open"  markets.   But  this  is  not  enough.   These 
characterizations  only  beg  the  question.   Will  NAFTA  really  be 
fair?  or  level?  or  open? 

The  distortion  comes  in  attempts  to  dispose  of  these 
central  questions  with  dubious  statistics.   One  recent  example 
of  such  distortion  is  contained  in  the  article  this  past 
Saturday  by  James  Glassman  in  the  Washington  Post.   It 
endeavors  to  strike  a  stake  in  the  heart  of  the  public's 
unrest  over  competing  with  a  work  force  that  receives  just  a 
few  dollars  an  hour.   The  article  states  that  "wages  don't 
matter"  because  labor  is  a  tiny  part  of  overall  costs,  just  2 
percent  of  overall  costs  in  the  case  of  an  auto  made  in  Mexico 
and  only  8  percent  for  an  auto  made  in  the  United  States. 

But  even  a  cursory  examination  of  the  underlying  data 
shows  just  how  meaningless  the  2-percent  and  8-percent  figures 
are. 

To  begin,  the  article  vastly  understates  labor  costs. 
For  example,  it  cites  auto  parts  as  comprising  over  80  percent 
of  an  automobile's  costs.   But  aren't  labor  costs  embedded  in 
this  significant  component,  and  won't  those  labor  costs  come 
down  if,  as  is  already  happening,  parts  suppliers  for  Mexican 
auto  factories  also  relocate  to  Mexico?   Yet  it  appears,  based 
on  the  article's  use  of  comparable  parts  costs  for  Mexico  and 
the  U.S.,  that  the  article  assumes  both  Mexican  and  U.S. 
manufacturers  will  be  getting  all  their  parts  from  Detroit. 


117 


The  article  also  appears  to  include  only  the  cost  of 
hourly  labor  and  not  the  cost  of  salaried  employees.   Yet 
there  are  roughly  300  salaried  personnel  at  Ford's  Hermosillo 
plant,  creating  additional  savings  for  such  runaway  plants  as 
compared  to  those  that  would  remain  in  the  U.S. 

The  article  also  claims  that  savings  from  cheap  Mexican 
labor  are  offset  by  higher  Mexican  shipping  costs,  which  are 
said  to  be  $300  for  U.S.  cars  and  $1,000  for  Mexican-made 
cars.   But  shipping  costs  depend  on  where  the  car  is  sold.   It 
will  be  far  cheaper,  for  example,  to  transport  a  car  from 
Mexico  to  the  burgeoning  California  auto  market  than  to  ship  a 
car  from  Detroit  or  Tennessee. 

Finally,  even  if  one  accepts  that  American  cars  are 
cheaper  to  bring  to  market  than  Mexican  cars,  the  difference 
is  so  slight  that  the  expected  devaluation  of  the  peso  by  10 
or  20  percent  will  easily  turn  the  tables  on  U.S.  automakers. 

Despite  their  questionable  underpinnings,  however,  the 
U.S.T.R.  also  rests  its  case  on  these  distorting  statistics. 

I  could  cite  many  other  examples,  such  as  the  often  cited 
"fact"  that  the  U.S.  has  gained  jobs  through  increased  exports 
to  Mexico.   This  ignores  the  fact  that  many  of  the  exports  are 
component  parts  which  previously  were  shipped  to  U.S. 
factories.   These  kinds  of  exports  reflect  job  losses,  not 
gains.   Moreover,  any  job  gains  from  exports  are  probably 
offset  by  job  losses  from  imports,  which  are  never  mentioned 
by  NAFTA  supporters. 

Or  there  is  the  often  touted  trade  surplus  with  Mexico, 
reversing  an  earlier  trade  deficit.   But  many  of  our  exports 
are  capital  goods,  which  help  create  factories  in  Mexico 
designed  to  ship  goods  to  the  U.S.   Thus,  in  the  long  run,  our 
current  exports  could  well  lead  us  back  into  a  trade  deficit. 
This  is  more  likely  if  the  peso  is  devalued. 

Since  the  beginning  of  these  trilateral  negotiations,  I 
have  consistently  urged  our  negotiators  not  to  engage  in  such 
distortion,  but  to  take  an  in-depth  look  at  NAFTA' s  potential 
impact  on  key  sectors  of  our  economy. 

I  put  my  common-sense  requests  into  legislation  during 
the  fast-track  debate  two  years  ago.   My  bill  required 
periodic,  formal   congressional  reviews  of  the  U.S. 
negotiating  position,  and  an  analysis  of  NAFTA' s  impact  on  key 
economic  sectors  and  on  the  environment.   The  Bush 
Administration  worked  to  kill  that  legislation,  and  the 
Clinton  Administration  has  misread  its  central  message. 
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As  a  result,  NAFTA  is  seriously  flawed. 

*  The  supplemental  agreements  on  labor  and  the  environment 
do  not  substantively  improve  the  basic  agreement. 

*  The  auto  sector  agreement  give  Mexico  a  ten-year 
advantage  over  the  United  States  in  maintaining  its 
restrictive  system,  and  the  flat-glass  negotiations  favor 
a  Mexican  monopoly  over  competitive  U.S.  companies. 

*  The  agreement  fails  to  address  the  relationship  between 
productivity  and  wages  in  Mexico's  increasingly  efficient 
but  underpaid  workforce. 

*  No  comprehensive  economic  analysis  of  potential 
dislocation  in  key  U.S.  industries  has  ever  been 
prepared. 

We  should  not  be  misled  by  those  who  claim  that  job 
dislocation  will  happen  even  without  NAFTA.   This  is  belied  by 
the  amount  of  political  capital  that  the  Salinas  government 
has  invested  in  this  agreement.   If  these  things  were  going  to 
happen  anyway,  the  Mexican  government  would  not  be  so  eager  to 
put  the  NAFTA  into  place.   The  fact  is  that  NAFTA  provides 
significant  new  investment  guarantees  that  will  make  it  much 
more  likely  that  businesses  will  locate  or  relocate  in  Mexico. 
These  guarantees  will  take  investment  that  otherwise  might 
have  gone  to  the  U.S.  and  divert  it  to  Mexico. 

Nor  should  we  believe  that  NAFTA-related  job  concerns  can 
effectively  be  addressed  through  after-the-fact  retraining  or 
income  maintenance  programs.   Experience  shows  that  dislocated 
workers  from  highly  skilled  jobs  rarely  find  work  that  pays 
them  comparable  wages,  even  with  retraining  assistance.   And 
for  those  who  are  fortunate  enough  to  find  work,  the  amount  of 
replacement  income  offered  by  programs  like  the  Earned  Income 
Tax  Credit  only  barely  begins  to  offset  the  loss  of  earnings. 

Finally,  we  should  not  be  taken  in  by  the  facile  argument 
that  rejecting  NAFTA  is  worse  than  accepting  NAFTA. 
Supporters  of  the  pact  raise  dark  threats  that  Mexico's 
political  and  economic  progress  will  unravel,  unleashing  a 
tidal  wave  of  illegal  immigration  into  the  U.S.,  if  NAFTA  is 
rejected.   This  wrongly  assumes  that  NAFTA  opponents  would  not 
seek  to  return  immediately  to  the  bargaining  table  to  strike  a 
fair  and  mutually  beneficial  agreement.   It  also  ignores  the 
possible  beneficial  effects  that  a  more  careful  review  of 
NAFTA  would  have  on  the  political  process  in  Mexico. 

We  should  expect,  as  the  European  Community  did  in 
accepting  membership  from  Spain  and  Portugal,  that  Mexico 
establish  credible  democratic  institutions  before  economic 
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union.  Moreover,  many  immigration  experts  believe  that  NAFTA 
will  increase  illegal  immigration  in  the  first  5  to  10  years, 
with  any  improvement  coming  in  the  longer  term. 


The  American  people  understand  the  NAFTA  issue  better 
than  they  have  been  given  credit  for.   They  know  the  main 
issue  is  jobs,  not  the  details  of  the  make-up  of  one  or 
another  commission,  as  significant  as  they  may  be.   Americans 
are  not  inward-looking  isolationists,  but  they  need  to  know 
that  agreements  being  negotiated  by  their  government  will 
serve  their  interests,  their  jobs  and  their  small  businesses. 

President  Clinton's  economic  package  and  his  policy 
toward  Japan  responded  to  the  basic  concerns  of  the  American 
people.   The  NAFTA  package  fails  this  test,  and  that's  why  it 
is  being  rejected  by  the  public  and  must  ultimately  be 
rejected  by  this  body. 
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Chairman  Gibbons.  Let  me  say,  as  always,  you  have  delivered 
a  very  thoughtful  statement  there.  Let  us  assume  for  a  moment 
that  your  position  prevailed  and  that  NAFTA  does  not  become  law 
and  we  go  back  to  the  status  quo.  Will  we  be  better  off  with  the 
status  quo  or  will  we  be  better  off  with  having  passed  NAFTA  and 
having  gained  an  open  market  in  Mexico? 

Mr.  Levin.  I  think  there  is  a  third  way,  Mr.  Chairman.  It  is  a 
way  that  I  have  advocated  and  worked  hard  to  achieve,  so  far  un- 
successfully, and  that  is  an  agreement  between  our  two  countries 
that  is  much  more  sensitive  to  the  disparities  between  our  two 
economies. 

I  strongly  urged,  for  example,  that  the  supplemental  agreements 
in  terms  of  the  dispute  mechanism  and  the  enforcement  mecha- 
nism look  after  the  guts  of  labor-management  relations  in  any 
country.  The  supplemental  agreements  failed  to  do  that  in  the  case 
of  Mexico. 

I  urged  that  we  sit  down  with  major  companies  in  major  indus- 
tries in  this  country  and  find  out  what  their  plans  might  be  and 
try  also  to  obtain  some  understanding  and  perhaps  some  assur- 
ances as  to  what  would  happen  to  jobs  in  this  country.  And  I  made 
that  plea  to  some  corporate  executives  directly.  There  has  been  no 
response. 

And  lastly,  although  there  are  other  points  I  would  make,  we 
should  have  shaped  NAFTA  so  that  if  there  were  major  disloca- 
tions, we  had  something  more  to  do  than  call  off  the  entire  agree- 
ment, because  that  will  not  happen.  That  will  not  happen. 

But  those  ingredients  essential  to  an  agreement  responsive  to  the 
concerns  of  American  workers  and  businesses  are  not  found  in 
NAFTA.  So  I  think  what  would  happen  is  not — it  is  not  an  "either/ 
or"  proposition.  I  am  not  suggesting  that  we  don't  need  some  form 
of  agreement. 

I  withheld,  as  you  know,  Mr.  Chairman,  and  urged  others  to 
withhold  their  judgment  on  NAFTA  until  the  supplementals  were 
negotiated.  I  was  deeply  disappointed  with  the  results  and  so  I  am 
stating  that. 

There  is  a  third  way,  Mr.  Chairman. 

Chairman  GIBBONS.  Thank  you.  Mr.  Matsui. 

Mr.  Matsui.  Thank  you,  Mr.  Chairman. 

Sandy,  I  would  also  like  to  commend  you,  as  Chairman  Gibbons 
did,  for  your  very  thoughtful  commentary.  I  appreciate  it  very 
much.  In  fact,  one  of  the  reasons  that  I,  and  I  think  probably 
Chairman  Gibbons  took  the  same  position,  did  not  travel  with  the 
President  to  Louisiana  today  is  because  I  did  want  to  hear  your 
testimony  and,  as  you  and  I  have  been  talking  over  the  months  on 
NAFTA,  I  have  to  tell  you  you  are  a  very  strong,  worthy  adversary 
in  this  particular  debate  and  somebody  for  whom  all  of  us  on  this 
committee  have  a  great  deal  of  respect. 

Mr.  Levin.  Thank  you. 

Mr.  Matsui.  I  appreciate  the  fact  that  you  raised  these  five  areas 
in  terms  of  the  issue  of  wages.  I  might  just  discuss  them  and  have 
you  respond  to  them,  if  you  desire. 

I  don't  believe  anybody  who  supports  NAFTA,  including  the 
President,  is  suggesting  that  the  wage  disparity  is  narrowing  and 
therefore  it  is  not  a  problem.  I  think  the  reason  we  raise  the  wage 
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disparity  issue,  and  the  reason  we  use  1988  as  the  base  date  for 
this  debate,  is  because  opponents  have  been  suggesting  that  the 
Mexican  Government  is  exploiting  their  workers  with  low  wages. 
As  a  result  of  that,  we  needed  to  respond  with  facts  that  dem- 
onstrated that  since  President  Salinas  took  office  in  1988,  that 
changed  dramatically. 

I  think  those  that  have  studied  the  history  of  Mexico  would  agree 
that  Mexico  has  exploited  its  workers  over  the  years.  But  since 
President  Madrid  and  then  President  Salinas  took  office,  particu- 
larly since  President  Salinas  took  office,  that  has  changed.  They 
are  trying  to  reform  their  election  system.  They  are  trying  to  open 
up  their  country. 

Sixty  percent  of  the  Government-owned  industries  now  are 
privatized.  We  have  in  our  midst  in  Latin  America  a  person  who, 
100  years  from  now,  Americans  will  look  upon  as  a  statesman  who 
wanted  to  make  changes  in  his  country  similar  to  those  that  Presi- 
dent Gorbachev  made  in  the  former  Soviet  Union.  I  don't  think  he 
is  given  enough  credit.  I  only  respond  to  that  because  nobody  is 
suggesting  that  the  wage  issue  is  not  an  issue  that  we  should  be 
concerned  about. 

I  think,  as  Secretary  Reich  testified  yesterday,  wages  are  a  factor 
in  many  cases.  But  in  most  cases  today,  because  wages  are  such 
a  small  component  of  the  cost  of  doing  business,  except  in  the  serv- 
ice industry,  wages  are  not  necessarily  the  determining  factor  in 
terms  of  business  activity.  In  fact,  I  think  based  on  my  questioning 
of  Secretary  Reich,  the  two  countries  that  we  most  fear  from  an 
economic  point  of  view  are  Germany  and  Japan  and  their  average 
wages  are  much  greater  than  those  of  the  United  States.  And  Por- 
tugal and  Haiti  and  other  countries  have  wages  that  are  much 
lower  than  ours  but  we  don't  fear  them  as  competitors,  and  cer- 
tainly we  are  not  witnessing  an  exodus  of  United  States  companies 
going  to  Haiti  or  Portugal  or  other  low-wage  areas. 

In  fact,  the  reason  this  is  happening  in  Mexico  is  because  of 
maquiladora.  And  the  irony  of  all  this,  I  think  as  Chairman  Gib- 
bons was  implying  in  his  question,  is  the  fact  that  over  a  15-year 
period,  if  NAFTA  passes,  the  maquiladora  staging  grounds  for 
United  States  or  for  Mexican  exports  going  to  the  United  States, 
would  be  completely  obliterated.  And  so  this  would  solve  that  prob- 
lem that  I  think  you  and  Gerry  Kleczka  and  a  number  of  others 
have  been  really  concerned  about. 

In  addition,  I  might  just  indicate  that — I  am  somewhat  troubled 
by  this.  In  terms  of  the  issue  of  investments,  that  this  NAFTA  is 
really  an  investment  agreement  to  create  more  investments  into 
Mexico  because  Mexico  will  be  more  stable. 

I  guess  the  question  I  have  to  ask  is,  isn't  that  what  we  want; 
a  stable  Mexico?  So  immigration  and  illegal  immigration  will  not 
move  up  North?  Is  that  not  what  the  former  Western  Germany 
wants  with  respect  to  the  former  East  Germany?  Isn't  that  what 
Russia  wants  within  its  own  country  and  in  the  former  Soviet  Re- 
publics, now  in  a  state  of  chaos?  They  want  stability  in  those  coun- 
tries, and  here  we  have  an  opportunity  to  create  stability. 

Yes,  it  will  create  more  investment,  but  this  is  where  I  think 
many  of  us,  and  there  was  a  great  article  I  think  in  the  New  York 
Times  and  Washington  Post  this  morning,  an  analysis  piece,  this 


122 

is  where  I  think  many  of  us  really  differ.  I  want  to  see  Mexico  suc- 
ceed. I  want  to  see  more  investments  going  to  Mexico,  Japanese, 
United  States,  and  German.  What  I  want  to  see  is  a  stable  middle 
class  in  Mexico  that  will  buy  United  States  consumer  goods,  and 
that  is  the  second  aspect  of  the  NAFTA  agreement.  Over  a  15-year 
period,  those  very  high  tariffs  that  Mexico  has  against  United 
States  products,  will  completely  diminish  and  become  zero.  Then, 
within  the  next  5  years,  computers  built  in  the  United  States, 
hopefully  in  California,  will  be  shipped  to  Mexico  duty  free.  The 
auto  parts  which  currently  have  a  15-percent  duty  will  be  shipped 
to  Mexico  duty  free.  As  President  Clinton  said  yesterday  in  his  re- 
marks, as  soon  as  NAFTA  is  passed  in  the  first  12  months  we  ex- 
pect 60,000  United  States  automobiles  being  shipped  to  Mexico,  in- 
stead of  the  1,000  a  year  that  are  being  shipped  at  this  time. 

So  this  is,  I  think,  where  we  disagree.  I  don't  see  trade  between 
countries  or  multilateral  trade  between  many  countries  to  be  a 
sum-zero  game.  If  there  is  a  Mexican  job  gain,  that  does  not  nec- 
essarily mean  a  United  States  job  loss.  In  fact,  if  there  is  a  Mexi- 
can job  gain,  there  is  probably  going  to  be  two  United  States  jobs 
gained,  because  we  create  a  market  for  United  States  products, 
particularly  if  those  tariffs  go  down. 

Now,  let  me  add,  and  I  will  not  take  much  longer,  because  I 
know  many  other  colleagues  would  like  to  ask  questions  and  I 
would  expect  you  to  respond,  that  I  think  one  of  the  basic  issues 
you  are  concerned  about,  is  the  issue  of  the  ability  to  organize. 

I  have  to  tell  you  that  is  a  concern  of  mine  as  well,  but  if  you 
develop  a  middle  class  in  Mexico,  I  have  to  believe  that  education 
standards  will  go  up,  and  Mexicans  right  now  have  a  very  high 
education  standard,  although  you  would  not  know  that  listening  to 
the  opposition.  The  opponents  think  that  it  is  a  country  in  which 
there  are  no  educational  standards.  They  have  a  very  high  edu- 
cational standard.  If  you  couple  that  with  middle-class  resources, 
I  think  unions  will  begin  to  establish  themselves,  particularly  as 
President  Salinas  is  moving  to  a  more  Democratic  form  of  govem- 
m.ent. 

I  don't  know  if  that  is  something  that  we  can  insist  upon  from 
Mexico  or  from  the  Mexican  Grovernment.  Only  13  percent  of  our 
U.S.  workers  are  unionized.  I  think  it  would  be  ironic  if  the  Japa- 
nese should  say,  well,  "before  we  open  all  our  markets  you  will 
have  to  have  80  percent  union  workers  in  your  country."  I  think 
everyone,  including  those  of  us  who  are  supportive  of  labor  unions 
generally,  would  be  outraged  that  another  country  would  suggest 
to  us  that  we  are  not  treating  our  workers  well. 

I  think  that  comes  over  a  period  of  time,  and  also  the  minimum 
wage  issue.  As  you  know,  President  Salinas  has  said  that  he  will 
tie  productivity  to  the  minimum  wage.  If  we  would  try  to  move  a 
minimum  wage  bill  through  the  House  and  Senate  over  the  next 
few  months  from  $4,25  to  $4.50,  I  am  sure  it  would  be  defeated. 
So  we  could  not  pass  such  a  piece  of  legislation,  and  we  have  al- 
ready gotten  out  of  the  President  of  Mexico  a  concession  that  he 
will  tie  it  to  productivity  for  the  length  of  the  agreement. 

So  I  have  to  believe  in  free  trade  overall  and  say  that  I  really 
do  not  understand  the  arguments  of  the  opponents,  unless  we  just 
have  this  basic  disagreement  about  the  value  of  free  trade.  Oppo- 
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nents  believe  trade  is  a  zero-sum  but  and  those  of  us  who  do  be- 
lieve in  bilateral  trade  believe,  in  fact,  that  everybody  advances  be- 
cause you  increase  standards  of  living  and  create  a  greater 
consumer  market. 

So  those  are  some  of  the  issues  that  I  think  we  may  have  joined, 
and  I  would  appreciate  a  response.  You  have  given  thoughtful  re- 
sponses and  I  would  appreciate  hearing  from  you. 

Mr.  Levin.  Thank  you  very  much. 

Briefly,  I  don't  think  trade  is  a  zero-sum  game,  not  for  a  minute. 
I  am  in  favor  of  more  trade  and  have  worked  in  the  GATT,  our  part 
of  it,  to  try  to  bring  that  about,  and  I  voted  for  the  United  States- 
Canada  Free-Trade  Agreement.  Trade  is  not  a  zero-sum  game,  but 
if  it  is  a  game  where  the  playing  field  is  terribly  tilted,  we  can  lose. 
That  is  the  lesson  of  the  1980's,  and  let  us  not  repeat  the  1980's 
in  the  1990's. 

Quickly,  the  discussion  of  exploitation  of  workers  in  Mexico.  I 
would  rather  all  of  us  try  to  use  language  that  is  not  so  purple  that 
we  never  discuss  the  facts.  What  Mexico  is  doing  is  following  a  low- 
wage  strategy,  Mr.  Matsui.  And  if  there  is  any  doubt  about  that, 
read  one  of  the  articles  in  Business  Week  or  the  New  York  Times 
some  months  ago.  They  describe  how  Mr.  Salinas  sits  in  discus- 
sions with  corporations  about  what  wages  will  be  paid.  They,  in  the 
maquiladora  areas,  which  are  not  only  northern  Mexico,  have  fol- 
lowed, have  enforced  a  low-wage  strategy.  It  is  called  El  Pacto. 

Wages  are  important.  I  mean,  why  does  Japan  fight  to  keep  high 
wage  jobs,  high  value  added  jobs? 

TTie  reference  to  Haiti.  Haiti  does  not  have  the  same  kind  of 
work  force  that  Mexico  does,  and  Bangladesh  is  thousands  of  miles 
away.  Let  us  face  the  reality  of  two  countries  with  very  disparate 
economies  where  the  other  also  has  trained  or  trainable  workers 
who  can  compete  with  American  workers  while  they  are  receiving 
one-seventh  or  less  of  the  wage. 

It  was  said  here  yesterday  that  we  are  ending  maquiladora.  No, 
what  we  are  doing  is  allowing  it  to  spread  throughout  Mexico. 
NAFTA  does  not  prevent  that.  The  argument  is  that  we  want  in- 
vestment in  Mexico.  I  like  the  country  very  much.  My  family  has 
deep  roots  in  Mexico.  I  want  to  see  it  grow,  but  not  at  the  expense 
of  American  workers  and  businesses.  That  is  the  issue. 

In  Germany,  and  the  former  East  Germany,  they  are  worried 
about  competition  from  low-wage  countries  like  Hungary.  They  are 
not  just  saying  to  German  business,  go  there,  take  advantage  of  the 
low  wage.  There  is  some  kind  of  a  strategy. 

By  the  way,  from  what  I  saw  in  the  maquiladora  areas,  it  is  not 
at  all  true  that  $1.25  an  hour  is  preventing  people  from  going  from 
Tijuana  to  San  Diego;  $1.25  an  hour  will  not  do  it. 

And  lastly,  let  me  just  comment  on  the  ability  to  organize,  the 
development  of  a  middle  class,  the  argument  that  only  13  percent 
of  America  is  unionized.  Look,  I  don't  want  to  impose  unions  on 
anybody  in  the  United  States  or  Mexico.  I  want  them  to  have  a  free 
choice.  They  don't  have  that  in  Mexico.  They  don't  have  it.  And  the 
unionization,  the  organization  of  American  workers  in  this  country 
affects  the  overall  wage  structure  for  people  organized  and  unorga- 
nized. 
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I  would  just  close,  you  know,  there  is  some  notion  about  the  play 
of  special  interest  here.  I  just  don't  think  jobs  are  a  special  interest. 

Mr.  Matsui.  Did  I  say  that? 

Mr.  Levin.  No,  you  don't;  others  do.  This  concern,  are  we  going 
to  wait  until  the  middle  class  evolves,  until  the  Government  is 
changed,  until  people  have  the  right  to  associate  in  Mexico?  How 
do  we  know  that  the  differential  will — the  differential  has  hardly 
narrowed  the  last  5,  6  years.  Tying  minimum  wage  to  productivity, 
Mr.  Matsui — Salinas  announced  it.  Why  didn't  it  carry  much 
weight  with  people  like  me  who  are  worried  about  this  disparity? 
Because  if  you  start  with  $1  an  hour  and  productivity  increases — 
even  if  it  has  increased  21  percent  the  last  5  years,  you  multiply 
$1  by  25  percent,  you  get  $1.25. 

Mr.  Matsui.  If  I  could  ask  this  question,  Sandy,  and  I  don't 
mean  to  interrupt,  but  Jim  Glassman  said  something  else  and  I 
can't  remember  exactly  what  it  was,  but  let  us  just  use  our  offices 
as  an  example. 

Mr.  Chairman,  I  don't  mean  to  take  too  much  time,  but  we  could 
use  any  structure  we  want,  I  guess,  on  salaries,  on  the  minimum. 
If  you  have  somebody  working  on  your  trade  issues,  would  you  hire 
somebody  who  does  not  have  a  high  school  education  but  who  you 
can  get  for  $5  an  hour  or  would  you  rather  get  somebody  who  was 
a  college  graduate.  Harvard — I  would  like  to  say  Berkeley  because 
I  come  from  there — maybe  a  master's  degree? 

Mr.  Levin.  Michigan. 

Mr.  Matsui.  Michigan.  Master's  degree  in  international  trade 
and  you  have  to  pay  that  person  $60,000.  Now,  it  would  just  seem 
to  me  it  is  common  sense  to  hire  the  latter  person  because  you 
want  somebody  who  you  can  trust. 

Now,  Glassman  refers  to  the  factory  workers  in  the  same  fashion. 
And  Bob  Reich  said  this,  and  he  has  a  history,  as  you  know,  of 
studying  the  workplace,  studying  workers.  Bob  Reich  is  the  ulti- 
mate liberal.  They  both  diminish  the  ultimate  value.  They  say  it 
is  a  factor,  but  it  is  not  the  overriding  factor  as  to  why  people  or 
businesses  make  these  decisions.  Common  sense  tells  me  I  will  not 
hire  somebody  without  a  high  school  education  in  my  office  to  do 
trade  work. 

Mr.  Levin.  Just  quickly,  this  is  the  heart  of  the  matter.  If  the 
equation  were  high-productivity,  high-wage  United  States,  versus 
low-productivity,  low-wage  Mexico,  this  would  be  a  very  different 
argument.  But,  Mr.  Matsui,  Americans  have  to  face — and  the  work- 
ers and  small  businesses  that  I  have  talked  to  in  lots  of  places  un- 
derstand this — the  equation  is  not  that.  It  is  not  this  Ph.D.  versus 
that  illiterate  person. 

Mexican  workers  have  shown  the  capability  to  be  highly  produc- 
tive. In  the  plants  I  visited — the  Sanyo  plant  and  others — produc- 
tivity is  very,  very  high.  The  productivity  at  the  Ford  plant  in 
Hermosillo  is  equal  to  that  in  the  United  States.  If  we  ignore  this, 
we  are  going  to  make  the  same  mistake  we  made  with  Japan.  We 
figured  even  though  their  trade  barriers,  informal  ones  mostly, 
were  heavy,  that  somehow  it  really  did  not  matter  that  the  playing 
field  was  tilted. 

Mr.  Matsui.  Let  me 
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Mr.  Levin.  It  is  tilted  here.  It  is  tilted  because  of  wages,  even 
though  productivity — I  mean,  show  me  the  figures — I  asked  the 
Trade  Representative  yesterday — show  me  the  figures  that  produc- 
tivity in  the  maquiladora  plants  of  Mexico  are  one-seventh  that  of 
similar  plants  in  the  United  States,  or  even  one-third.  Show  me. 

Mr.  Matsui.  I  have  no  further  questions.  Let  me  just  add  one 
final  thought  here.  You  referred  to  how  we  damaged  ourselves  over 
the  1980's  and  we  cannot  make  that  same  mistake  twice,  and  I 
agree.  At  the  same  time,  I  have  to  say,  Sandy,  much  of  the  prob- 
lems of  the  1980's  emanated  from  the  1960's  and  the  early  1970's 
in  terms  of  U.S.  manufacturing. 

We  lost  the  VCR  to  the  Japanese  because  even  though  we  devel- 
oped the  technology,  we  decided  that  it  was  not  a  marketable  com- 
modity. I  think  you  and  I,  because  we  grew  up  during  the  1960's, 
realize  that  U.S.  automobiles  in  the  1960's  were  not  the  kind  of 
automobiles  that  we  have  today  in  America,  produced  by  the  three 
U.S.  automakers,  GM,  Ford,  and  Chrysler. 

Ralph  Nader,  who  is  one  of  your  supporters  on  this  particular 
issue,  would  have  to  agree  that  U.S.  automobiles  were  in  many 
cases  unsafe  in  the  1960's  and  early  1970's.  I  recall  buying  an  auto- 
mobile and  I  won't  mention  the  brand,  in  which  my  car  seat,  while 
I  was  on  the  freeway,  just  collapsed  on  me,  and  I  was  a  very,  very 
surprised  I  didn't  get  into  an  accident. 

I  think  competition  has  changed  all  that  and  it  made  us  a  better 
country  manufacturing  wise.  In  fact,  CEO's  will  tell  you  that  be- 
cause of  the  competition  of  the  1970's  and  1980's,  we  are  now  ready 
to  go.  In  fact,  I  think  almost  every  U.S.  manufacturer  tells  me,  and 
I  think  you  know  this  as  well,  that  they  are  ready  to  compete.  They 
are  bullish  about  their  ability  to  win  world  markets. 

Mr.  Levin.  It  is  true. 

Mr.  Matsui.  The  productive  Mexican  worker,  hopefully  in  the 
next  5  or  6  or  7  years,  is  going  to  be  in  the  middle  class  so  your 
grandkids  and  your  children  will  be  able  to  sell  United  States  prod- 
ucts to  him,  whether  it  be  intellectual  products  or  whether  it  be  ac- 
tual consumer  goods.  I  think  that  is  what  we  are  looking  at. 

Mr.  Levin.  That  is  one  argument  about  the  1960's  and  1970's, 
Mr.  Matsui,  but  there  is  another  face  to  it.  We  also  lost  a  lot  of 
jobs  and  businesses  we  did  not  have  to  lose  if  the  playing  field  had 
been  less  tilted.  Yes,  we  became  more  competitive  but  we  suffered 
some  serious  unnecessary  losses.  I  want  us  to  be  competitive  with- 
out repeating  those  losses. 

Mr.  Matsui.  Thank  you.  Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Let's  go  to  Mr.  Coyne. 

Mr.  Coyne.  I  have  no  questions,  Mr.  Chairman. 

Chairman  Gibbons.  Mr.  Payne. 

Mr.  Payne.  I  have  no  questions. 

Chairman  Gibbons.  Mrs.  Kennelly. 

Mrs.  Kennelly.  I  have  no  questions,  but  I  would  like  to  say  to 
Mr.  Matsui,  that  I  think  one  of  the  reasons  some  of  us  have  come 
to  our  conclusion  about  NAFTA  is  that  we  were  told  some  time  ago, 
at  the  beginning  of  this  process,  that  the  Mexican  worker  was  not 
as  good  as  the  American  worker.  We  understand  that  the  Mexican 
worker  is  a  very  hard  worker,  a  very  competitive  worker.  One  of 
the  problems  is  it  is  not  just  the  preception  that  low-skilled  jobs 
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that  would  go  to  Mexico,  they  are  very  able  to  do  the  jobs  that  call 
for  high  skills  as  well.  That  is  one  of  the  reasons  that  some  of  us 
have  had  to  review  this  situation. 

Mr.  Levin.  Thank  you  very  much.  I  appreciate  the  chance,  espe- 
cially the  back  and  forth  with  my  friend,  Mr.  Matsui,  and  all  of 
you.  Thank  you  very,  very  much. 

Chairman  Gibbons.  Well,  fine. 

Mr.  Crane,  do  you  want  to  make  any  inquiry  of  Mr.  Levin? 

Mr.  Crane.  No. 

Chairman  Gibbons.  Thank  you,  very,  very  much.  We  will  go  next 
to  USA-NAFTA,  the  U.S.  business — excuse  me.  Oh,  excuse  me, 
Tom.  Is  Tom  here? 

Yes,  I  am  sorry,  Tom.  Our  next  witness  is  my  colleague  from 
Florida,  the  very  fine  and  Honorable  Tom  Lewis. 

Mr.  Lewis.  I  knew  you  wouldn't  forget  me. 

STATEMENT  OF  HON.  TOM  LEWIS,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  FLORIDA 

Mr.  Lewis.  Thank  you,  Mr.  Chairman.  I  am  honored  to  appear 
before  the  subcommittee  as  you  hold  these  extremely  important 
hearings  on  NAFTA. 

Mr.  Chairman,  putting  it  simply,  the  NAFTA  is  a  bad  deal  for 
Florida  agriculture,  and  this  is  why  I  oppose  it.  The  supplemental 
agreements,  which  I  had  originally  viewed  as  a  window  of  oppor- 
tunity, only  solidified  my  opposition  to  the  agreement  as  none  of 
the  concerns  of  Florida's  agriculture  were  addressed. 

Behind  tourism,  agriculture  is  Florida's  second  largest  industry, 
with  an  impact  to  the  State's  overall  economy  of  over  $16  billion. 
Beyond  this  enormous  economic  impact,  Florida  agriculture  is  a 
major  supplier  for  the  entire  Nation  in  the  areas  of  sugar,  citrus 
and  vegetable  production. 

The  potential  damage  on  this  industry  under  the  NAFTA  is  abso- 
lutely devastating.  Estimates  by  the  University  of  Florida  con- 
cluded that  Florida  agriculture  stands  to  lose  as  many  as  60,000 
jobs.  The  study  further  projects  Florida's  farm  gate  value  loss 
under  the  NAFTA  to  be  as  high  as  $300  million. 

Among  other  disadvantages,  Florida  agriculture  loses  under  the 
NAFTA  because  the  growers  and  producers  in  the  State  will  be 
forced  to  compete  at  a  disadvantage  due  to  compliance  with  envi- 
ronmental regulations  and  higher  wage  standards,  both  of  which 
are  nonexistent  in  Mexico. 

Let  me  now  discuss  the  impact  on  the  three  largest  sectors  of 
Florida's  agriculture  as  outlined  by  the  International  Trade  Com- 
mission. 

Sugar:  The  NAFTA  will  encourage  investment  and  expansion  in 
the  Mexican  sugar  industry,  thus  giving  Mexico  the  opportunity  to 
become  a  net  surplus  producer  of  sugar.  If  this  transformation  oc- 
curs, Mexican  surplus  sugar  will  have  limitless  access  to  the  Unit- 
ed States  market,  jeopardizing  the  25,000  jobs  in  Florida  derived 
from  the  sugar  industry  and  its  $2.5  billion  economic  impact  on  the 
State. 

Citrus:  In  the  long  term,  a  reduction  in  employment  in  the  citrus 
industry  is  expected  to  decline  in  the  United  States  under  the 
NAFTA.  The  expected  job  losses  with  the  NAFTA  are  likely  to  be 
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concentrated  in  Florida  where  there  are  145,000  workers  directly 
and  indirectly  employed  in  citrus. 

Vegetables:  Mexico's  export  of  certain  winter  vegetables  have  ac- 
counted for  one-fourth  to  one-third  of  the  United  States  market. 
These  exports  compete  directly  with  U.S.  production,  nearly  all  of 
which  is  centered  in  Florida.  This  may  result  in  an  overall  drop  in 
production  and  a  decline  in  employment  for  some  firms,  especially 
those  in  Florida. 

The  negative  impact  of  the  NAFTA  will  extend  beyond  the  farm. 
Florida's  $6.2  billion  agriculture  industry  translates  into  a  $16  bil- 
lion overall  State  economic  impact.  This,  I  believe,  successfully  re- 
futes the  argument  that  it  hardly  makes  sense  to  oppose  a  NAFTA 
based  on  agriculture  concerns  in  Florida,  as  some  organizations 
have  stated. 

Mr.  Chairman,  just  yesterday,  a  reporter  made  a  statement  to 
me  that  caught  me  somewhat  by  surprise.  He  said  the  chairman 
of  the  Ways  and  Means  Committee  said  today  that  there  was  some 
room  for  negotiation  with  the  Florida  delegation  regarding  their  op- 
position to  NAFTA  based  on  its  effects  of  Florida  agriculture. 

Mr.  Chairman,  neither  I  nor  the  delegation  have  any  information 
on  this  statement,  yet  as  a  senior  member  of  the  Florida  delegation 
serving  on  the  Agriculture  Committee,  let  me  explain  why  I  believe 
there  is  no  room  for  negotiation  as  far  as  Florida  agriculture  is  con- 
cerned. 

The  problems  faced  by  Florida  agriculture  are  not  new.  They 
have  been  presented  to  and  discussed  with  two  administrations, 
not  only  this  one,  by  myself,  the  Florida  delegation,  and  the  indus- 
try. At  the  beginning  of  this  year,  I  initiated  a  dialog  between  these 
parties  as  negotiations  began  on  the  supplemental  agreements.  It 
was  my  sincere  hope  this  would  enable  Florida  agriculture  to  re- 
ceive the  proper  safeguards  and  guarantee  fair  competition  for  this 
most  vital  industry,  but  it  did  not  happen. 

The  time  has  come  and  gone  to  address  these  concerns  and  leav- 
ing room  for  negotiation  will  not  solve  the  reality  that  the  NAFTA 
is  a  bad  deal  for  Florida  agriculture. 

The  devastation  to  be  caused  by  NAFTA  to  Florida  will  be  sig- 
nificant, affecting  real  people  and  an  important  segment  of  the 
economy.  Given  the  structure  of  the  agreement,  it  is  unrealistic  to 
believe  that  last  minute  political  negotiations  within  the  Congress 
will  be  a  solution  when  we  are  limited  as  to  what  kind  of  legisla- 
tion we  can  pass  under  the  fast  track  method. 

Mr.  Chairman,  I  thank  you  again  for  this  opportunity  to  appear 
before  the  subcommittee  and  for  considering  my  views  on  this  most 
important  subject. 

[The  prepared  statement  and  attachment  follow:] 
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TESTIMONY  OF  THE  HONORABLE  TOM  LEWIS  OF  FLORIDA 

BEFORE 

THE  SUBCOMMITTEE  ON  TRADE 

OF  THE  COMMFTTEE  ON  WAYS  AND  MEANS 

SEPTEMBER  15.  1993 

Mr.  Chairman  I  would  like  to  thank  you  for  this  opportunity  to  testify  before  the  Trade 
Subcommittee  as  you  hold  these  extremely  important  hearings  on  the  North  American  Free 
Trade  Agreement  (NAFTA). 

Mr.  Chairman,  put  quite  simply,  the  NAFTA  is  a  bad  deal  for  Florida  agriculture,  and  I 
oppose  the  NAFTA  for  this  reason.    The  supplemental  agreements  to  the  NAFTA,  which  I 
had  originally  viewed  as  a  window  of  opportunity  for  Florida  agriculture,  only  solidified  my 
opposition  to  the  agreement  as  none  of  the  concerns  of  Florida's  agriculture  were  addressed. 

Let  me  take  this  opportunity  to  provide  the  Subcommittee  with  some  background  information 
on  Florida  agriculture,  and  the  potential  impact  of  this  agreement  on  the  industry. 

Behind  tourism,  agriculture  is  Florida's  second  largest  industry,  with  an  economic  impact  to 
the  state's  overall  economy  of  over  $16  billion.   Beyond  this  enormous  impact  to  the  state's 
economy,  Florida  agriculture  is  a  major  supplier  for  the  entire  nation  in  the  areas  of  sugar, 
citrus,  and  vegetable  production.   The  following  table  shows  the  scope  and  value  of  just  a 
few  of  the  agricultural  commodities  produced  in  Florida. 


Commodity 

%<)fU,S, 

Value  (millions) 

Oranges 

68.9% 

$1,153 

Fresh  Tomatoes 

62.1% 

$571 

Sugarcane 

56.4% 

$483 

Grapefruit 

81.1% 

$309 

Green  Pqjpers 

53.6% 

$173 

Source:  Rorid. 

Dq>l.ofAgricuta« 

•nd  C0Mum«  Sem<». 

(1991) 

Agriculture  is  truly  an  economic  backbone  of  the  state,  and  the  potential  damage  on  this 
industry  under  the  NAFTA  is  absolutely  devastating.    Estimates  by  the  Univenity  of  Florida 
conclude  that  Florida  agriculture  stands  to  lose  as  many  as  60,000  jobs  under  the  NAFTA. 
The  study  further  projects  Florida's  farmgate  value  loss  under  the  NAFTA  to  be  as  high  as 
$3(X)  million.   These  are  the  potential  impacts  on  the  three  largest  commodity  sectors  of 
Florida  agriculture: 


Citrus:    In  the  long  tenn,  U.S.  production  and  employment  in  the  citrus  industry  is  likely  to  decline  by 
about  one  percent.    The  expected  job  losses  with  the  NAFTA  are  likely  to  be  concentrated  in 
Florida,  where  there  are  70,000  workers  directly  employed  in  citrus  growing  and  processing,  and 
another  75,000  indirectly  employed  by  the  citrus  industry  in  areas  such  as  distributing,  marketing,  and 
services.    U.S.  International  Trade  Commission 


Vegetables  -  Mexico  competes  directly  with  Florida  in  the  area  of  winter  vegetables.  Mexico's  export 
of  certain  winter  vcjjetables  have  accounted  for  one-fourth  to  one-third  of  the  U.S.  market.  About  one- 
half  of  the  winter  vegetable  in^rts  from  Mexico  consist  of  fresh  or  chilled  tomatoes,  and  the 
remainder  consists  largely  of  peppers,  cucumbers,  and  squash.  These  products  comp^  directly  with 
U.S.  production,  nearly  all  of  which  is  centered  in  Florida.  Mexican  growers  are  believed  to  be  in 
a  belter  position  to  take  advantage  of  the  opportunities  under  the  NAFTA  than  are  U.S.  growers.  This 
may  result  in  an  overall  drop  in  production  and  a  resulting  decline  in  employment  for  some 
firms... especially  those  in  Florida.    U.S.  International  Trade  Conunission 

Sugar  -  The  promise  of  access  to  the  U.S.  market  will  encourage  investment  and  expansion  in  the 
Mexican  sugar  industry,  thus  giving  Mexico  an  opportunity  to  become  a  net  surplus  producer  of  sugar. 
If  this  transformation  occurs,    Mexican  surplus  sugar  will  have  limitless  access  to  the  U.S.  market 
jeopardizing  the  25,000  jobs  in  Florida  derived  from  the  sugar  industry  and  its  $2.5  billion 
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Why  does  Florida  agriculture  lose  under  the  NAFTA?   Florida  agriculture  loses  because  the 
growers  and  producers  in  the  state  will  be  forced  to  compete  at  a  disadvantage  due  to 
compliance  with  environmental  regulations  and  higher  wage  standards,  both  of  which  are 
nonexistent  in  Mexico. 

The  negative  impact  of  the  NAFTA  will  extend  beyond  the  farm,  Mr.  Chairman,  which 
refutes  the  argument  that  it  hardly  make  sense  to  oppose  the  NAFTA  based  on  agricultural 
concerns  in  Florida.    Florida's  $6.2  billion  agriculture  industry  translates  into  a  $16  billion 
overall  economic  impact  on  the  state;  therefore,  it  certainly  does  make  sense  to  oppose  the 
NAFTA  based  on  its  agricultural  effects  on  the  state. 


Mr.  Chairman,  just  yesterday,  a  reporter  asked  me  a  question  that  caught  me  somewhat  by 
surprise,     "I'd  like  to  ask  the  Congressman  from  Florida,"  began  the  reporter,  "The 
Chairman  of  the  Ways  and  Means  Committee,  Mr.  Rostenkowski,  said  today  that  there  was 
some  room  for  negotiation  with  the  Florida  delegation  regarding  their  opposition  to  NAFTA 
based  on  its  effects  of  Florida  agriculture. " 

As  the  senior  member  of  the  Florida  Congressional  delegation  serving  on  the  Agriculture 
Committee  let  me  explain  why  I  believe  there  is  no  room  for  negotiation  as  far  as  Florida 
agriculture  is  concerned. 

The  problems  that  are  faced  by  Florida  agriculture  are  not  new.   They  have  been  presented 
to  and  discussed  with  both  the  Clinton  and  Bush  Administrations  by  myself,  the  Florida 
Congressional  Delegation,  and  the  agriculture  industry. 

At  the  begiiming  of  this  year,  I  initiated  a  good  faith  effort  between  the  Florida 
Congressional  Delegation,  Florida's  agricultural  industry,  and  the  office  of  the  United  States 
Trade  Representative  as  negotiations  began  on  the  supplemental  agreements  to  the  NAFTA. 
It  was  my  sincere  hope  that  the  supplemental  agreements  would  contain  the  proper  safeguards 
for  agriculture  in  Florida  and  guarantee  fair  competition  for  this  most  vital  industry. 
However,  to  say  that  I  was  disappointed  by  the  NAFTA  supplemental  accords  would  be  an 
understatement,  as  they  addressed  none  of  Florida's  agricultural  concerns.    This  has  guided 
my  decision  to  fervently  oppose  the  agreement,  and  solidifies  my  belief  that  the  NAFTA  is 
fundamentally  flawed  in  respect  to  Florida  agriculture. 


The  time  has  come  and  gone  to  address  these  concerns,  and  leaving  "room  for  negotiation" 
will  not  solve  the  reality  that  the  NAFTA  is  a  bad  deal  for  Florida  agriculture.    The 
devastation  caused  by  NAFTA  to  Florida  will  be  significant,  affecting  real  people  and  an 
important  segment  of  the  economy.    Last  minute  political  negotiations  within  the  Congress 
will  not  be  the  solution. 

Mr.  Chairman,  I  thank  you  again  for  this  opportunity  to  appear  before  the  Subcommittee  and 
for  considering  my  views  on  this  most  important  issue. 


130 


TELEPMONt  (202)  226-5792 


DISTRICT  OFFICES: 


cZi:ZroZZ::T.L  Congregg  of  tf)e  ®niteb  States 

AND  TECHNOLOGY  .— .  ,    ^ 

il$oust  of  fteprcs(cntattbcj{ 

NORTH  ATLANTIC  ASSEMBLY  (NATOI 

Siaistington.  Btt  20515 


July  23,  1993 
Dear  Delegation  Member: 

BEHARE  OF  HALP-TRDTHS  TOLD  BY  OSA-NAFTA 

You  may  have  recently  received  a  USA-NAFTA  briefing  paper 
outlining  the  benefits  of  a  North  American  Free  Trade  Agreement  to  the 
state  of  Florida. 

Unfortunately,  this  briefing  paper  contains  false  information  and 
omits  facts  vital  to  the  analysis  of  NAFTA.  I  would  like  to  take  the 
opportunity  to  briefly  outline  these  inconsistencies. 

1)    According  to  DSA-NAFTA,  "agriculture  accounts  for  only  three 

percent  of  the  Florida  economy  while  manufacturing  and  services 
account  for  the  other  97  percent.  It  hardly  makes  sense  for 
Floridians  to  oppose  NAFTA  because  of  agriculture." 

The  three  percent  figure  used  by  USA-NAFTA  to  determine  the  overall 
economic  impact  of  agriculture  on  Florida's  economy  is  grossly 
inaccurate.  This  percentage  is  based  on  a  table  included  in  a  research 
paper  issued  by  Florida  International  University.  This  3  percent 
figure  of  $6.2  billion  only  measures  gross  state  product  and  does  not 
reflect  the  entire  impact  of  agriculture  on  Florida's  economy. 

USA-NAFTA  conveniently  excluded  impact  analysis  of  agriculture  in 
terms  of  sales,  employment  and  earnings  (income)  which  would  have 
given  a  more  complete  analysis  of  agricultural  impact  on  Florida's 
economy . 

Research  conducted  by  the  Institute  of  Food  and  Agricultural  Sciences 
at  the  University  of  Florida  measured  this  impact  and  found  that 
agriculture  contributes  approximately  $16.1  billion  to  Florida's 
economy  in  terms  of  agricultural  production  and  processing  on  sales 
activity,  a  much  greater  impact  than  the  $6.2  billion  cited  in 
USA-NAFTA "s  research. 

Agriculture  is  the  second  largest  industry  in  Florida,  second  only  to 
tourism.  Government  studies  consistently  indicate  that  Florida 
agriculture  will  be  harmed  under  the  current  agreement.  The  fact 
remains  that  the  entire  state  stands  to  lose  if  Florida's  agricultural 
base  is  undermined  in  NAFTA. 
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2)    "NAFTA  contains  special  provisions  to  protect  sensitive  Florida 
agricultural  products."  -  DSA-NAFTA 


Special  provisions  exist  but  are  ineffective.  For  instance: 

a)  OSA-NAFTA  states,  "Sugar:  increased  access  to  the  U.S.  market 
for  Mexican  sugar  is  limited  by  a  15-year  transition  period  and  by  the 
requirement  that  increased  access  during  the  transition  period  be  tied 
to  Mexico  becoming  a  net  surplus  producer  of  sugar." 

Translation:  this  15-year  transition  only  exists  as  long  as  Mexico 
continues  to  be  a  net  importer  of  sugar.  If  Mexico  becomes  a  net 
exporter  of  sugar  for  two  consecutive  years,  they  will  be  able  to 
export  their  entire  exportable  sugar  surplus  to  the  United  States 
regardless  of  the  15-year  transition  period.  If  this  situation  occurs, 
the  so-called  special  provision  for  sugar  becomes  non-existent. 

The  administration  has  indicated  that  the  U.S.  sugar  industry  has 
little  to  worry  about  because  Mexican  sugar  production  falls  short  of 
demand.  USTR  contends  that  Mexico  will  not  become  a  net  exporter  of 
sugar  in  the  near  future.  Unfortunately,  their  projections  do  not  take 
certain  facts  into  consideration. 

Analysts  have  already  predicted  Mexico's  self-sufficiency  in  sugar 
production.  The  sugar  trade  house,  C.  Czarnikov  Ltd.  of  London, 
reports  this  year's  Mexican  "production  seems  set  to  exceed 
consumption  of  4.03m  tonnes.  Earlier  expectations  that  Mexico  would 
require  imports  of  sugar  at  some  stage  this  year  are  now  not  likely  to 
be  fufilled." 

German  sugar  statistician,  F.O.  Licht  GmbH,  has  estimated  this  year's 
Mexican  production  to  be  higher  at  4.17m  metric  tons,  suggesting  an 
even  larger  Mexican  sugar  surplus. 

In  addition  to  increased  sugar  production,  the  high  possibility  exists 
that  Mexican  sugar  consumption  will  be  reduced.  If  Mexicans  are 
consuming  less  sugar,  more  sugar  will  be  available  to  export  into  the 
United  States.  More  sugar  exported  to  the  United  States  increases  the 
possibility  that  Mexico  will  become  a  net  exporter  of  sugar.  If  Mexico 
becomes  a  net  exporter  of  sugar  for  two  consecutive  years,  the  special 
15-year  transition  period  becomes  null  and  void  and  Mexico  is  able  to 
flood  the  United  States  with  its  sugar  surplus. 
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The  biggest  factor  contributing  to  a  reduction  in  Mexican  sugar 
consumption  will  occur  when  the  Mexican  beverage  industry,  which 
currently  consumes  1.5  million  tons  of  sugar  each  year  will  switch  to 
using  lower-priced  corn  sweeteners  in  place  of  the  sugar.  Again,  this 
excess  of  sugar  no  longer  used  in  beverages  can  be  exported  to  the 
United  States. 

The  Administration  argues  that  substitution  to  corn  sweeteners  will 
not  occur  because  Latin  American  tastes  do  not  favor  corn  sweeteners. 
You  will  be  interested  to  know  that  same  argument  was  used  before  the 
U.S.  beverage  industry  switched  from  sugar  to  corn  sweeteners  in  the 
early  1980's.  Unfortunately,  this  switch  resulted  in  a  loss  of 
thousands  of  U.S.  jobs  and  the  closing  of  53  sugar  cane  mills,  beet 
sugar  factories  and  cane  refineries. 

Since  the  Administration  is  confident  corn  sweetener  substitution  will 
not  occur,  there  should  be  no  problem  in  expanding  the  definition  of 
net  exporter  to  include  corn  sweeteners.  This  proposal  has  long  been 
on  the  table  for  discussion  with  the  Bush  and  Clinton  Administrations. 

b)  According  to  USA-NAFTA,  "Orange  Juice:  increased  access  to  the 
U.S.  market  is  again  limited  by  a  15-year  transition  period.  Orange 
juice  will  have  the  slowest  rate  or  tariff  reduction  of  any  product 
covered  by  NAFTA  for  the  first  ten  years. 

Although  orange  juice  will  have  the  slowest  rate  of  tariff  reduction 
for  the  first  ten  years  of  a  15-year  transition  period,  this  is  not 
nearly  what  was  proposed  or  needed  by  Florida's  citrus  industry. 

Florida's  citrus  industry  has  been  under  siege  the  previous  decade  due 
to  freezes  in  1981,  1983,  1985  and  1989  and  as  a  result  of  the  citrus 
canker  outbreak  in  August  of  1984.  Currently,  the  industry  that 
produces  Florida's  most  lucrative  crop  is  on  its  way  to  recovery  with 
increased  production  resulting  from  replanting.  However,  for  a  grower 
who  borrowed  money,  it  will  take  16  -17  years  to  recover  the 
investment  and  20-21  years  to  make  a  modest  return.  This  is  why  a 
twenty-year  drop-dead  tariff  phase-in  is  so  vital. 

Since  that  position  was  rejected,  it  is  imperative  to  have  a 
price-based  safeguard  mechanism  in  addition  to  the  volume-based 
mechanism  in  the  current  agreement  that  will  take  into  account  the 
need  for  growers  and  processors  to  realize  their  investment  without 
more  severe  losses. 
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It  is  not  necessarily  the  volume  of  Mexican  juice  that  would  cause 
dislocation  in  the  U.S.  industry  but  the  price  at  which  the  juice 
enters  the  U.S.  market  in  volume.  This  is  why  NAFTA  also  needs  to 
contain  a  price-based  safeguard  mechanism.  The  current  volume-based 
mechanism  does  not  need  to  be  altered,  thus  NAFTA  does  not  need  to  be 
reopened  in  order  to  include  a  price-based  safeguard  mechanism  for 
citrus. 

There  are  14,000  citrus  growers  in  Florida.  Total  capital  investment 
in  Florida  citrus  groves  is  estimated  at  approximately  $7  billion. 
145,000  people  are  directly  and  indirectly  employed  in  Florida's 
citrus  industry. 

In  January  1993,  an  International  Trade  Commission  Report  found  that 
U.S.  citrus  production  and  employment  will  decline  in  the  long-term. 
Further,  the  report  found  that  virtually  all  of  the  decline  in 
employment  and  production  will  occur  in  Florida.  This  is  not  an 
investment  we  can  afford  to  lose. 

c)  For  vegetables  USA-NAFTA  reports,  "Winter  vegetables:  special 
seasonal  safeguard  measures  and  10  to  15  year  transition  periods  have 
been  negotiated  to  ease  the  transition  to  free  trade  for  winter  fruits 
and  vegetables." 

Two  problems  surface  regarding  this  statement.  First,  only  4  percent 
of  Florida's  winter  fresh  fruits  and  vegetables  received  the  longest 
phase-out  period.  Second,  the  special  seasonal  safeguard  measure  does 
not  adequately  protect  against  import  surges  from  Mexico. 

The  current  safeguard  is  a  volume-based  tariff  rate  quota  with  no 
regard  to  price.  That  allows  a  certain  commodity  to  enter  at 
preferential  NAFTA  rates  while  the  excess  amount  is  charged  to  the 
original  Most  Favored  Nation  (MFN)  tariff. 

The  industry  strongly  requested  a  price  and  volume  based  mechanism 
protecting  growers  from  downward  price  pressure  caused  by  lowering 
price  pressures.  Although  volume  statistics  would  be  easier  to  obtain, 
the  effectiveness  of  the  safeguard  should  be  the  major  consideration. 

Import  sensitive  commodity  markets  particularly  for  perishable 
commodities  are  too  volatile  to  be  adequately  addressed  by  a  volume 
only  safeguard  mechanism. 

The  goal  of  a  safeguard  mechanism  is  to  protect  the  U.S.  industry 
against  wild  swings  in  price  and  supply  of  Mexican  import  surges.  In 
order  to  achieve  this  goal  both  price  and  volume  is  immaterial. 
However,  if  volume  is  maintained,  adverse  price  could  still  be  a 
problem. 
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Again,  the  solution  to  this  situation  is  simple.  The  Florida 
delegation  in  1992  and  1993  recommended  including  a  price-based 
mechanism  under  the  agreement.  The  volume-based  mechanism  would  remain 
intact  under  the  recommendation  with  the  price-based  mechanism  added 
as  a  supplement  to  NAFTA.  The  agreement  would  not  need  to  be 
renegotiated  to  include  this  recommendation. 

3)    "Some  Florida  sectors  (sugar,  orange  juice,  winter  vegetables) 
fear  that  NAFTA  will  enable  Mexican  competitors  to  displace  D.S. 
growers."  -  DSA-NAFTA 

FALSE 

Actually,  the  worst  fear  results  from  the  concern  that  the  North 
American  Free  Trade  Agreement,  as  currently  written,  will  not  allow 
Florida  agricultural  producers  the  opportunity  to  compete  fairly 
against  Mexico. 

The  efficiency  of  the  Florida  agricultural  industry  has  always  allowed 
the  State  to  successfully  compete  against  any  rival.  Unfortunately, 
Florida  producers  have  no  chance  of  fair  competition  under  the  current 
agreement  against  Mexican  producers  who  are  not  required  to  meet  the 
same  strict  environmental  and  labor  standards  as  U.S.  producers. 

If  NAFTA  fails  to  address  this  concern,  the  agreement  will  perpetuate 
a  fundamentally  unfair  competitive  situation.  Ultimately,  this 
situation  will  provide  Mexican  growers  with  a  very  real  and 
substantial  subsidy. 

I  appreciate  your  taking  the  time  to  review  these  issues.  The 
fact  remains  that  the  North  American  Free  Trade  Agreement  is  of  vital 
concern  to  the  Florida  agricultural  industry  and  therefore  critical  to 
the  stae  of  Florida. 

The  problems  and  solutions  are  not  new.  Recommendations  have  been 
clearly  outlined  by  the  Florida  delegation  for  both  the  Bush  and 
Clinton  administrations.  We  are  not  asking  to  alter  tariff  lines  or  to 
reopen  the  agreement.  We  are  simply  asking  for  some  very  reasonable 
solutions  for  Florida's  citrus,  sugar  and  fresh  fruit  and  vegetable 
industries  that  can  easily  be  addressed  in  a  strong  import  surge  side 
agreement. 

Again,  thank  you  for  your  attention  to  this  matter. 

Sincerely, 


Tom  Lewis 

Member  of  Congress 
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Chairman  Gibbons.  Tom,  thank  you  for  the  crusade  that  you 
have  waged. 

I  have  got  to  say  you  have  been  very  effective.  I  am  sure  both 
you  and  I,  as  former  members  of  the  Florida  Legislature  and  the 
citizens  of  Florida  bemoan  the  fact  that  Florida  is  doing  irreparable 
harm  to  its  tourist  industry  by  the  slaughter  of  foreign  visitors  in 
our  State. 

I  hope  that  our  former  colleagues  in  the  State  legislature  will 
make  it  so  unprofitable  and  so  dramatic  for  the  gun-slinging  hood- 
lums who  are  roaming  our  highways  down  there  and  murdering 
foreign  tourists  that  they  will  put  an  end  to  this  stuff.  Because 
what  perhaps  will  be  done  to  Florida  agriculture  by  this  agreement 
is  far  overshadowed  by  what  those  hoodlums  are  doing  to  our  big- 
gest industry,  the  tourist  industry. 

I  must  say  I  am  shocked  and  ashamed  of  the  State  of  Florida  be- 
cause of  what  is  going  on  down  there.  It  does  not  represent  the  peo- 
ple that  I  know  in  Florida  and  it  is  a  terrible  drain  on  our  economy 
to  allow  this  type  of  stuff  to  go  on.  I  feel  so  strongly  about  it.  I 
hated  to  interrupt  this  hearing  on  that  issue,  but  it  is  a  disgrace 
to  our  State  that  nine  foreign  visitors  have  been  slaughtered  in 
Florida  in  less  than  a  year. 

Mr.  Lewis.  Well,  Mr.  Chairman,  you  do  speak  the  truth,  and  if 
we  lose  both  of  these  industries,  then  Florida  will  have  total  devas- 
tation. 

Chairman  Gibbons.  Mr.  Matsui. 

Mr.  Matsui.  Thank  you,  very  much,  Mr.  Chairman. 

Tom,  we  appreciate  your  testimony  as  well. 

It  is  my  understanding,  and  I  think  Chairman  Gibbons  talked 
about  this  as  well,  that  with  respect  to  sugar,  right  now  there  is 
no  prospect  that  Mexico  will  be  a  net  exporter  of  sugar  in  the  fore- 
seeable future.  It  much  depends,  I  guess,  upon  whether  or  not  fruc- 
tose is  used  in  the  beverage  industry  in  Mexico  and  that  would  free 
up  sugar.  Because  for  the  first  few  years  it  is  only  25,000  pounds 
a  year,  is  that  right,  and  after  that,  if  they  become  a  net  exporter, 
it  increases  rather  dramatically? 

Mr.  Lewis.  This  is  pretty  close  to  being  correct,  but  within  the 
6-year  period,  which  is  what  we  are  talking  about  on  the  con- 
straints on  Mexico,  they  can  make  a  shift  over  to  high  corn  fructose 
into  soft  drinks  and  release  that  into  crystallized  sugar  and  ulti- 
mately become  an  exporter,  that  is  true. 

Mr.  Matsui.  There  is  no  assurance  of  that,  but  I  think  your  con- 
cern is  that  if  they  do  convert,  it  will  create  this  problem  in  the 
future,  although  many  exports  are  saying  it  could  go  either  way  at 
this  time. 

Mr.  Lewis.  Well,  this  is  true.  I  think  ultimately,  if  the  safe- 
guards could  be  applied  for  the  phaseins,  as  have  been  requested 
in  Florida,  then  it  would  probably  be,  to  some  extent,  tolerable.  But 
as  we  see  it  now  in  the  fruit  and  vegetable  industry,  and  other 
commodities  as  well  as  sugar,  Florida  agriculture  cannot  take  the 
heavy  short-term  hits  in  order  to  meet  the  long-term  gains. 

Mr.  Matsui.  I  assume  you  and  others,  and  Mr.  Gibbons,  are  still 
talking  with  USTR  about  this.  I  hope  this  is  resolved  somehow  to 
everybody's  satisfaction,  because,  obviously,  Florida  manufacturers, 
at  least  the  manufacturers  I  spoke  with  down  there,  all  say  that 
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ultimately  NAFTA  is  a  net  gain.  I  would  imagine  you  probably  ad- 
here to  that,  except  for  the  fact  you  have  this  basic  problem  with 
basic  industry  because,  in  fact,  I  think  Florida  is  one  of  the  big 
gainers  in  terms  of  possible  United  States  exports  into  Mexico;  is 
that  true? 

Mr.  Lewis.  It  is  true.  We  have  discussed  this,  the  Florida  delega- 
tion members,  with  Carla  Hills,  with  the  previous  administration 
and  her  organization,  as  well  as  Ambassador  Kantor  now.  We  have 
been  waiting  from  February  27  for  the  side  agreements  that  we 
had  requested  be  considered  and  we  get  nothing  but,  "we  are  work- 
ing on  that." 

It  is  too  late  to  work  on  it  anymore  now.  I  think  we  are  at  the 
point  where  legislation  is  going  to  be  filed  and  we  have  to  move  for- 
ward. And  certainly  I  would  like  to  be  for  NAFTA,  and  I  am  sure 
most  of  my  colleagues  in  Florida  would  like  to  be  for  NAFTA,  but 
if  it  will  devastate  an  industry  that  we  represent,  which  is  the  sec- 
ond most  important  industry  in  Florida,  then  we  can  certainly  not 
support  it  as  it  is. 

Mr.  Matsui.  Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Mr.  Coyne. 

Mr.  Coyne.  No  questions. 

Chairman  Gibbons.  Mr.  Payne. 

Mr.  Payne.  No  questions. 

Chairman  Gibbons.  Mrs.  Kennelly. 

Mrs.  Kennelly.  No  questions. 

Chairman  Gibbons.  Thank  you  very  much,  Tom. 

Mr.  Lewis.  Thank  you  very  much,  Mr.  Chairman. 

Chairman  Gibbons.  Next  the  USA*NAFTA  and  Business  Round- 
table,  Mr.  Bossidy,  Mr.  Soukas,  and  Mr.  Malichi.  Let's  go  right 
down  the  list. 

Mr.  Bossidy,  you  are  first.  Go  right  ahead.  Thank  you  for  coming 
here  and  waiting  so  long. 

STATEMENT  OF  LAWRENCE  A.  BOSSIDY,  CHAIRMAN  AND 
CHIEF  EXECUTIVE  OFFICER,  ALLIEDSIGNAL,  INC.,  MORRIS- 
TOWN,  NJ,  ON  BEHALF  OF  USA*NAFTA  AND  THE  BUSINESS 
ROUNDTABLE 

Mr.  Bossidy.  It  is  a  pleasure  to  be  here,  Mr.  Chairman,  and 
members  of  the  committee,  and  we  appreciate  the  opportunity  to 
discuss  this  morning  the  North  American  Free-Trade  Agreement. 

My  name,  as  the  sign  indicates,  is  Lawrence  A.  Bossidy,  Jr.  I  am 
the  chairman  and  chief  executive  officer  of  AlliedSignal, 
headquartered  in  Morristown,  NJ,  and  I  reside  in  Richfield,  CN.  I 
am  here  supporting  the  USA*NAFTA,  a  coalition  of  some  2,700 
companies,  both  large  and  small,  and  associations  and  the  Business 
Roundtable  who  both  support  approval  and  implementation  of  the 
NAFTA.  Of  those  2,700  companies,  the  200  largest  companies  alone 
employ  about  9.5  million  men  and  women  across  our  country. 

The  anti-NAFTA  forces,  as  we  all  know  it,  have  bombarded  the 
media  with  what  I  think  are  misleading  facts  and  figures  designed 
to  convince  the  American  people  and  through  them  to  convince  you 
that  NAFTA  is  bad  for  the  United  States  because  it  will  cost  us 
jobs.  I  assure  you  that  I  have  at  my  disposal  some  facts  and  figures 
that  prove  quite  the  opposite.  You  will  find  some  of  them  in  the 
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written  testimony  I  am  respectfully  submitting  to  you  today.  You 
will  also  find  them  among  many  published  rebuttals  of  the  anti- 
NAFTA  propaganda.  Rebuttals  which  have  exposed  the  distortions 
and  I  believe  half  truths  to  which  the  anti-NAFTA  lobby  has  re- 
sorted in  order  to  instill  fear  in  the  hearts  of  many  of  our  citizens. 

I  will  leave  the  statistics  for  my  written  testimony  and  use  my 
limited  time  this  morning  to  appeal  to  your  sense  of  logic.  We  have 
the  opportunity  to  give  the  United  States  at  this  time  an  advantage 
over  Europe,  Japan,  and  the  Pacific  Rim  in  selling  our  products  to 
Mexico,  NAFTA  would  give  our  exports  a  competitive  edge  in  a 
largely  untapped  market  of  almost  90  million  people.  I  say  largely 
untapped  because,  as  it  now  stands  Mexican  tariffs  against  our 
products  are,  on  average,  2Vi  times  the  size  of  our  tariffs  on  Mexi- 
can goods. 

If  you  have  any  doubt  about  what  this  agreement  would  do  for 
U.S.  business,  let  me  tell  you  that  there  is  no  doubt  among  Amer- 
ican businessmen.  We  know  it  will  mean  a  substantially  increased 
market  for  U.S. -made  products  and  services  and  that  will  mean 
more  jobs  for  U.S.  workers.  With  the  United  States  economy  stag- 
nating, with  the  European  economy  in  even  worse  shape,  and  with 
the  Japanese  experiencing  its  own  economic  slide,  there  is  no  way 
our  country  can  return  to  prosperity  or  create  new  jobs  if  we  do  not 
somehow  find  new  markets  for  our  goods  and  services. 

Some  have  said  Mexico  is  too  poor  to  buy  much  from  us — that 
is  another  untruth.  The  fact  is  since  1986,  when  Mexico  began  to 
lower  some  of  its  barriers  after  joining  the  Greneral  Agreement  of 
Tariffs  and  Trade,  our  exports  to  Mexico  have  soared.  Today,  we 
export  more  to  Mexico  thgin  to  Great  Britain  and  France  combined. 
More  to  Mexico  than  to  Taiwan  and  South  Korea,  combined.  More 
to  Mexico  than  to  CJermany  and  Italy,  combined.  This,  despite  the 
fact  that  the  average  wage  and  per  capita  GNP  in  Mexico  is  much 
lower  than  any  of  those  other  countries. 

The  Mexican  market  is  a  natural  for  United  States  companies. 
Thanks  to  the  stabilization  measures  enacted  by  the  Mexican  Grov- 
emment  over  the  last  several  years,  the  market  for  United  States 
goods  is  on  the  threshold  of  major  gro'.vth. 

If  we  reject  this  agreement,  you  may  rest  assured  that  Mexico 
will  not  stand  idly  by.  They  need  a  trade  alliance.  Who  knows  if 
they  will  not  find  it  with  our  rivals  in  Japan,  with  the  European 
Community,  or  perhaps  with  both.  Some  Federal  Reserve  experts 
said  recently  that  failure  to  approve  NAFTA  would  constitute  the 
greatest  economic  policy  mistake  of  the  second  half  of  the  20th  cen- 
tury. 

If  we  reject  NAFTA,  you  will  need  to  explain  to  the  American 
people  what  happened  to  the  200,000  new  U.S.  jobs  that  adminis- 
tration experts  say  will  be  created  by  NAFTA.  You  will  also  have 
to  explain  what  happened  to  the  hundreds  of  thousands  of  United 
States  jobs,  that  already  exist  which  could  be  eliminated  and  re- 
placed by  Japanese  and  European  workers  whose  goods  and  serv- 
ices could  have  tariff-free  entry  into  Mexico  instead  of  ours. 

Let  me  lay  to  rest  another  bogeyman  that  is  being  conjured  up 
for  the  American  people.  The  anti-NAFTA  lobby  says  that  NAFTA 
would  lead  to  United  States  companies  investing  in  Mexico  and  re- 
placing highly  paid  United  States  workers  with  low-paid  Mexican 
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workers.  They  have  it  backwards.  As  matters  now  stand,  United 
States  companies  are  avoiding  Mexican  tariffs  by  investing  in  fac- 
tories in  Mexico  rather  than  exporting  United  States-made  goods. 
By  removing  the  Mexican  barriers  to  United  States  exports, 
NAFTA  will  eliminate  a  key  incentive  to  move  factories  and  to 
move  jobs  to  Mexico. 

Far  from  losing  jobs,  the  United  States  economy  in  recent  years 
has  gained  nearly  200,000  new  jobs  because  of  increased  trade  with 
Mexico.  Despite  lower  Mexican  wages.  United  States  manufactur- 
ing workers  have  gained  jobs  because  they  are  7V2  times  more  pro- 
ductive on  average  than  their  Mexican  counterparts.  United  States 
workers  have  skills  and  talents  and  training  that  have  no  match 
in  Mexico.  According  to  the  Congress'  Office  of  Technology  Assess- 
ment our  government,  the  cost  of  delivering  a  car  to  the  United 
States  market  was  higher  for  a  plant  in  Mexico  than  for  one  lo- 
cated here  in  the  United  States.  The  anti-NAFTA  lobby  insults 
United  States  workers  by  saying  that  they  cannot  compete  with  the 
lower  paid  Mexican  workers. 

Mr.  Chairman,  we  in  this  country  as  an  economic  superpower  do 
not  have  the  right  to  choose  with  whom  we  compete,  and  we  are 
not  concerned  with  the  competition  that  will  be  offered  by  our 
Mexican  neighbor.  We  have  not  even  touched  on  the  many  indus- 
tries such  as  insurance  and  agriculture  and  trucking  and  commu- 
nications which  are  now  closed  to  U.S.  companies  and  for  which 
NAFTA  will  open  this  huge  new  market  in  our  own  backyard. 

Mr.  Chairman  and  members  of  the  committee,  don't  underesti- 
mate the  consequences  of  the  decision  you  are  making  when  you 
vote  on  NAFTA.  Our  economy  is  not  in  good  shape.  Look  at  your 
districts,  ask  your  constituents.  Companies  of  all  sizes,  mine  in- 
cluded, continue  to  close  plants  and  reduce  work  forces  because  of 
a  lack  of  demand  for  our  products.  I  cannot  keep  workers  on  the 
payrolls  if  I  have  no  place  to  sell  the  engines  and  the  brakes  and 
the  filters  and  the  fabrics  and  the  plastics  and  chemicals  which  we 
make.  I  cannot  sell  them  to  Europe  right  now  because  their  econ- 
omy is  in  bad  shape.  I  can't  sell  them  in  Japan  because  they  have 
problems  with  their  own  economy.  If  NAFTA  is  approved,  I  can  sell 
them  to  Mexico.  That  is  a  start.  Ninety  million  people.  Yes,  NAFTA 
will  benefit  the  Mexicans.  It  will  improve  their  standard  of  living 
and  make  them  better  able  to  buy  even  more  goods  and  services 
from  us  than  they  buy  now.  And  it  will  provide  the  resources  with- 
out which  they  will  never  clean  up  their  environment. 

You  can  listen  to  the  well-financed  fear-mongers  and  demagogues 
who  have  personal  political  agendas.  Or  you  can  listen  to  a  united 
business  community,  a  President  of  the  United  States,  who  by  no 
stretch  of  the  imagination  can  be  characterized  as  anti-labor,  and 
to  five  living  Presidents.  You  can  listen  to  every  single  living  win- 
ner of  a  Nobel  Prize  in  economics.  You  can  listen  to  the  New  York 
Times  and  many  other  such  bastions  of  liberal  politics  who  could 
never  be  accused  of  antilabor  sympathies.  They  are  all  in  favor  of 
the  NAFTA.  You  can  listen  to  the  voice  of  fear  and  old  time  protec- 
tionism and  isolationism  or  you  can  listen  to  the  voice  of  reason 
and  common  sense  and  vote  to  approve  the  NAFTA. 

For  the  sake  of  our  country's  future,  for  the  sake  of  hundreds  of 
thousands  of  unemployed  Americans  who  will  have  jobs  if  the 
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NAFTA  is  approved,  and  for  the  sake  of  thousands  of  currently  em- 
ployed Americans  who  will  lose  their  jobs  if  you  reject  NAFTA,  I 
hope  that  you  will  make  the  right  choice.  Thank  you. 

Chairman  Gibbons.  Thank  you,  Mr.  Bossidy. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  LAWRENCE  A.  BOSSmY 

ON  BEHALF  OF  USA'NATTA 

AND  THE  BUSINESS  ROUNDTABLE 

BEFORE 

THE  SUBCOMMITTEE  ON  TRADE 
OF  THE  COMMITTEE  ON  WAYS  AND  MEANS 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 
15,  1993 


Introduction 

Mr.  Chairman  and  members  of  the  Committee,  I  am  pleased  to  be  here  to  discuss  the 
North  American  Free  Trade  Agreement  ("NAFTA").   My  name  is  Lawrence  A.  Bossidy,  and  I  am 
Chairman  and  Chief  Executive  Officer  of  AlliedSignal,  Inc.   I  am  appearing  today  on  behalf  of 
USA'NAFTA,  a  coalition  of  2,700  companies,  large  and  small,  and  associations,  which  support 
approval  and  implementation  of  the  NAFTA.   I  am  also  testifying  on  behalf  of  the  Business 
Roundtable. 

The  NAFTA  is  a  win-win-win  agreement  that  will  spur  economic  growth  and  create  jobs 
in  the  United  States,  Canada,  and  Mexico.   Indeed,  three  Federal  Reserve  economists  recently 
stated,  "It  is  no  exaggeration  to  say  that  failure  to  ratify  NAFT.~  would  constitute  the  greatest 
economic  policy  mistake  of  the  second  half  of  the  20th  century." 

The  anti-NAFTA  forces  have  bombarded  the  media  with  misleading  facts  and  figures 
designed  to  convince  the  American  people  and  through  them,  to  convince  you,  that  the  NAFTA  is 
bad  for  the  United  States  because  it  will  cost  jobs.   They  say  that  we  must  reject  NAFTA  because 
we  can't  compete  with  Mexico,  much  less  with  Japan  and  Germany.   They  are  wrong.   As 
President  Clinton  has  said,  "[W]e  must  compete,  not  retreat."   Now  is  the  time  to  go  forward,  not 
backward,  with  the  NAFTA. 

Many  lea»iing  Americans  agree  that  the  NAFTA  is  in  the  best  interest  of  our  country  and 
will  create  U.S.  jobs  and  strengthen  our  economy.   For  example: 

Every  living  former  U.S.  President,  Democrat  and  Republican,  supports  NAFTA. 

Every  living  former  U.S.  Secretary  of  Commerce,  both  Democrat  and  Republican  from 
as  far  back  as  the  Johnson  Administration,  supports  NAFTA. 

Every  living  former  U.S.  Trade  Representative,  both  Democrats  and  Republicans, 
supports  NAFTA. 

Forty-one  out  of  the  fifty  state  governors  support  NAFTA. 

Some  300  of  our  leading  economists,  including  12  Nobel  Prize  winners,  support 
NAFTA.   They  recently  wrote  to  President  Clinton,  stating  that  the  NAFTA  "will  be  a 
net  positive  for  the  United  States,  both  in  terms  of  employment  creation  and  overall 
economic  growth.    Specifically,  the  assertions  that  NAFTA  will  spur  an  exodus  of  U.S. 
jobs  to  Mexico  are  without  basis. " 

Perhaps  most  telling  is  the  support  of  President  Clinton  for  NAFTA.   As  \fickey 
Kantor,  the  current  USTR  and  former  presidential  campaign  manager,  has  stated,  President  Clinton 
faced  "powerful  political  reasons  for  opposing"  NAFTA  during  the  campaign  last  year.   Despite 
these  pressures.  President  Clinton  has  recognized  NAFTA  for  what  it  is:    "a  pathbreaking  trade 
agreement  [that]  will  bring  a  better  deal  for  American  workers,  companies  and  consumers,  while 
acting  as  a  spur  for  a  cleaner  environment  and  a  better  climate  for  worken  on  all  sides  of  the 
border." 

While  all  of  these  Americans  support  NAFTA,  many  European  and  Japanese  newspapers 
and  business  leaders  oppose  it.  Why?  Maybe  it  is  because  NAFTA  will  create  the  most  powerful 
economic  bloc  in  the  world  -  with  the  United  States  at  its  center.   Maybe  it  is  because  with 
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NAFTA  U.S.  companies  will  be  able  to  export  U.S. -made  products  to  Mexico  and  Canada  without 
any  tariffs,  while  European  and  Japanese  companies  will  not.   Maybe  it  is  because  if  the  NAFTA 
flails,  and  our  political  and  economic  relationship  with  Mexico  deteriorates  -  as  it  will  -  the 
Europeans  and  Japanese  will  be  able  to  sell  these  goods  to  Mexico  instead  of  us. 

A  review  of  the  facts  makes  clear  why  so  many  leading  Americans  support  the  NAFTA 
while  so  many  rivals  of  America  oppose  it.  The  NAFTA  is  a  good  deal  for  the  United  Stales  and 
for  the  American  worker. 

The  Facts  About  NAFTA 

Fact:  Mexico  is  a  tremendous,  natural  market  for  goods  and  services  made  and 
provided  bv  U.S.  workers.  Since  1986  when  Mexican  began  to  lower  some  of  its  barriers,  our 
exports  to  Mexico  have  taken  off: 


Since  1986,  U.S.  exports  to  Mexico 
have  increased  by  227%,  from  $12.4 
to  $40.6  billion. 

The  U.S.  trade  balance  with  Mexico 
has  gone  ftx»ra  a  $4.9  billion  deficit  in 
1986  to  a  $5.4  billion  surplus  in  1992. 
(see  chart  -  White  House  data). 

In  1992,  we  had  a  $7.5  billion  surplus 
in  trade  in  manufactured  goods  with 
Mexico. 


n>n'i>i>itm'i>«t'itt>' 


•  Mexico  is  now  our  third  largest  export 

market,  and  our  second  largest  for  manufactured  goods. 

We  export  more  to  Mexico  than  to  Taiwan  and  South  Korea  combined,  more  than  we  export  to 
Great  Britain  and  France  combined,  and  more  than  we  export  to  Germany  and  Italy  combined. 

The  significance  of  these  exports  to  Mexico  is  inescapable:  they  create  U.S.  jobs  and 
lots  of  them.  With  U.S.  exports  to  Mexico  reaching  $40.6  biUion  in  1992,  nearly  800,000  U.S. 
jobs  were  supported  by  exports  to  Mexico.  Over  200,000  nst  U.S.  jobs  have  been  created  since 
1986. 


Fact!  Mexico  maintains  unfair  trade  barriers  that  keep  out  U.S.  products.  Under 
the  status  quo,  Mexico  denies  us  full  access  to  its  market  of  nearly  90  million  people  with  high 
barriers  to  imports  of  goods.   First,  Mexico  maintains  a  high  wall  averaging  10  percent  more  than 
2-1/2  times  over  our  average  tariff  of  3.9  percent  (see  chart  below  -  White  House  data). 

Second,  Mexico  maintains  strict  import 
licensing  schemes  and  other  nontatiff  trade 
barriers  that  reduce  U.S.  exports.   U.S.  firms 
that  want  to  sell  in  the  Mexican  market  are 
forced  to  invest  there  in  order  to  jump  Mexico's 
high  trade  barriers,  rather  than  simply  exporting 
from  U.S.  factories. 

Third,  Mexico's  investment  regulations 
make  it  even  more  difficult  for  U.S.  companies 
to  export  to  our  neighbor.  Mexico  allows 
relatively  free  investment  in  Mexico,  but  then 
limits  what  companies  can  do  once  they  invest. 
For  example: 
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•  Companies  that  invest  in  Mexico  are  in  many  instances  prevented  by  Mexican  law  firom 
purchasing  U.S.  parts  and  components. 

•  Mexican  law  requires  that  foreign-owned  production  facilities  export  a  significant 
percentage  of  their  output,  typically  to  the  U.S.   For  example,  Mexico's  Auto  Decree 
requires  that  any  imports  of  vehicles  by  an  auto  manufacturer  in  Mexico  be  matched  by 
double  the  value  of  its  exports. 

Fourth,  Mexico  maintains  significant  barriers  to  U.S.  services  exports,  impeding  many 
of  our  most  competitive  industries.   U.S.  services  companies  are  frequently  subject  to 
discriminatory  and  nontransparent  licensing  and  certification  requirements.    U.S.  services 
companies  are  also  frequently  required  to  establish  a  presence  in  Mexico,  hiring  Mexican  instead 
of  U.S.  workers. 

This  is  the  status  quo.   Mexican  policies  continue  to  hurt  U.S.  exports  and 
competitiveness  and  to  cost  U.S.  jobs.   It  has  been  unacceptable  for  years,  and  despite  some  recent 
changes  in  Mexican  law,  it  is  still  unacceptable. 

Fact;  NAFTA  levels  the  plaving  Held.  NAFTA,  quite  simply,  improves  on  the  status 
uo  by  getting  rid  of  these  unfair  Mexican  trade  barriers.  Among  the  benefits  NAFTA  will  bring 
are  the  following: 

Removal  of  all  tariffs  between  the  United  States,  Canada,  and  Mexico.   Fifty  percent  are 
removed  the  first  day,  with  most  of  the  remaining  tariffs  eliminated  within  five  to  ten 
years. 

Elimination  of  non-tariff  barriers  such  as  import  and  export  restrictions,  customs  user 
fees,  and  duty  drawback  programs. 

Total  market  access  for  U.S.  agricultural  products  within  15  years,  which  is  a  critical 
issue  as  Mexico  is  our  fastest  growing  agricultural  export  market.   NAFTA  will  increase 
agricultural  exports  by  about  $2-2.5  billion  per  year. 

Unprecedented  protection  for  patents,  copyrights,  trademarks,  and  trade  secrets. 

Elimination  of  most  restrictions  regarding  investment. 

Access  for  U.S.  financial  services  providers  to  what  has  been  a  traditionally  closed 
Mexican  market. 

Elimination  of  virtually  all  barriers  to  trade  in  services. 

Access  to  Mexico's  $6  billion  per  year  telecommunications  market. 

Strict  rules  of  origin  to  preserve  the  benefits  of  the  agreement  for  the  NAFTA  countries 
and  prevent  other  nations  fttsm  using  Mexico  as  a  platform  to  flood  the  U.S.  market. 

Phase  out  periods  of  up  to  15  years  for  import-sensitive  goods. 

Emergency  safeguards  to  help  import-sensitive  industries  adjust  to  increased  competition. 

Since  Mexico's  trade  barriers  are  so  much  highei  than  ours,  removal  of  trade  barriers  under 
NAFTA  will  increase  U.S.  exports  much  more  than  it  will  affect  U.S.  imports. 

Fact;  NAFTA  removes  incentives  to  transfer  production  to  Mexico.  Some  people 
fear  that  NAFTA  will  lead  to  U.S.  companies  investing  in  Mexico  and  exporting  jobs.   They  have 
it  backwards.  The  fact  is  that  in  many  instances  U.S.  companies  invest  abroad  rather  than 
exporting  for  the  United  States  to  jump  foreign  trade  barriers.   By  removing  Mexican  trade 
barriers,  NAFTA  eliminates  a  key  incentive  to  invest  in  Mexico.  A  vote  for  NAFTA  is  a  vote  to 
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remove  Modcan  trade  barriers,  spur  U.S.  exports  of  goods  and  services,  and  create  U.S.  jobs.   A 
vote  against  NAFTA  is  a  vote  to  retain  Mexican  trade  barriers  and  export  U.S.  jobs. 

Fact;  NAFTA  will  increase  U.S.  competitiveness.   NAFTA  will  create  the  world's 
largest  trading  zone  with  over  370  million  people  generating  $6.5  trillion  dollars  in  goods  and 
services.    By  providing  preferential  access  to  Mexican  markets  for  U.S. -made  products,  NAFTA 
will  give  U.S.  industry  a  competitive  advantage  with  regard  to  our  rivals  in  Japan  and  Europe. 
Small  wonder  that  many  Japanese  and  European  newspapers  have  announced  their  opposition  to 
NAFTA. 

Fact;   By  increasing  exports  to  Mexico.  NAFTA  will  create  high-paving  U.S.  jobs. 

As  Secretary  of  Labor  Robert  Reich  has  stated,  "There  is  no  natural  limit  to  the  number  of  jobs 
that  can  be  created.    In  particular,  U.S.  workers  have  little  to  fear  from  NAFTA  and  much  to  hope 
for." 

Every  reliable  study  that  has  been  done  on  the  NAFTA's  effect  on  employment  in  the 
U.S.  has  shown  that  there  will  be  a  gain  of  jobs.   The  Administration  estimates  that  the  NAFTA 
will  create  200,000  jobs  by  1995.   The  U.S.  International  Trade  Commission  conducted  a  review 
of  economic  studies  earlier  this  year  and  concluded  that  the  leading  studies  "all  find  that  aggregate 
U.S.  employment  rises  as  a  result  of  NAFTA."  The  Congressional  Budget  Office  recently  agreed, 
stating,  "U.S.  workers  [will  benefit]  from  a  net  increase  in  jobs  and  income." 

The  NAFTA  likely  will  result  in  some  worker  displacement,  and  we  must  be  sensitive  to 
this  concern,  while  looking  at  it  with  a  proper  perspective.   For  example,  the  Institute  for 
International  Economics  has  estimated  that  145,000  workers  will  be  displaced  over  5  years  by  the 
NAFTA,  as  compared  to  315,000  jobs  gained,  resulting  in  a  net  gain  of  170,000  U.S.  jobs.   The 
impact  of  the  limited  worker  displacement  will  be  easily  absorbed  in  the  dynamic  U.S.  economy, 
which  has  an  average  labor  mobility  of  31  million  jobs  a  year.   In  addition,  the  business 
community,  as  well  as  the  Administration  and  many  in  Congress,  supports  the  adoption  of  an 
adequate  and  effective  adjustment  and  worker  retraining  program. 

The  job  creation  studies  and  statistics  are  impressive.   But  it  is  important  to  remember 
that  these  statistics  represent  real  exports  that  will  create  real  jobs  for  real  people  in  your  states. 

•  Cal-State  Lumber  Sales,  Inc.  of  San  Ysidro,  California,  a  broker  of  wood  products,  is 
the  largest  Hispanic-owned  business  in  California.  Because  of  supplier  contracts  with 
two  Mexican  firms  in  Tijuana,  sales  have  increased  by  700  percent  and  employment  by 
30  percent.   Cal-State  expects  the  NAFTA  to  open  up  that  market  even  ftirther.   Cal- 
State  purchases  all  supplies  in  the  United  States. 

•  Navistar  International  of  Chicago,  Illinois  is  one  of  the  country's  largest  trucking 
manufacturers.    Despite  a  severe  decline  in  demand  for  its  products  in  the  U.S.,  Navistar 
has  been  able  to  increase  its  sales  through  the  opening  of  the  Mexican  market. 
Navistar's  exports  to  Mexico  have  grown  from  $6  million  in  1990  to  $100  million  in 
1992.   With  NAFTA,  Navistar  expects  the  Mexican  market  to  grow  even  more, 
increasing  the  demand  for  trucks. 

•  Quaker  Fabric  Corporation  is  the  largest  private  sector  employer  in  Fall  River, 
Massachusetts.    E^rts  to  Mexico  account  for  ten  percent  of  Quaker  Fabric's  total  sales 
and  provide  employment  in  Fall  River  for  sqiproximately  150  textile  workers.   Quaker 
Fabric's  President,  Larry  Liebenow  said,  "[W]e  have  just  begun  to  develop  our 
opportunity  in  the  Mexican  maricet  and  we  are  counting  on  the  passage  of  the  NAFTA  to 
protect  what  we  have  already  established  and  to  provide  us  with  the  means  to  further 
increase  our  sales  into  that  market." 

•  Union  Pacific  Railroad  of  Omaha,  Nebraska  has  increased  U.S.  employment  since  1986 
due  to  heightened  trade  with  Mexico.  Further  trade  liberalization  and  commerce  with 
Mexico  will  benefit  railroads  such  as  Union  Pacific. 
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General  Electric's  operations  in  Schenectady,  New  York  expect  great  gains  from 
NAFTA.   Mexican  purchases  of  U.S. -made  products  like  railroad  locomotives,  aircraft 
engines,  gas  turbines,  and  sophisticated  medical  electronics  will  increase  as  Mexican 
economic  development  accelerates.    GE  was  recently  awarded  a  contract  for  $200 
million  for  assisting  construction  of  a  power  plant  in  Mexico,  which  will  generate  more 
than  700  employee-years  of  work  in  Schenectady  and  Greenville,  S.C. 

Federal  Express  Corporation  of  Memphis,  Tennessee  has  expanded  its  full-time  U.S. 
employees  since  1989  as  a  result  of  increased  shipments  to  and  firom  Mexico,  and  will 
continue  to  do  so  as  trade  increases.   Because  of  this  increased  volume.  Federal  Express 
expects  to  increase  aircraft  size  or  purchase  more  aircraft. 


Control  Module,  Inc.  of  Enfield,  Connecticut  manufactures  automatic  identification 
equipment.   It  was  awarded  an  $8  million  contract  by  a  private  Mexican  firm  in  1990  to 
modernize  the  Mexican  government's  food  distribution  system.   In  fulfilling  the  contract, 
CMI  increased  employment  and  required  more  equipment,  raw  materials  and  services 
input.   A  senior  electronic  technician  stated,  "The  order  came  at  the  perfect  time. 
Things  were  slow.   My  wife  was  pregnant.   It  was  nice  to  have  the  security  of  a  big 
job." 

These  jobs  won't  be  flipping  burgers 
either.   The  jobs  that  NAFTA  will  create  will 
be  good,  high  wage  jobs.  Jobs  related  to 
exports  to  Mexico  pay  $3,500  more  per  year 
than  the  average  U.S.  wage.   Wages  related  to 
exports  to  Mexico  are  higher  than  the  average 
U.S.  wage  in  both  manufacturing  and  services, 
as  well  as  all  industries,    (see  chart  alongside  - 
White  House  data). 

A  vote  for  NAFTA  is  a  vote  for  a  high-wage, 
high-productivity,  high-employment  economy. 


Fact!  If  NAFTA  fails  the  U.S.  economY  not  only  wffl  forego  fob  yains.  but  wfll  lose 
jobs  that  currently  exist.  Many  of  the  jobs  created  by  trade  with  Mexico  are  do  to  its  recent, 
partial  economic  liberalization.   NAFTA  not  only  further  opens  Mexican  markets  to  U.S.  exports, 
thereby  creating  U.S.  jobs,  it  prevents  Mexico  from  rdmposing  the  barriers  to  U.S.  goods  and 
services  that  it  so  recently  removed.   Rejection 
of  NAFTA  by  the  Congress  will  leave  Mexico 
free  to  reimpose  these  barriers  and  will 
strengthen  opponents  of  the  Salinas 
Administration,  who  would  like  nothing  better 
than  to  do  so.   Indeed,  Clinton  Administration 
officials  have  estimated  that  400,000  existing 
U.S.  jobs  could  be  lost  if  the  NAFTA  is 
rejected  by  Congress,  (see  chart  alongside  — 
White  House  data). 

At  stake  with  Congress's  vote  on  NAFTA  is 
not  only  the  approximately  200,000  jobs  that 
will  be  created  if  it  is  approved,  but  also  the 
hundreds  of  thousands  of  U.S.  jobs  that  will  be 
lost  if  it  is  rejected. 
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Myths  and  Realities  about  NAFTA 

In  the  face  of  these  clear  facts  about  why  the  NAFTA  will  be  good  for  the  United  States, 
opponents  posit  myths  that  cannot  stand  up  to  hard  analysis.   For  example: 

Myth  Number  One:  In  order  to  steal  American  jobs,  Mexico  has  deliberately  reduced  its 
wages  to  57  cents  an  hour. 

Mexican  wages  are  not  as  low  as  some  suggest.   According  to  the  U.S.  Bureau  of  Labor 
Statistics,  Mexican  compensation  (wages  plus  fringe  benefits)  has  increased  from  7  percent  of  the 
U.S.  level  to  15  percent  of  the  U.S.  level  in  1992.   Mexican  compensation  currently  averages 
$2.35  per  hour,  compared  to  $16.17  in  the  United  States. 

This  wage  differential  becomes  insignificant  when  the  productivity  of  U.S.  workers  is 
considered.   The  average  U.S.  manufacturing  worker  adds  $70,400  of  value  per  year  to  the 
products  he  or  she  builds.  In  contrast,  the  average  Mexican  maquiladora  worker  adds  $9,500  of 
value  per  year  to  the  products  he  or  she  builds.  By  this  measure,  U.S.  workers  are  7.4  times 
more  productive  than  their  Mexican  counterparts,  which  is  more  than  the  difference  in  their  wages. 

Opponents  argue  that  Mexican  wages  are  lower  than  they  were  in  1980  and  that  "El 
Pacto,"  the  Mexican  govemment-labor-industry  program,  is  a  plan  to  pursue  a  low-wage  export 
strategy  by  keeping  the  Mexican  worker  down.  They  conveniently  ignore  that  Mexican  wages  fell 
in  the  early  1980's  because  of  the  Mexican  debt  crisis  and  that  the  actual  intent  and  effect  of  H 
Pacto  has  been  to  raise  real  Mexican  wages  by  lowering  inflation.  Since  1987,  the  Mexican 
inflation  rate  has  fallen  below  10  percent  and  Mexican  wages  have  increased  135  percent.   Indeed, 
Mexican  wages  have  risen  27  percent,  even  after  adjusting  for  inflation. 

Myth  Number  Two:  U.S.  companies,  especially  manufacturing  companies,  will  move  jobs  to 
Mexico  because  of  lower  wages. 

While  these  concerns  are  sincere,  I  believe  they  are  misplaced.   As  the  Congressional 
Budget  Office  concluded,  "contrary  to  commonly  expressed  concerns  .  .  .  Americans  should  not 
fear  that  the  NAFTA  would  cause  a  wholesale  relocation  of  U.S.  manufacturing  plants  and  jobs  to 
Mexico  to  take  advantage  of  the  lower  average  wage."  Indeed,  the  idea  that  jobs  necessarily  flow 
to  low-wage  countries  has  been  disproved  by  experience. 

U.S.  firms  already  are  fi«e  to  move  to  Mexico  because  of  low  wage  Mexican  labor, 
without  NAFTA,  because  the  average  U.S.  tariff  on  Mexican  goods  is  only  3.9  percent.  The 
effective  rate  can  be  even  lower  for  firms  which  use  maquiladoras  (which  incidentally  will  be 
phased  out  under  NAFTA).   Yet,  for  from  losing  jobs  to  Mexico,  the  U.S.  economy  has  gained 
almost  200,000  net  jobs  in  recent  years  because  of  trade  with  Mexico. 

Why  is  this?  It  is  because  the  idea  that  U.S.  companies  invest  in  foreign  countries  in 
order  to  gain  access  to  cheap  labor  is  simply  wrong.  For  example,  in  1990,  about  75  percent  of 
the  $33.4  billion  U.S.  foreign  direct  investment  total  was  invested  in  developed  countries  that  do 
not  have  low  wages.  In  fact,  the  principal  reason  U.S.  companies  invest  abroad  is  to  gain  access 
to  markets  that  are  closed  to  U.S.  exports.  By  eliminating  Mexican  barriers  to  U.S. -made  goods, 
NAFTA  will  actually  reduce  the  flow  of  jobs  to  Mexico,  not  increase  it. 

U.S.  companies  do  not  move  manufacturing  facilities  to  low  wage  countries  because 
wages  are  only  one  of  a  myriad  of  costs  of  production  faced  by  most  companies.   As  such,  it  is 
only  one  of  the  many  fectors  to  be  considered  wh^w  making  an  investment  decision.  For  example, 
according  to  the  U.S.  Office  of  Technology  Assessment,  direct  labor  accounts  for  perhaps  10 
percent  of  costs  in  auto  assembly  plants,  and  even  less  for  engines.   Other  important  costs  of 
production  and  factors  in  investment  decisions  include:   (1)  worker  productivity,  (2)  the  condition 
of  infrastructure,  (3)  access  to  markets,  and  (4)  access  to  and  cost  of  inputs.  For  any  of  these 
items,  Mexico  is  clearly  inferior  to  the  United  States. 

Opponents  of  NAFTA  really  sell  the  U.S.  workers  short  by  saying  that  their  productivity 
does  not  enable  them  to  compete  with  lower  wage  Mexican  workers.  U.S.  workers  are  the  most 
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productive  in  the  world.  They  have  more  skills  and  better  education.  As  discussed  above,  many 
U.S.  worken  are  over  seven  times  more  productive  than  their  Mexican  counterparts.  With  their 
higher  productivity  and  other  advantages,  U.S.  workers  compete  successfully  despite  their  higher 
wages.  For  example,  a  study  of  automobile  manufacturing  costs  by  the  Office  of  Technology 
Assessment  found  that  although  Mexico  had  lower  wages,  the  total  cost  of  delivering  a  car  to  the 
U.S.  market  was  higher  for  a  plant  in  Mexico  than  for  one  located  in  the  United  States  ($9,180 
compared  to  $8,770). 

At  AlliedSignal,  we  certainly  understand  the  advantages  of  U.S.  workers.  AlliedSignal, 
an  advanced  technology  manufacturer  of  aerospace  components,  automotive  parts  and  engineered 
materials,  recently  closed  a  160-worker  electronics  sub-assembly  operation  in  Matamoros,  Mexico. 
The  work  done  there  is  being  transferred  to  facilities  in  Pennsylvania  and  Michigan.  AlliedSignal 
made  its  decision  to  relocate  the  work  after  analysis  showed  that  costs  of  liaison  work, 
transportation,  and  the  distance  between  engineering  and  production  were  prohibitive.  In  the  end, 
these  costs  exceeded  the  benefits  of  manufacturing  in  Mexico. 

Quality  Coils  of  Connecticut  learned  this  lesson  the  hard  way.   Quality  Coils  is  a 
producer  of  electromagnetic  coils  for  refrigeration  equipment,  motors,  relays,  and  signaling 
devices.   In  1989,  it  closed  its  Stonington,  Connecticut  factory  and  moved  production  to  Juarez, 
Mexico.  Well,  this  year.  Quality  Coils  moved  its  facility  back  to  Stonington.   Quality  Coil's 
President  said  'what  we  learned  down  in  Mexico  is  that  the  up-front  wages  might  look  a  lot  less 
expensive;  what  we  found  is  that  the  Connecticut  worker  is  far  more  productive.' 

Like  Quality  Coils,  McDhenny  Company  of  Avery  Island,  Louisiana  is  closing  its 
Mexican  plant  and  consolidating  production  in  Louisiana  in  anticipation  of  freer  trade  under 
NAFTA.   Similarly,  General  Motors  recently  announced  plans  to  move  certain  production  from 
Mexico  to  its  Lansing,  Michigan  plant,  saving  1,000  U.S.  jobs.  These  companies  realize  the 
supposed  advantage  of  lower  wage  Mexican  labor  is  a  myth  and  that  the  productivity  of  U.S. 
workers  makes  them  competitive  with  anyone. 

Myth  Number  Three:  Mexicans  are  too  poor  to  buy  U.S.  exports. 


Mexicans  buy  more  per  capita  than  the  French,  the  British,  the  Japanese,  the  Germans, 
and  the  Koreans  (see  chart  below  -  Dept.  of  Commerce  data). 


Mexicans  buy  more  U.S.  exports  than 
persons  in  these  other  countries  despite  having 
significantly  lower  incomes.   This  is  because 
Mexicans  love  U.S.  products:   70  percent  of  all 
imports  by  Mexico  are  U.S.  goods  and 
services.   NAFTA  will  help  Mexico's  economy 
grow,  enabling  Mexicans  to  buy  even  more 
U.S.  goods  and  services,  creating  more  U.S. 
jobs. 


Myth  Number  Four:  NAFTA  causes  environmental  degradation. 

There  are  substantial  environmental  problems  on  the  U.S.-Mexico  border,  but  the 
NAFTA  did  not  create  these  problems.   NAFTA  's  part  of  the  lolution.   As  EPA  Administrator 
Carol  Browner  said,  "NAFTA  presents  us  with  a  real  opportunity  to  raise  environmental  standards 
along  the  border."   NAFTA  has  significant  environmental  provisions,  written  right  into  the  text: 

•  Each  country  commits  to  'sustainable  development"  and  "to  strengthen  the  development 

and  enforcement  of  environmental  laws  and  regulations." 


Certain  international  environmental  agreements,  addressing  the  protection  of  endangered 
species,  preservation  of  the  ozone  layer,  and  disposal  and  movement  of  hazardous 
wastes,  will  take  precedence  over  NAFTA. 
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•  Each  country  —  and  its  states,  provinces,  and  localities  —  may  choose  its  own 
environmental  standards,  which  may  be  stricter  than  international  standards. 

•  A  country's  environmental  standards  cannot  be  challenged  imless  the  complaining 
country  can  prove  that  the  purpose  and  effect  of  the  standard  is  to  keep  out  foreign-made 
products  and  not  to  protect  the  environment. 

•  Lowering  environmental  standards  to  attract  foreign  investment  is  prohibited. 

•  Each  country  agrees  to  seek  to  raise  its  health  and  environmental  standards  at  the  level  of 
the  country  with  the  highest  standards. 

With  provisions  like  these,  the  NAFTA  alone  has  earned  the  title  accorded  it  by  former  EPA 
Administrator  Reilly  and  other  environmentalists  as  'the  greenest  trade  agreement  ever.* 

The  Environmental  Supplemental  Agreement  builds  on  the  NAFTA  to  provide  even 
further  assurance  that  the  environment  will  be  improved,  not  degraded.   As  promised  by  President 
Clinton,  the  Environmental  Supplemental  Agreement  contains  "teeth"  to  assure  enforcement  of 
environmental  laws. 

On  top  of  the  Supplemental  Environmental  Agreement,  U.S.  and  Mexican  negotiators 
also  have  announced  that  they  have  reached  basic  agreement  on  a  new  institutional  structure  to 
promote  environmental  infrastructure  in  the  border  region.  The  institution  will  begin  by  focusing 
on  projects  to  address  wastewater  treatment  and  water  pollution  problems  along  the  border.   The 
institution  will  also  seek  to  mobilize  sources  of  funding  for  improvements  in  border  infrastructure. 

Perhaps  the  most  "green"  provisions  of  all  in  the  NAFTA  are  the  economic  provisions. 
This  is  because  NAFTA,  by  developing  Mexico's  economy,  will  strengthen  the  financial  resources 
and  political  will  in  Mexico  for  stronger  environmental  protection.   As  Kathryn  Fuller,  President 
of  the  World  Wildlife  Fund  recently  stated,  "The  receptiveness  of  the  Mexican  government  to 
environmental  concerns  is  an  opportunity  we  cannot  afford  to  lose,  if  we  truly  care  about  the 
future  of  environments  outside  our  own  borders." 

Myth  Number  Five:  NAFTA  will  worsen  conditions  for  workers  in  North  America. 

The  NAFTA  itself  will  improve  working  conditions  by  generating  economic  growth, 
which  will  enable  all  three  countries  to  provide  more  jobs  with  higher  pay  in  a  better  working 
environment. 

The  Labor  Supplemental  Agreement  will  complement  the  job  creation  of  NAFTA  by 
assuring  that  each  NAFTA  country  provides  for  and  enforces  important  labor  rights.   Each  country 
commits  to  promote  the  basic  labor  principles  as  embodied  in  its  domestic  laws.   Moreover,  each 
country  commits  to  ensure  the  effective  enforcement  of  its  own  labor  laws  and  to  promote 
awareness  of  and  compliance  with  its  labor  laws.   A  variety  of  institutions  are  created  through 
which  each  NAFTA  country  will  exchange  and  publish  information  on  labor  matters,  including 
how  best  to  improve  enforcement  of  each  country's  labor  laws  and  standards.   Finally,  again  as 
promised  by  President  Clinton,  the  Agreement  contains  "teeth"  to  assure  enforcement  of  labor 
laws. 

Myth  Number  Six:  NAFTA  and  the  supplemental  ap«ements  undermines  U.S.  sovereignty. 

This  is  simply  not  true.   Contrary  to  what  some  have  suggested,  the  NAFTA  does  not 
restrict  the  ability  of  federal,  state,  and  local  authorities  in  the  U.S.  to  enact  stringent  health, 
safety,  and  environmental  standards.   Indeed,  the  NAFTA  explicitly  allows  U.S.  federal,  state  and 
local  health,  safety,  and  environmental  standards  to  be  maintained,  as  well  as  strengthened. 

The  NAFTA  requires  only  that  standards  not  be  discriminatory  or  disguised  barriers  to 
trade,  and  that  they  be  based  on  scientific  principles.  These  requirements  are  reasonable  and 
should  not  threaten  federal  or  state  health,  safety,  and  environmental  laws.   However,  they  are 
necessary  to  prevent  other  Parties  from  using  such  standards  as  disguised  barriers  to  U.S.  exports. 
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In  regard  to  the  supplemental  agreements,  the  business  community  initially  was  very 
concerned  about  the  supplemental  agreements  possibly  impinging  on  U.S.  sovereignty.   However, 
after  examining  the  agreements  closely,  we  are  satisfied  that  the  agreements  do  not  actually  do  so. 

In  particular,  the  supplemental  agreements  do  not  permit  multinational  bureaucrats  to 
second-guess  the  enforcement  discretion  of  federal,  state,  and  local  authorities.   The  side 
agreements  specifically  protect  our  right  not  to  take  enforcement  action:   (1)  in  the  "reasonable 
exercise  of  discretion  with  respect  to  investigatory,  prosecutorial,  regulatory,  or  compliance 
matters,"  or  (2)  as  a  result  of  "bona  fide  decisions  to  allocate  enforcement  resources  to  violations 
determined  to  have  higher  priorities." 

Finally,  neither  the  supplemental  agreements  nor  the  NAFTA  itself  improperly  impinges 
on  U.S.  sovereignty  by  allowing  by  using  international  dispute  resolution  panels.   The  use  of 
dispute  resolution  panels,  as  a  last  resort  where  consultations  are  unsucce^fiil,  is  necessary  to 
insulate  the  process  from  local  or  national  politics  and  prejudices.   The  dispute  resolution 
provisions  in  the  NAFTA  and  the  supplemental  agreements  contain  provisions  to  safeguard 
sovereignty,  which  include,  inter  s^,  allowing  only  governments  and  not  private  parties  to  bring 
challenges  and  using  as  an  enforcement  measure  only  the  removal  of  NAFTA  benefits  (benefits 
that  would  not  exist  without  the  agreement  anyway). 

Myth  Number  Seven:  The  NAFTA  only  helps  a  few  industries  and  sUtes. 

Trade  with  our  southern  neighbor  already  is  helping  U.S.  industry  in  every  sector  and  all 
over  across  the  country.  U.S.  export  growth  has  been  broad-based;  exports  to  Mexico  increased  in 
48  of  the  50  states  between  1987  and  1992. 

Trade  with  Mexico  provides  great  benefits  to  our  manufacturing  base.    Even  with  current 
high  tariffs,  Mexico  is  one  of  our  best  markets  for  manufactured  goods,  even  in  "import  sensitive" 
industries  such  as  textiles,  auto  parts,  and  steel.   Here  are  some  examples  of  how  our  trade  with 
Mexico  has  soared  from  1987  through  1992  in  different  sectors  in  your  states: 

•  Pennsylvania's  exports  of  primary  metals  have  increased  by  893  percent  to 
$188.5  million.  NAFTA  will  facilitate  further  exports  by  eliminating  tariffs  (which 
average  8.2%  on  a  trade-weighted  basis),  opening  up  Mexican  government  procurement, 
and  expanding  the  Mexican  economy,  increasing  infrastructure  growth  and  demand  for 
steel. 

•  Florida's  exports  of  paper  products  have  increased  by  346  percent  to  $68.6  million.  By 
eliminating  tariffs  of  10-20  percent  and  opening  up  Mexican  government  procurement, 
NAFTA  will  further  open  up  the  Mexican  market  to  paper  producers. 

•  Virginia's  exports  of  transportation  equipment  have  increased  by  2,494  percent  to  $41.7 
million.  NAFTA  will  boost  these  exports  by  opening  up  Mexican  government 
procurement  and  eliminating  Mexican  tariffs,  quotas,  and  local  content  requirements 
(which  require  the  use  of  Mexican  instead  of  U.S.  manufacturing  components). 

By  eliminating  trade  barriers,  and  boosting  Mexico's  economy,  the  NAFTA  would  continue,  and 
accelerate,  these  trends  of  nationwide  export  growth  and  job  creation. 

Myth  Number  ESght:  Our  trade  surphis  with  Mexico  is  a  myth  because  it  consists  of  capital 
goods. 

The  fact  is  that  capital  goods  co.-npose  i  lower  proportion  of  our  expoits  to  Mexico  (33 
percent)  than  of  our  exports  to  the  rest  of  the  world  (39  percent).  Moreover,  the  proportion  of 
capital  goods  in  our  exports  to  Mexico  is  going  down,  not  up;  capital  goods  exports  to  Mexico 
have  decreased  from  40  percent  of  the  total  in  1987  to  33  percent  in  1992. 

In  any  event,  U.S.  exporu  of  capital  goods  are  good  for  our  economy,  not  bad.  Capital 
goods  are  everything  from  drilling  equipment  to  electric  generators,  machine  tools,  and 
construction  equipment  and  machinery.   Most  capital  equipment  exported  to  Mexico  is  used  to 
produced  goods  and  services  for  the  Mexican  market,  which  is  set  on  a  healthy  growth  path.  Such 
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exports  support  high-paying  manufacturing  jobs  in  the  United  States.   If  we  did  not  export  to  these 
goods  to  Mexico,  other  countries,  like  Japan  and  Germany,  would  be  eager  to  take  our  place. 

Myth  Number  Nine:   All  our  exports  to  Mexico  are  components  that  get  imported  back  into 
the  United  States  as  finished  goods. 

U.S.  exports  of  components  for  assembly  and  production  sharing  operations  have  been 
shrinking  as  a  share  of  all  exports  to  Mexico  -  from  32  percent  in  1987  to  an  estimated  22  percent 
in  1992.   An  estimated  83  percent  of  the  growth  in  U.S.  exports  in  Mexico  in  the  last  five  years 
has  been  for  Mexican  consumption,  not  for  re-export   Even  for  the  decreasing  number  of  exports 
that  are  incorporated  into  products  for  re-export  to  the  United  States,  these  exports  still  support 
U.S.  jobs,  an  outcome  that  is  much  preferable  to  producing  the  whole  good  in  the  Far  East. 

Myth  Number  Ten:  NAfTA  will  lead  to  companies  investing  in  Mexico  instead  of  in  the 
United  States. 

With  a  low  U.S.  tariffs,  companies  are  free  to  invest  in  Mexico  lum,  without  NAFTA, 
but  they  generally  don't  (and  won't)  because  of  the  competitiveness  and  productivity  of  U.S. 
workers.   Investment  in  Mexico  by  U.S.  companies  is  small  compared  to  investment  in  the  United 
States  and  to  other  U.S.  foreign  investment.   Last  year,  U.S.  companies  invested  $6  billion  dollars 
in  Mexico.   U.S.  companies  annually  invest  over  $500  billion  in  new  plant  and  equipment  in  the 
United  States.   Thus,  while  the  U.S.  economy  is  24  times  as  large  as  Mexico's,  U.S.  companies 
invest  over  83  times  as  much  in  the  United  States  as  they  do  in  Mexico.   Similarly,  only  five 
percent  of  U.S.  foreign  investment  goes  to  Mexico.   As  the  Congressional  Budget  Office  found, 
U.S.  investment  in  Mexico  under  NAFTA  will  not  harm  our  economy  because  "[t]he  yearly 
amounts  that  might  come  from  the  United  States  are  very  small  relative  to  U.S.  capital  markets..." 

Under  the  NAFTA,  U.S.  investment  in  Mexico  likely  will  increase  from  its  current  base, 
but  far  from  costing  U.S.  jobs,  this  investment  will  increase  U.S.  exports.   First,  the  increased 
investment  will  not  come  from  what  otherwise  would  have  been  investments  in  the  United  States. 
It  will  mainly  come  from  what  would  have  been  investments  in  third  countries  -  primarily 
southeast  Asia.   Moving  these  investments  to  Mexico  will  greatly  benefit  our  economy: 

•  U.S.  investment  in  Mexico  generates  more  U.S.  exports  than  U.S.  investment  in  other 
parts  of  the  worid.   U.S.  subsidiaries  in  Mexico  spend  46  cents  out  of  every  dollar  on 
exported  U.S.  goods  and  services,  the  highest  proportion  of  such  purchases  by  U.S. 
subsidiaries  anywhere  in  the  world. 

•  Investment  and  production  in  Mexico  supports  connected  jobs  in  the  U.S.,  especially  for 
high  wage  managerial,  research,  and  distribution  jobs. 

Second,  the  NAFTA  will  increase  purchases  of  U.S.  exports  by  U.S.  subsidiaries  in 
Mexico  by  eliminating  the  many  unfair  Mexican  investment  rules  I  spoke  about  earlier,  which 
require  companies  that  invest  in  Mexico  to  export  more  to  and  import  less  from  the  United  States. 

Third,  the  NAFTA  will  enhance  the  competitiveness  of  U.S.  industry  by  enabling  it  to 
expand  regionally.   As  the  Congressional  Budget  Office  found,  this  increased  competitiveness  will 
place  the  United  States  "in  an  enhanced  position  to  attract  capital  from  the  rest  of  the  world." 
This  increased  capital  will  increase  U.S.  competitiveness  and  create  U.S.  jobs. 

Our  main  competitors,  Japan  and  Germany,  recognize  the  challenges  and  opportunities 
presented  by  the  global  economy  and  are  responding  by  investing  regionally  in  Asia  and  Eastern 
Europe,  inavasing  their  competitiveness  ,is  well  r'S  establishin;;  themselves  in  growing  markets. 
We  need  to  do  the  same  with  NAFTA  or  we  risk  declining  competitiveness  in  the  global  economy. 

Conclusion 

I  believe  that  the  facts  amply  demonstrate  the  advantages  that  the  NAFTA  holds  for  our 
country.   As  President  Clinton  .'aid,  "NAFTA  will  help  us  unlock  a  market  that  will  create 
hundrnis  of  thousands  of  high-paying  jobs."   NAFTA  also  will  bring  improved  environmental 
protection,  particularly  in  the  border  area,  and  better  conditions  for  workers.   I  thank  you  for  this 
opportunity  to  discuss  why  the  NAFTA  deserves  your  support. 
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Chairman  Gibbons.  Mr.  Soukas. 

STATEMENT  OF  GEORGE  C.  SOUKAS,  CHIEF  FINANCIAL  OFFI- 
CER, DODGE-REGUPOL,  INC.,  LANCASTER,  PA,  ON  BEHALF 
OF  USA*NAFTA 

Mr.  Soukas.  Mr.  Chairman,  members  of  the  committee,  thank 
you  for  inviting  me  before  you  today  to  discuss  the  North  American 
Free-Trade  Agreement,  NAFTA. 

My  name  is  George  Soukas  and  I  am  the  chief  financial  officer 
of  Dodge-Regupol,  Inc.  We  are  based  in  Lancaster,  PA,  and  even 
though  we  are  a  small  company,  relatively  small  company,  we  are 
the  world's  leader  of  recycled  rubber  technology.  Our  manufactur- 
ing process  takes  recycled  rubber  scraps  and  turns  it  into  a  wide 
range  of  industrial  commercial  products,  such  as  playground  mate- 
rial, like  this  brick  I  am  holding  up  now  made  out  of  recycled  rub- 
ber, rubber  sheeted  goods  to  be  used  as  sports  surfacing,  gasketing, 
underlayment,  and  even  heat  shields  for  the  NASA  space  shuttle. 

I  am  appearing  today  also  on  behalf  of  the  USA*NAFTA,  of 
which  my  company  is  a  member. 

My  company,  Dodge-Regupol,  is  one  of  the  many  small  busi- 
nesses that  will  benefit  if  the  NAFTA  is  approved  and  implemented 
by  the  Congress.  We  have  already  witnessed  a  tremendous  amount 
of  growth  already  in  our  export  sales  as  a  result  of  trade  liberaliza- 
tion between  our  two  borders.  For  example,  in  1989  our  sales  to 
Canada  and  Mexico  were  only  2  percent  of  our  total  sales.  In  this 
fiscal  year,  sales  to  these  regions  will  be  approximately  10  percent 
of  the  total.  We  are  confident  this  strong  upward  trend  in  our  ex- 
ports will  continue,  particularly  with  the  passage  of  NAFTA.  Since 
1989,  our  sales  volume  has  tripled  and  exports  have  played  a  major 
role  in  this  growth. 

Now,  lately,  the  opponents  of  NAFTA  have  all  been  gathering 
and  talking  about  large  sucking  sounds  and  blaming  NAFTA  for 
every  potential  environmental  labor  and  economic  problem.  But  if 
you  ask  our  employees,  whose  numbers  have  more  than  doubled 
over  the  last  2  years,  and  you  ask  our  customers,  our  vendors, 
what  they  hear  when  our  trucks  are  loaded  with  declaration  papers 
heading  for  Mexico  and  Canada,  they  hear  exports,  jobs  and 
growth. 

The  opponents  of  NAFTA  argue  that  relatively  cheap  Mexican 
labor  will  attract  many  United  States  companies  across  the  border. 
These  critics  strongly  overestimate  the  effects  of  labor  on  overall 
product  cost.  The  labor  component  of  this  rubber  brick  is  only  14 
percent  of  the  total  product  cost.  Our  overall  labor  only  accounts 
for  17  percent  of  our  total  product  cost.  The  increase  in  other  pro- 
duction costs  and  the  risks  we  would  incur  to  relocate  our  facility 
from  Lancaster,  PA,  to  anyplace  in  Mexico  far  outweighs  any  bene- 
fits we  would  get  from  the  cheaper  labor. 

Our  company  looks  forward  to  continued  export  growth  as  a  re- 
sult of  the  NAPTA.  For  Dodge-Regupol,  the  benefits  of  freer  trade 
with  Mexico  are  very  clear.  Mexico  provides  us  with  enormous  ex- 
port opportunities,  especially  in  sales  of  civil  engineering  projects, 
schools  and  municipal  playgrounds,  running  tracks,  as  well  as 
membrane  protection  for  landfills  and  aquifers.  The  growth  in  sales 
as  a  result  of  NAFTA  will  allow  us  to  invest  in  our  technology — 
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continue  to  invest  in  our  technology — produce  more  jobs  for  our 
own  workers  and  our  vendors  and  our  customers. 

Finally,  because  we  are  an  environmental  company,  our  sales  to 
these  regions  will  directly  help  the  general  environment  by  reduc- 
ing the  waste  and  landfill  requirements  in  these  areas. 

The  remainder  of  my  testimony,  which  I  have  asked  to  be  in- 
cluded in  the  record,  debunks  the  myths  that  have  been  suggested 
as  reasons  not  to  support  NAFTA.  As  I  read  the  news  stories  and 
watch  television  reports  and  talk  shows  about  NAFTA,  it  has  be- 
come clear  and  apparent  to  me  that  the  real  and  important  benefits 
of  NAFTA  are  being  obscured  by  myths  that  incorrectly  alleged 
that  NAFTA  will  cause  every  practical  and  every  disaster  since 
Noah's  flood. 

I  hope  the  members  of  this  committee  will  examine  the  attached 
discussions  of  the  myths  and  realities  of  NAFTA  and  will  not  allow 
themselves  to  be  mislead  about  the  insignificant  benefits  that  the 
NAFTA  will  bring  to  our  economy  and  to  our  country.  Thank  you. 

Chairman  Gibbons.  Thank  you,  Mr.  Soukas. 

[An  attachment  to  Mr.  Soukas'  statement  follows:] 
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September  14,  1993 

NAFTA  Myths  and  Realities:   Focus  on  the  Facts 

Opponents  of  NAFTA  ignore  key  facts  that  underscore  why  the  NAFTA  is  an  excellent 
agreement  that  will  benefit  the  U.S.  economy,  U.S.  workers,  and  the  environment. 

*  NAFTA  will  create  over  200,000  new,  higher  paying  U.S.  jobs  and  protect 
700,000  existing  Jobs  that  are  related  to  exports  to  Mexico:  Without  NAFTA, 
these  future  job  increases  will  be  lost,  and  a  deteriorated  economic  and  political 
relationship  with  Mexico  may  cost  the  U.S.  economy  hundreds  of  thousands  of 
existing  U.S.  jobs. 

-k  NAFTA  will  create  a  level  playing  Field  for  U.S.  exporters:    NAFTA  will  lock  in 

Mexico's  recent  reduction  of  trade  barriers  and  eliminate  all  remaining  Mexican 
tariffs  (which  are  2V^  times  higher  on  average  than  their  U.S.  counterparts),  as  well 
as  most  other  barriers  to  U.S.  products  made  by  U.S.  workers. 

-k  NAFTA  will  help  U.S.  companies  and  workers  compete  more  effectively  against 

foreign  competitors:  NAFTA  will  create  the  world's  biggest  market  and  provide 
preferential  access  for  U.S.  products  to  Mexico's  growing  market  of  90  million 
consumers. 

*  NAFTA  will  provide  better  environmental  protection:  NAFTA  will  create  the 
economic  resources  and  political  atmosphere  to  improve  environmental  protection  in 
Mexico  and  the  U.S. -Mexico  border  region. 

-k  NAFTA  will  harness  the  changing  global  economy  for  the  benefit  of  U.S. 

workers  and  demonstrate  effective  U.S.  leadership  to  meet  the  requirements  of 
the  post-Cold  War  world:  As  President  Clinton  stated  this  year,  'In  the  face  of  all 
the  pressures  to  do  the  reverse,  we  must  compete,  not  retreat." 


Mvths  and  Facts  about  NAFTA  and  Jobs 


Myth  #1:  NAFTA  will  cause  U.S.  jobs  to  be  displaced  by  pennitting  the  U.S. 
market  to  be  flooded  with  Mexican  imports  produced  with  cheap 
Mexican  labor. 

Fact  #i;    The  United  States  wUl  gain  jobs  with  NAFTA, 

•  Freer  trade  with  Mexico  already  has  created  U.S.  jobs  by 
spurring  sales  in  Mexico  of  U.S.  goods  and  services  made  by 
U.S.  workers.  From  1986  to  1992,  U.S.  exports  to  Mexico 
increased  by  227  percent,  over  twice  as  much  as  imports  from 
Mexico. 

•  Congress's  Budget  Office  found  that  under  NAFTA,  "U.S. 
workers  [will  benefit]  from  a  net  increase  in  jobs  and  income." 

•  The  U.S.  International  Trade  Commission  recently  conducted  a 
review  of  economic  studies  on  the  NAFTA  and  concluded  that  the 
leading  studies  "all  find  that  aggregate  U.S.  employment  rises  as 
a  result  of  NAFTA." 
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For  example,  Procter  &  Gamble  Company  of  Cincinnati,  Ohio, 
has  seen  its  exports  to  Mexico  grow  from  virtually  nothing  in 
1986  to  $100  million  in  1992.  With  the  implementation  of 
NAFTA,  Procter  &  Gamble  expects  an  additional  doubling  of  its 
exports  to  Mexico  to  $200  million.  These  exports  will  support 
between  1,500-2,000  U.S.  jobs. 


Myth  ff2:  NAfTA  may  cause  U.S.  job  gains  in  the  long  run,  but  it  will  cause 

severe  job  losses  in  the  short  run. 

Fact  #2:    The  U.S.  economy  will  gain  jobs  immediately. 

•  Increased  exports  to  Mexico  will  result  in  immediate  job  gains. 
Overall,  the  United  States  will  gain  200,000  jobs  by  the  end  of 
1995. 

•  Any  short-run  job  loss  in  import  sensitive  industries  will  be 
minimized  by  extended  phase  out  periods  for  U.S.  restrictions  on 
Mexican  goods.  In  addition,  the  Administration  is  committed  to 
an  effective  worker  retraining  and  adjustment  assistance  program 
to  affect  any  job  losses. 

•  Job  gains  have  already  begun  as  companies  increase  production  in 
anticipation  of  NAFTA.  For  example.  General  Motors  recently 
announced  that  it  is  shifting  production  of  the  Chevrolet  Cavalier 
from  Mexico  to  Lansing,  Michigan.  This  move  will  create  800  to 
1,000  U.S.  jobs. 


Myth  03:  NAFTA  will  cause  U.S.  companies  to  move  jobs  to  Mexico  to  take 

advantage  of  low  wage  Mexican  labor. 

Fact  §3:    NAFTA   will  not  cause    U.S.    companies   to 
move  to  Mexico  because  of  low  wages. 

•  There  is  nothing  to  stop  U.S.  companies  fix)m  moving  to  Mexico 
now,  without  NAFTA.  Mexican  wages  already  are  low  and  the 
U.S.  market  is  already  open  to  Mexican  imports  with  an  average 
tariff  of  3.9  percent. 

•  U.S.  companies  generally  do  not  do  move  to  Mexico  because 
wages  are  not  the  driving  force  in  the  location  of  jobs.  If  they 
were,  Haiti  and  Bangladesh  would  be  economic  superpowers. 

•  U.S.  workers  are  the  most  productive  workers  in  the  world,  with 
a  productivity  that  frequently  is  seven  and  one  half  times  higher 
than  Mexican  workers.  U.S.  worken  also  enjoy  the  advantages 
of  the  U.S.  economy's  superior  infrastructure,  closer  proximity  to 
markets,  and  better  access  to  quality  inputs. 

•  For  these  reasons,  Congress's  Budget  Office  concluded,  "contrary 
to  commonly  expressed  concerns  .  .  .  Americans  should  not  fear 
that  the  NAFTA  would  cause  a  wholesale  relocation  of  U.S. 
manufacturing  plants  and  jobs  to  Mexico  to  take  advantage  of  the 
lower  average  wage." 

•  As  Secretary  of  Labor  Robert  Reich  stated,  "U.S.  workers  have 
little  to  fear  from  NAFTA,  and  much  to  hope  for." 
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For  example,  Quality  Coils  of  Connecticut  is  a  producer  of 
electromagnetic  coils  for  refrigeration  and  other  equipment.  In 
1989,  it  closed  its  Stonington,  Connecticut  factory  and  moved 
production  to  Juarez,  Mexico,  because  of  low  Mexican  wages. 
Quality  Coils  found,  however,  that  Mexico's  lower  nominal 
wages  did  not  match  the  productivity  of  U.S.  workers.  So  this 
year,  Quality  Coils  moved  its  facility  back  to  Stonington.  Quality 
Coil's  President  stated,  "what  we  learned  down  in  Mexico  is  that 
the  up-front  wages  might  look  a  lot  less  expensive[,  but]  that  the 
Connecticut  worker  is  far  more  productive. " 


Myth  #4:  NAFTA  will  reduce  U.S.  wages  by  forcing  U.S.  workers  to  compete 

with  Mexican  workers  who  are  paid  only  50  cents  per  hour. 

Fact  ^4:    NAFTA   will  raise    U.S.    wages   by   spurring 
exports. 

•  Mexican  wages  are  not  as  low  as  NAFTA  opponents  say;  the 
average  Mexican  manufacturing  compensation  in  1991  was 
approximately  $26  per  day.  The  actual  difference  between  U.S. 
and  Mexican  wages  is  offset  by  U.S.  workers'  higher 
productivity. 

•  NAFTA  will  create  export-related  jobs;  export-related  jobs  pay  17 
percent  more  than  the  average  U.S.  wage. 

•  Free  trade  between  industrialized  and  developing  countries 
historically  raised  wages  in  the  industrialized  country;  for 
example,  Germany  was  able  to  nearly  double  its  average  wage 
between  1985  and  1989,  while  Spain  and  Portugal  were  integrated 
into  the  European  Community. 


Myth  #5:  NAFTA's   investment   provisions   will   induce  U.S.   companies   to 

divert  investment  and  jobs  from  the  United  States  to  Mexico. 

Fact  ^5:  Far  from  diverting  U.S.  investment,  NAFTA's 
investment  provisions  remove  current 
incentives  to  move  jobs  to  Mexico. 

•  Congress's  Budget  Office  found  that  U.S.  investment  in  Mexico 
would  not  harm  the  U.S.  economy  because  "[t]he  yearly  amounts 
that  might  come  ftx)m  the  United  States  are  very  small  relative  to 
U.S.  capital  markets,  and  the  United  States  would  also  be  in  an 
enhanced  position  to  attract  capital  firom  the  rest  of  the  world." 
Moreover,  the  economic  studies  conducted  by  Congress's  Budget 
Office  found  that  investment  in  Mexico  would  "appreciate  the 
Mexican  peso,  and  push  Mexico's  trade  balance  into  deficit  for 
some  time.  .  .  .  This  scenario  [would  benefit]  the  United  States 
by  increasing  exports  to  Mexico." 

•  NAFTA  will  remove  Mexican  tariffs  -  which  are  2 'A  times 
higher  on  average  than  their  U.S.  counterparts  -  and  import 
licensing  requirements  and  other  tough  nontariff  barriers  that  now 
require  U.S.  companies  to  have  factories  in  Mexico  to  sell  in 
Mexico. 
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NAFTA  will  remove  Mexican  requirements  that  U.S.  companies 
in  Mexico  buy  Mexican  components  instead  of  components  made 
in  the  U.S.  by  U.S.  workers. 

For  example,  Mcllhenny  Company  of  Avery  Island,  Louisiana, 
produces  and  distributes  Tabasco  brand  hot  sauce.  In  anticipation 
of  lower  trade  barriers  under  NAFTA,  Mcllhenny  has  stopped 
making  Tabasco  sauce  in  Mexico  and  consolidated  production  in 
Louisiana,  creating  more  U.S.  jobs. 


Myth  #6:  NAFTA  will  allow  non-North  American  countries  to  use  Mexico  as 

an  "export  platform"  to  gain  duty  free  entry  to  the  United  States. 

Fact  ff6:    NAFTA  prevents  Mexico  from  becoming  an 
"export  platform. " 

•  NAFTA  contains  strict,  comprehensive  rules  of  origin,  which 
require  goods  to  be  made  in  North  America  before  they  receive 
favored  treatment  under  NAFTA.  These  rules  fill  nearly  200 
pages  of  the  NAFTA  text  and  are  stricter  than  those  in  the  1988 
US-Canada  Free  Trade  Agreement. 

Myth  #7:  NAFTA  does  not  protect  workers  in  import-sensitive  industries. 

Fact  ft7:    NAFTA  protects   workers   in   import-sensitive 
industries  in  four  important  ways. 

•  NAFTA's  strict  rules  of  origin  will  prevent  Mexico  from 
becoming  an  export  platform  for  non-NAFTA  countries. 

•  NAFTA  contains  extended  transition  periods  for  U.S.  tariffs  and 
non-tariff  barriers  to  imports  that  will  give  import-sensitive 
industries  and  workers  time  to  adjust  to  a  more  competitive 
environment. 

•  NAFTA  contains  specific  measures  designed  to  prevent  surges  of 
imports  during  the  transition  period,  which  permit  pre-NAFTA 
tariffs  to  snap  back  into  place  if  a  surge  of  imports  harms  U.S. 
industries  and  workers. 

•  NAFTA  is  helping  create  a  political  dynamic  that  will  lead  to 
improved  worker  retraining  and  adjustment  assistance  programs 
that  will  extend  beyond  NAFTA  to  worker  dislocation  caused  by 
defense  conversion,  non-NAFTA  related  trade  impacts,  and 
normal  changes  in  a  market  economy. 
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Myth  #8:  Hie  U.S.  trade  stirplus  with  Mexico  is  a  "mirage"  because  85 

percent  of  current  U.S.  exports  to  Mexico  are  capital  goods  being 
used  to  build  factories  that  will  flood  U.S.  markets  with  their 
production. 

Factm:  With  NAFTA,  the  U.S.  trade  surplus  with 
Mexico  will  continue  and  will  create  more 
U.S.  jobs. 

•  Only  33  percent  of  U.S.  exports  to  Mexico  are  capital  goods, 
which  is  a  decrease  from  40  percent  in  1987.  By  comparison, 
capital  goods  comprise  40  percent  of  U.S.  exports  to  all 
developing  countries  and  39  percent  of  total  U.S.  exports  to  the 
world. 

•  Exports  of  capital  goods  are  good  for  the  U.S.  economy  because 
they  support  high  wage  jobs;  other  leading  economies,  such  as 
Germany  and  Japan,  also  export  large  amounts  of  capital  goods. 


Myth  il9:  U.S.  exports  to  Mexico  do  not  beneflt  the  U.S.  economy  because 

they  are  components  that  are  shipped  back  to  the  United  States  as 
finished  products;  Mexicans  do  not  buy  U.S.  consumer  goods. 

Fact  #P:    Consumer  goods  are  among  the  leading  U.S. 
exports  to  Mexico. 

•  Consumer  goods  are  the  fastest  growing  segment  of  U.S.  exports 
to  Mexico;  U.S.  exports  of  consumer  goods  to  Mexico  have 
quadrupled  in  five  years,  from  $1.1  billion  in  1987  to  $4.4  billion 
in  1992. 

•  An  estimated  83  percent  of  the  growth  in  U.S.  exports  to  Mexico 
in  the  last  five  years  has  been  for  Mexican  consumption,  not  for 
re-export. 

•  U.S.  consumer  goods  exports  have  grown  at  a  31  percent  annual 
rate  for  the  past  five  years,  as  compared  to  the  rest  of  the  world 
at  17  percent,  Japan  at  15  percent,  and  the  EC  at  16  percent. 

•  Last  year,  the  average  Mexican  spent  more  on  consumer  goods 
made  by  U.S.  workers  than  the  average  Japanese,  even  though  the 
average  Japanese  earns  five  times  more  than  the  average  Mexican. 


Myth  #10:        NAFTA  wiU  cost  U.S.  jobs  by  elhninating  U.S.  "Buy  American" 
laws. 

Fact  #10:  NAFTA  will  create  U.S.  jobs  by  opening  up 
the  Mexican  government  procurement  sector. 

•  First,  although  NAFTA  will  affect  U.S.  federal  procurement  laws 
(in  regard  to  Mexico  and  Canada,  not  other  countries),  the  United 
States  has  more  to  gain  by  opening  up  Mexico's  government 
procurement  because: 
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*  Despite  privatizations  in  recent  years,  Mexico  remains  an 
economy  with  a  higher  proportion  of  state-owned  businesses 
than  the  U.S. 

•  Mexican  government  procurement  practices  are  more 
restrictive  than  their  U.S.  counterparts. 

Second,  NAFTA  will  not  affect  state  or  local  government 
procurement  laws  because  state  and  local  entities  are  not  covered 
by  the  agreement. 


Myth  #11:        NAFTA  will  allow  low- wage  Mexican  workers  to  gain  "temporary 
entry"  into  the  United  States  to  break  strikes. 

Fact  #11:  NAFTA  expressly  prevents  entry  of  workers  to 
break  strikes. 

•  The  NAFTA  states  that  workers  may  be  denied  temporary  entry 
into  the  United  States  where  the  entry  'might  affect  adversely: 
(a)  the  settlement  of  any  labor  dispute  that  is  in  progress  at  the 
place  or  intended  place  of  employment;  or  (b)  the  employment  of 
any  person  who  is  involved  in  such  dispute." 


Myth  #12:        Economic  studies  predicting  gains  from  NAFTA  are  flawed  because 
they  assume  full  employment  and  imchanged  investment  patterns. 

Fact  if  12:  Economic  studies  predicting  jobs  gains  from 
NAFTA  are  rigorous  and  highly  respected. 

•  Leading  studies  of  the  NAFTA  by  the  nonpartisan  Institute  for 
International  Econonucs  and  others  consider  both  changes  in 
employment  rates  and  investment  patterns  and  conclude  that  the 
U.S.  will  increase  exports  and  gain  jobs. 

•  Although  studies  relying  on  'computerized  general  equilibrium' 
models  assume  full  employment,  such  studies  on  the  NAFTA 
projected  that  wage  rates  would  increase,  indicating  an  increase  in 
demand  for  U.S.  worken. 


Myths  and  Facts  about  NAFTA  and  Citizen  Safety 


Myth  #13:  NAFTA  will  override  U.S.  financial  regulations  which  assure  the 
stability  of  the  banldng  syston  and  that  banks  contribute  to 
communities  where  they  are  based. 

Fact  #13:  NAFTA  preserves  U.S.  financial  regulations r 

•  The  NAFTA  specifically  provides  that  each  country  may  maintain 
measures  and  adopt  new  measures  for  'prudential  reasons.' 
Prudential  reasons  include,  but  are  not  limited  to  "the  protection 
of  investors  and  depositors,"  "The  maintenance  of  safety, 
soundness,  integrity  or  financial  responsibility  of  financial 
institutions...,"  and  "ensuring  the  integrity  and  stability  of  a 
Party's  financial  system." 
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NAFTA  also  does  not  overturn  U.S.  financial  regulations,  such  as 
the  Community  Reinvestment  Act,  which  are  designed  to  assure 
that  banks  contribute  to  the  communities  in  which  they  are  based. 


Myth  #14:        NAFTA  will  eliminate  border  controls  that  will  enable  drugs  to  flow 
more  freely  into  the  United  States  from  Mexico. 

Fact  #14:  NAFTA  is  essential  to  improve  efforts  against 
drug  smuggling. 

•  NAFTA  does  not  prevent  U.S.  drug  enforcement  officials  from 
searching  for  drug  smugglers  on  the  U.S. -Mexico  border. 

•  NAFTA  will  facilitate  the  improving  level  of  cooperation  between 
Mexican  and  U.S.  law  enforcement  authorities  to  stem  the  trade 
in  narcotics. 

•  Chairman  Dan  Glickman  of  the  House  of  Representatives  Select 
Committee  on  Intelligence  recently  stated,  "a  failure  to  ratify 
NAFTA  will  so  sour  relationships  between  Mexico  and  the  United 
States  that  it  will  .  .  .  have  an  impact  on  good,  solid  law 
enforcement  relating  to  the  importation  of  illegal  drugs  and  illegal 
narcotics." 


Myth  #15:        NAFTA  will  permit  Mexican  trucks  to  have  full  access  to  U.S.  roads 
without  having  to  meet  U.S.  safety  standards. 

Fact  #15:  NAFTA    does    not    undermine    U.S.    safety 
standards. 

•  Mthin  three  years  of  the  agreement,  Mexican  trucks  and  drivers 
will  have  to  meet  {^licable  standards  on  emissions, 
environmental  pollution,  safety  inspections,  maintenance,  repair, 
brakes,  securement  of  cargo,  and  driving  credentials.  However, 
Mexican  trucks  will  not  have  full  access  to  U.S.  roads  for  six 
years. 


Myth  #16:        NAFTA     exposes     federal,     state,     and     local     consumer     and 
environmental  laws  to  chaUenge  as  trade  barriers. 

Fact  #16:  NAFTA  protects  consumer  and  environmental 
laws. 

•  NAFTA  specifically  confirms  the  right  of  each  country,  as  well  as 
its  states  and  localities,  to  maintain  its  own  level  of  health, 
consumer  safety,  and  environmental  standards  and  to  increase 
those  standards  over  time,  so  long  as  the  purpose  of  the  law  is  to 
protect  consumers  and  the  environment,  not  to  provide  an  excuse 
to  keep  out  Mexican  products. 


159 


Myth  #17:  NAFTA  requires  strict  confldentiality  in  all  dispute  resolution 
proceedings,  which  will  enable  environmental  and  consumer 
standards  set  by  state  and  national  legislatures  to  be  second  guessed 
in  secret. 

Fact  H7:  The  NAFTA  dispute  resolution  process  does 
not  enable  panels  to  "second  guess" 
environmental  and  consumer  laws. 

•  Under  NAFTA,  environmental  and  consumer  laws  are  not  open  to 
challenge  unless  they  are  used  as  an  excuse  to  keep  Mexican  and 
Canadian  products  out  of  the  United  States,  instead  of 
environmental  preservation  or  consumer  safety. 

•  Officials  of  affected  states  will  be  able  to  participate  in  dispute 
resolution  proceedings  as  they  consistently  have  done  under  the 
U.S. -Canada  Free  Trade  Agreement. 


Myth  #18:  NAFTA  will  permit  food  stuffs  to  be  unpocted  from  Mexico  with 
residues  from  pesticides  (such  as  DDT)  that  are  outlawed  hi  the 
United  States. 

Fact  #18:  NAFTA  will  not  allow  dangerous  foods  to 
enter  the  United  States. 

•  NAFTA  allows  the  United  States  to  prohibit  entry  of  goods  that 
do  not  meet  its  health,  safety,  and  environmental  standards. 

•  DDT  is  not  permitted  to  be  used  in  fanning  in  Mexico.  It  is  used 
only  by  the  government  to  fight  mosquitos  carrying  malaria  in 
southern  Mexico;  it  is  not  available  to  the  public. 

•  A  GAO  study  found  that  Mexico's  overall  system  of  controlling 
pesticides  is  very  similar  to  that  of  the  United  States. 

•  As  Mark  Silbergeld,  director  of  the  Washington  office  of 
Consumers  Union  (public  of  Consumer  Reports  magazine)  stated, 
"Our  tough  laws  simply  will  not  be  threatened  by  [NAFTA]." 


Myths  and  Facts  about  NAFTA  and  the  Environment 


Myth  #19:        NAFTA  will  encourage  U.S.  companies  to  invest  hi  Mexico  to  avoid 
strict  environmental  regulation. 

Fact  #19:  NAFTA  helps  assure  that  any  investment  will 
be  environmentally  friendly. 

•  In  NAFTA,  each  country  agrees  -  in  a  provision  unprecedented 
in  an  international  agreement  -  not  to  use  weak  enforcement  of 
its  environmental  laws  to  lure  investment  from  other  countries. 

•  Mexico  already  has  environmental  protection  laws  comparable  to 
U.S.  laws,  and  Mexican  enforcement  of  these  laws  is  improving 
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rapidly.  For  example,  Mexico  has  tripled  its  number  of 
environmental  inspectors  since  1989. 

Congress's  Budget  Office  found  that  "differences  in  pollution 
control  costs  should  not  cause  widespread  movement  of  U.S. 
manu&cturing  facilities,  mainly  because  such  costs  are  a  small 
portion  of  most  firms'  total  costs." 

As  Kathryn  Fuller,  President  of  the  World  Wildlife  Fund, 
recently  stated,  NAFTA,  with  an  environmental  side  agreement, 
"can  provide  the  basis  for  long-term  environmental  improvements 
throughout  North  America. " 


Myth  #20:        NAfTA  will  barm  the  North  American  enviromnent. 

Fact  #20:  NAFTA  improves  environmental  protection;  if 
you  are  for  a  better  environment,  you  have  to 
be  for  NAFTA, 

•  NAFTA  contains  specific  measures  that  will  improve 
environmental  protection. 

•  NAFTA  commits  each  country  to  the  principle  of 
sustainable  development. 

•  NAFTA  provides  for  certain  international  environmental 
agreements  to  take  precedence  over  NAFTA  if  there  are 
inconsistencies. 

•  NAFTA  expressly  permits  each  country  and  its  states  and 
localities  to  choose  and  enforce  its  own  environmental 
standards,  even  if  they  are  stricter  than  international 
standards. 

•  NAFTA  commits  each  country  to  seek  to  "harmonize 
upwards*  sanitary,  phytosanitary,  and  environmental 
standards. 

•  Congress's  Budget  Office  noted,  "over  the  long  run,  the  quality  of 
the  environment  in  Mexico  should  benefit  from  economic  growth 
and  a  rising  standard  of  living"  due  to  NAFTA. 

•  Many  environmentalists  have  recognized  that  NAFTA  is  the 
"greenest"  trade  agreement  ever. 

•  With  NAFTA,  a  supplemental  agreement  on  the  environment  is 
being  negotiated  with  Mexico  and  Canada  that  will  further 
improve  environmental  protection  and  enforcement  in  North 
America. 
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Myth  #21:  NAFTA  would  overturn  U.S.  laws  protecting  the  enyironment 
beyond  U.S.  borders,  such  as  the  Endangered  Species  Act,  the 
Clean  Air  Act,  and  the  Marine  Mammal  Protection  Act  of  1$>72. 

Fact  ^21:  NAFTA  does  not  overturn  any  U.S. 
environmental  laws  and  provides  for  protection 
of  endangered  species  and  air  quality. 

•  NAFTA  does  not  overturn  any  U.S.  law  and  certainly  not  any 
U.S.  environmental  laws. 

•  Moreover,  NAFTA  specifically  provides  that  certain  international 
environmental  agreements,  which  protect  endangered  species  and 
air  quality,  will  govern  in  place  of  NAFTA  in  the  event  of  any 
conflict.  These  include  international  agreements  protecting 
endangered  species,  the  ozone  layer,  and  other  environmental 
agreements  among  the  United  States,  Canada  and  Mexico. 

•  Mexico  has  agreed  with  the  United  States  not  to  engage  in 
conduct  that  formerly  had  triggered  the  Marine  Mammal 
Protection  Act  of  1972. 
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Chairman  Gibbons.  Mr.  Malichi. 

Mr.  Malichi.  Mr.  Malichi,  Mr.  Chairman.  I  am  a  black  Italian. 

Chairman  Gibbons.  OK. 

Mr.  Malichi.  Thank  you,  sir. 

Chairman  Gibbons.  I  have  trouble  with  these  American  names. 

Mr.  Malichi.  If  I  could  only  blush. 

STATEMENT  OF  TOBY  MALICHI,  PRESIDENT  AND  MANAGING 
DIRECTOR,  MALICHI  DIVERSIFIED  LTD.,  INDIANAPOLIS,  IN, 
ON  BEHALF  OF  USA*NAFTA 

Mr.  Malichi.  I  am  here  to  present  a  statement  for  small  busi- 
ness, Mr.  Chairman  and  members  of  the  committee.  I  am  pleased 
to  be  here  to  discuss  the  North  American  Free-Trade  Agreement. 

My  name  is  Toby  Malichi  and  I  am  president  and  managing  di- 
rector of  Malichi  Diversified,  Ltd.  We  are  international  brokers  and 
agents.  We  operate  a  global  business  exchange  network  in  32  coun- 
tries with  an  office  in  Japan. 

Mr.  Chairman,  we  are  based 

Chairman  Gibbons.  You  say  in  Japan? 

Mr.  Malichi.  In  Japan.  In  Osaka. 

Chairman  Gibbons.  Someday  I  want  you  to  come  here  and  tell 
us  how  you  did  that. 

Mr.  Malichi.  I  will.  I  will.  That  is  why  I  want  to  push  the  North 
American  Free-Trade  Agreement.  It  is  about  attitude,  a  positive  at- 
titude. 

We  are  based,  Mr.  Chairman,  in  Indianapolis,  IN.  Mr.  Chairman, 
I  am  on  the  board  of  directors  of  the  U.S.  Chamber  of  Commerce, 
I  am  on  the  International  Policy  Committee  for  the  U.S.  Chamber 
of  Commerce,  I  am  on  the  board  of  directors  of  the  Indiana  Cham- 
ber of  Commerce,  and  I  am  the  immediate  past  chairman  of  the  In- 
diana Small  Business  Council,  which  represents  4,000  small  busi- 
nesses in  Indiana,  and  I  am  on  the  board  of  directors  as  well  of  the 
Small  Business  Development  Centers.  I  come  to  you  representing 
the  viewpoint  of  small  business. 

I  am  appearing  today,  however,  on  behalf  of  USA*NAFTA,  of 
which  my  company  is  a  member.  USA*  NAFTA  is  a  coalition  of  ap- 
proximately 2,700  companies  and  organizations  that  support  the 
approval  and  implementation  of  NAFTA.  USA*NAFTA's  member- 
ship includes  small  businesses,  such  as  mine,  and  large  corpora- 
tions, manufacturers,  consumer  groups,  farm  organizations,  and 
high-technology  companies  from  across  America.  Ours  is  a  diverse 
membership  but  we  are  all  united  by  a  common  belief  that  the 
NAFTA  is  an  essential  part  of  this  Nation's  economic  future. 

My  company,  Malichi  Diversified  Ltd.,  is  one  of  the  many  small 
businesses  that  will  benefit  if  the  NAFTA  is  approved  and  imple- 
mented by  Congress.  I  would  like  to  tell  you  how  my  company 
would  benefit  directly  by  NAFTA,  Mr.  Chairman. 

Ours  is  a  company  that  brings  businesses  together.  We  get  thou- 
sands of  calls  throughout  the  course  of  a  year  to  find  companies 
business,  be  it  a  large  corporation — I  am  a  former  General  Motors 
manager — or  be  it  a  small  business  or  be  it  a  middle  market  busi- 
ness. 

NAFTA  would  mean  to  our  company,  through  our  global  business 
exchange  network,  we  will  penetrate  new  markets.  We  will  do  what 
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every  businessman  likes  to  do,  is  boost  our  sales  and  profits;  and, 
third,  we  will  have  access  to  the  world's  greatest  resources;  and, 
fourth,  it  will  create  an  opportunity  for  small  businesses  to  hire  ad- 
ditional workers  in  America  that  are  being  displaced  by  corporate 
America  today  and  will  continue  on. 

Yet  as  the  debate  on  NAFTA  progresses,  it  appears  to  me  the 
real  important  benefits  that  the  NAFTA  will  bring  in  are  in  danger 
of  being  hidden  by  a  cloud  of  myths.  Mr.  Ross  Perot  and  Mr.  Pat 
Choate  have  done  much  to  propagate  these  myths,  arguing  that  the 
United  States  economy  and  millions  of  United  States  jobs  will  be 
destroyed  by  Mexico,  a  developing  country  with  an  economy  that  is 
4  percent  as  large  as  ours. 

Mr.  Chairman,  men  and  women  of  America,  we  started  small 
businesses  in  America  through  the  free  enterprise  system  to  com- 
pete. We  are  not  afraid  to  compete  with  anybody,  anywhere,  any 
place,  any  time.  We  are  proud  of  who  we  are  and  we  are  competi- 
tors. 

Mr.  Chairman,  I  would  like  to  give  you  a  story  of  the  little  red 
hen.  You  may  remember  this  way  back  many  years  ago.  When  it 
came  time  for  the  little  red  hen  to  want  to  bake  some  bread  she 
found  no  one  who  wanted  to  help  her.  The  dog,  the  cat,  and  the 
cow  were  all  distractors.  They  told  her  that  they  would  not  help 
her  plow  the  field  to  harvest  the  wheat.  They  told  her  they  would 
not  water  the  field.  They  told  her  they  wanted  nothing  to  do  with 
making  the  bread. 

When  it  came  time  to  harvest  the  bread,  the  little  red  hen  asked, 
who  will  help  me  to  harvest  the  bread.  The  dog,  the  cow,  and  the 
pig  said  not  I,  it  won't  work,  it  is  impossible.  She  said  who  will 
then  help  me  make  the  bread?  The  dog,  the  cat,  and  the  pig  still 
said,  not  I. 

So  as  she  formulated  the  bread,  she  put  it  in  the  oven  and  the 
bread  started  to  rise  and  started  to  smell  good,  and  the  dog,  the 
cow,  and  the  pig  again  started  to  smell  and  said  um,  that  smells 
pretty  good,  maybe  I  will  want  a  bite  of  this. 

So  when  the  little  red  hen  took  it  out  of  the  oven  and  she  put 
it  on  the  table,  she  asked  who  will  help  me  eat  this,  in  its  com- 
pleted project,  and,  of  course,  then,  the  dog,  the  cow,  and  the  pig 
said  I  will,  I  will.  The  little  red  hen  then  replied,  if  you  didn't  help 
make  it,  then  you  are  not  going  to  be  able  to  participate  in  the  eat- 
ing of  it. 

That  is  how  I  look  upon  NAFTA.  Mr.  Chairman  and  members 
of  the  committee,  I  challenge  you  to  think  of  this  story  as  we  move 
to  the  conclusion  of  my  presentation;  that  on  one  hand  is 
USA*NAFTA  and  on  the  other  hand  is  Ross  Perot,  labor,  and  Mr, 
Choate.  And  we  took  them  out  into  the  woods  and  we  asked  them 
to  chop  wood  for  us. 

Well,  our  person  from  USA*NAFTA,  Mr.  Larry  Bossidy  here, 
chopped  wood,  chopped  wood,  and  chopped  wood,  and  chopped 
wood,  while  Ross  Perot,  on  the  other  hand,  chopped  wood,  chopped 
wood,  and  chopped  wood,  and  he  never  looked  up,  he  never  looked 
around,  he  just  chopped,  chopped,  chopped,  chopped,  chopped, 
chopped.  While  our  guy  from  tJSA*NAFTA,  Larry  here,  chopped 
wood,  chopped  wood,  and  chopped  wood,  and  every  hour  on  the 
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hour  USA*NAFTA  would  stop  and  take  a  15-minute  break,  yet, 
Mr.  Chairman,  the  piles  of  wood  remained  the  same. 

Well,  Mr.  Perot,  he  chopped  wood,  he  chopped  wood,  he  chopped 
wood,  and  he  chopped  wood.  He  never  looked  up,  he  never  looked 
around,  just  chopped,  chopped,  chopped,  chopped,  while  our  guy 
from  USA*NAFTA,  every  hour  on  the  hour  would  stop  and  take  a 
15-minute  break. 

After  about  8  hours,  we  came  back  out  and  we  said,  OK,  we  have 
enough  wood  here,  let  us  load  it  onto  the  wagon  and  let's  pass 
NAFTA.  Ross  Perot,  in  his  usual  argumentative  self,  said,  wait  1 
minute,  I  been  chopping  wood  here  for  8,  9,  10  months  here.  I 
chopped  wood  constantly,  consistently.  I  chopped,  I  chopped,  I 
chopped,  I  chopped.  I  never  looked  up,  I  never  looked  around. 
While  USA*NAFTA  chopped  wood,  chopped  wood,  and  chopped 
wood,  but  every  hour  on  the  hour  they  would  stop  and  take  a  15- 
minute  break.  I  don't  understand,  because  the  piles  of  wood  have 
remained  the  same. 

USA*NAFTA  said,  wait  a  minute,  hold  it,  Mr.  Perot.  While  you 
thought  every  hour  on  the  hour  we  were  chopping  wood  and  we 
took  a  15-minute  break,  we  were  actually  taking  time  out  to  sharp- 
en our  axe.  And  that  is  what  you  will  see  small  business  do  and 
USA* NAFTA  do  from  now  to  the  end  of  this  year.  We  are  going  to 
take  time  out  to  sharpen  our  ax,  to  work  smarter,  and  not  nec- 
essarily wiser. 

NAFTA  is  good  for  American  small  business  and  American  small 
business  is  good  for  American  jobs.  The  remainder  of  my  testimony, 
which  I  would  like  to  have  included  in  the  record,  corrects  the  er- 
rors and  the  misstatements  that  have  been  propagated  by  Mr. 
Perot  and  Mr.  Choate.  I  hope  the  members  of  the  committee  will 
examine  this  discussion  and  see  for  themselves  why  Mr.  Perot  and 
Mr.  Choate  are  mistaken  about  the  effect  NAFTA  will  have  on  our 
Nation,  our  economy,  and  our  small  business. 

Thank  you  very  much. 

Chairman  Gibbons.  Well,  thank  you,  Mr.  Malichi,  and  to  all  the 
members  of  the  panel  for  your  fine  statements.  Of  course  they  will 
all  be  included  in  the  record,  and  all  statements  in  their  entirety 
during  this  set  of  hearings  will  be  included  in  the  record  unless 
there  is  some  objection  to  it. 

[An  attachment  to  Mr.  Malichi's  statement  follows:] 
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September  13.  1993 

Responding  to  Mr.  Perot's  Criticism  of  the  NAFTA 

Mr.  Perot:   NAFTA  will  cause  a  'sucking  sound'  of  jobs  to  Mexico  because  U.S.  workers 
cannot  compete  with  lower  wage  Mexican  labor. 

Facts:  Wages  are  not  the  key  issue;  if  they  were,  then  lesser  developed  such  as  Haiti 

and  Bangladesh  would  be  the  economic  superpowers. 

Mr.  Perot  sells  U.S.  workers  short  by  saying  they  cannot  compete  with 
Mexican  workers.   With  an  average  U.S.  tariff  of  only  3.9  percent,  U.S. 
workers  already  could  move  to  Mexico.   Yet  the  United  States  has  gainal 
200,000  net  jobs  because  of  trade  with  Mexico  in  recent  years. 

U.S.  workers  have  gained  jobs,  despite  earning  higher  wages,  because  they  are 
the  most  productive  in  the  world.   U.S.  workers  have  superior  education, 
training,  and  resources.   By  some  measures,  U.S.  workers  are  nearly  seven 
and  one-half  times  more  productive  than  Mexican  workers. 

U.S.  workers'  productivity  makes  them  competitive  despite  higher  wages.   For 
example,  a  study  of  automobile  manufacturing  costs  by  the  Office  of 
Technology  Assessment  found  that  although  Mexico  had  lower  wages,  the  total 
cost  of  delivering  a  car  to  the  U.S.  market  was  higher  for  a  plant  in  Mexico 
(($9,180)  than  for  a  plant  in  the  United  States  ($8,770). 

Quality  Coils  of  Stonington,  Connecticut  learned  this  lesson  the  hard  way. 
Quality  Coils  manufactures  electromagnetic  coils  for  refrigeration  equipment, 
motors,  relays,  and  signaling  devices.   In  1989,  it  closed  its  Connecticut 
factory  and  moved  production  to  Juarez,  Mexico  because  of  lower  wages. 
This  year.  Quality  Coils  moved  its  facility  back  to  Connecticut.   Quality  Coil's 
President  said,  "what  we  learned  down  in  Mexico  is  that  the  up-front  wages 
might  look  a  lot  less  expensive;  what  we  found  is  that  the  Connecticut  worker 
is  far  more  productive." 


Mr.  Perot:   The  United  States  is  already  deindustrialiang;  NAFTA  witt  accelerate  Ms 
process  by  moving  U.S.  manufacturing  jobs  to  Mexico. 

Facts:  The  United  States  is  not  deindustrializing. 

The  United  States  has  a  $7.5  billion  surplus  with  Mexico  in 
manufactured  goods  trade. 
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U.S.  companies  continue  to  invest  in  the  United  States  -  approximately 
$500  billion  last  year,  as  compared  to  $6  billion  invested  by  U.S. 
companies  in  Mexico. 

Mexico  is  the  second  largest  foreign  market  for  U.S.  manufactured  goods.   85 
percent  of  U.S.  exports  to  Mexico  are  manufactured  goods. 

NAFTA  removes  existing  incentives  to  move  manufacturing  to  Mexico. 

Companies  frequently  build  manufacturing  facilities  in  foreign  countries 
instead  of  exporting  there  in  order  to  jump  trade  barriers. 

NAFTA  removes  Mexican  tariffs  -  which  are  2Vi  times  higher  on 
average  than  their  U.S.  counterparts  -  and  require  U.S.  companies  to 
have  factories  in  Mexico  to  sell  in  Mexico. 

NAFTA  removes  Mexican  regulations  that  require  companies  in 
Mexico  to  buy  Mexican  instead  of  components,  an  important  incentive 
for  suppliers  to  move  production  to  Mexico. 

By  providing  increased  access  to  the  growing  Mexican  market,  NAFTA  will 
strengthen  U.S.  manufacturing  by  increasing  exports  of  U.S.  manufactured 
goods. 


Mr.  Perot:    The  currera  U.S.  trade  surplus  with  Mexico  is  a  'mirage'  because  it  consists  of 
capital  goods;  these  goods  are  going  to  build  Mexican  factories  that  will  export  to  the  United 


Facts:  The  United  States  exports  a  lower  proportion  of  capital  goods  to  Mexico  than 

to  other  countries.   While  capital  goods  account  for  40  percent  of  our  exports 
worldwide,  they  compose  only  33  percent  of  our  exports  to  Mexico. 

Factories  built  in  Mexico  with  capital  goods  exported  from  the  United  States 
will  primarily  service  the  90  million  person  Mexican  market.   For  example,  in 
1990,  approximately  70  percent  of  sales  by  U.S. -owned  Mexican  companies 
were  to  the  Mexican  market. 

Exports  of  o^ital  goods  are  good  for  the  U.S.  economy  because  they  support 
high  wage  jobs.   Capital  goods  are  everything  from  drilling  equipment  to 
electric  generators,  machine  tools,  construction  equipment  and  machinery. 
Other  leading  economies,  such  as  Germany  and  Japan,  also  export  capitid 
goods,  and  they  will  export  them  to  Mexico  if  we  do  not. 
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Mr.  Perot:   Mexicans  cannot  afford  to  buy  U.S.  products. 

Facts:  Mexicans  already  buy  U.S.  products  in  droves. 

The  average  Mexican  spends  $450  per  year  on  U.S.  goods  and 
services,  much  more  than  the  average  Japanese  ($385)  who  earns  five 
times  as  much. 

Mexicans  bought  $40.6  billion  worth  of  U.S.  goods  last  year,  $5.4 
billion  more  than  Americans  bought  of  Mexican  goods. 

Mexicans  have  the  highest  propensity  to  buy  U.S.  goods  of  any  foreign 
country:   70  cents  out  of  every  dollar  spent  on  imports  in  Mexico  is  spoit  on 
U.S.  goods  and  services. 

NAFTA  will  increase  Mexican  economic  development,  which  will  make 
Mexicans  wealthier  and  able  to  buy  even  more  U.S.  exports. 


Mr.  Perot:   NAFTA  will  enable  Mexican  trucks  and  drivers  to  run  amuck  on  our  highways 
without  meeting  U.S.  federal  and  state  sctfety  standards. 

Facts:  No  provision  of  NAFTA  exempts  Mexican  or  Canadian  trucks  or  drivers  from 

U.S.  safety  or  environmental  standards.   This  is  true  for  regulations  regarding 
trucks  (such  as  size  and  weight,  brakes,  and  out-of-service  criteria),  drivers 
(including  language  and  hours  of  service),  and  the  environment  (including  fuel 
and  emissions  standards). 

Standards  for  Mexican  drivers'  licensing  that  are  fully  comparable  to  U.S. 
standards  pursuant  to  the  1991  Memorandum  of  Understanding  between  the 
United  States  and  Mexico  will  continue  to  apply. 


Mr.  Perot:  NAFTA  will  enable  Mexican  doctors  and  demists  to  set  up  shop  in  the  United 
States  without  meeting  U.S.  standards. 

Facts:  No  provision  of  NAFTA  permits  doctors,  dentists  or  other  professionals  frota 

Mexico  or  any  other  country  to  practice  in  the  United  States  without  meeting 
the  fiill  and  undiluted  requirements  that  U.S.  professionals  must  meet.   For 
example,  a  Mexican  doctor  may  not  practice  in  Texas  until  he  or  she  has  been 
licensed  to  do  so  by  the  state  of  Texas  and  has  met  the  other  requirements  that 
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a  U.S.  doctor  would  have  to  meet.   In  addition,  Mexican  professionals  must 
obtain  the  appropriate  U.S.  visa  before  they  enter  the  United  States. 

NAFTA  merely  requires  that  Mexican  and  Canadian  professionals  not  be 
discriminated  against  solely  because  of  their  nationality,  no  matter  how  high 
their  competence  and  skill.   This  is  hardly  an  unreasonable  requirement. 


Mr.  Perot:   NAFTA  is  a  one-sided  agreement  in  favor  of  Mexico  that  was  negotiated  by 
incompetent  or  disloyal  U.S.  officials. 

Facts:  A  look  at  the  agreement  itself  shows  this  not  to  be  the  case.   For  example: 

Mexico's  tariffs  average  10  percent  and  our  tariffs  average  only  4 
percent.   It  is  the  United  States  that  gains  the  most  by  taking  both  sets 
of  tariffs  to  zero. 

Mexico  has  many  more  special  restrictions,  red-tape,  and  import- 
licensing  systems  that  inhibit  and  sometimes  entirely  prevent  U.S. 
exports;  the  United  States  has  very  few.   It  is  the  United  States  that 
gains  the  most  by  getting  rid  of  all  of  these  rules. 

Mr.  Perot  and  Mr.  Choate's  book  contains  many  allegations  about  NAFTA's 
alleged  snafus  that  are  misleading. 

For  example,  they  state  on  pages  31-33  that  the  United  States  "agreed 
to  immediately  drop  its  tariffs  on  automobiles  imported  from  Mexico 
...  while  allowing  Mexico  to  keep  half  its  tariffs  on  vehicles  produced 
in  the  United  States.  The  remaining  Mexican  tariffs  would  be  phased 
out  over  a  ten-year  period." 

What  Mr.  Perot  and  Mr.  Choate  don't  say  is  that  the  Mexican  tariff 
ciurently  is  eight  times  higher  than  the  U.S.  tariff  -  20  percent 
(Mexican  tarifO  as  compared  to  2.5  percent  (U.S.  tariff).    NAFTA 
will  immediately  reduce  the  Mexican  tariff  by  four  times  as  much  as 
the  U.S.  tariff:    10  percent  for  the  Mexican  tariff  (by  half)  as  compared 
to  2.5  percent  for  the  U.S.  tariff  (  complete  elimination).  The  rest  of 
the  Mexican  tariff  is  also  eliminated  over  the  next  nine  years. 

While  Mr.  Perot  and  Mr.  Choate  call  this  getting  sold  down  the  river, 
the  fact  is  that  the  much  higher  Mexican  tariff  drops  faster  than  the 
U.S.  tariff  and  ultimately  is  completely  eliminated  under  NAFTA. 
Without  NAFTA,  the  Mexican  tariff  will  remain  in  place. 
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September  14.  1993 
RESPONSE  TO  THE  PEROT/CHOATE  STUDY  ON  U.S.  JOBS  AND  NAPTA 


In  criticizing  NAFTA,  Mr.  Perot  has  relied  on  a  study  by  Pat  Choate  entitled,  "U.S.  Jobs  at 
Risk:   Vulnerable  U.S.  Industries  and  Jobs  Under  NAFTA."  This  study  is  misleading  and 
performs  a  disservice  to  U.S.  workers  who  will  benefit  from  NAFTA. 

The  Perot/Choate  study  does  not  calculate  jobs  that  Americans  might  lose  because  of 
NAFTA.   It  simply  identifies  industries  in  which  payroll  constitutes  more  than  twenty 
percent  of  sales.   The  logic  apparently  is  that  industries  with  high  wages  -  even  for  the  most 
highly-trained  scientists  and  engineers  --  are  "at  risk"  from  NAFTA. 

The  facts  are  that  U.S.  workers  will  gain  and  keep  high-wage  jobs  under  NAFTA  because 
they  are  the  most  productive  workers  in  the  world.   NAFTA  will  remove  high  Mexican  trade 
barriers  that  will  enable  the  U.S.  economy  to  increase  exports.   For  this  reason,  rigorous 
studies  of  the  NAFTA's  effect  have  consistently  determined  that  it  will  create  U.S.  jobs. 

•  Mr.  Perot  claims  to  have  identified  almost  6  million  American  workers  in  low  to 
medium  technology  industries  that  employ  relatively  unskilled  labor  and  where  labor 
costs  are  a  significant  component  of  final  cost.   These  industries  and  their  workers,  so 
the  argument  goes,  are  vulnerable  to  low  wage  Mexican  competition  or  to  relocation 
in  Mexico. 

•  In  reality,  the  Perot/Choate  study  is  fatally  flawed: 

*  Nothing  in  the  study  addresses  how  the  NAFTA  changes  our  competitive 
situation  with  Mexico  or  the  rest  of  the  world.   In  fact,  the  NAFTA  reduces 
Mexican  trade  barriers  to  U.S.  exports  more  than  it  reduces  U.S.  trade 
barriers  to  Mexican  exports. 

*  Many  workers  identified  as  "at  risk"  by  the  Perot/Choate  study  are  frequently 
scientists,  engineers,  analysts,  programmers  and  technicians  who  are  employed 
in  high-tech  industries  that  produce  goods  such  as  sonar  equipment,  process 
controls,  medical  equipment  and  telecommunications.   The  competitiveness  of 
these  workers  is  derived  not  from  low  wages  but  from  high  skills;  not  even 
Mr.  Perot  argues  that  their  jobs  are  threatened  by  NAFTA. 

*  Workers  identified  as  "at  risk"  by  the  Perot/Choate  study  cover  the  spectrum 
from  low  skill  to  high  tech.   They  have  no  common  "risk"  factor,  much  less  a 
factor  that  is  related  to  the  NAFTA. 

•  The  inflated  numbers  of  the  Perot/Choate  study  are  belied  by  common  sense. 
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*  The  idea  that  half  of  allU.S.  manufacturing  jobs  would  be  vulnerable  under 
NAFTA  is  ridiculous  because  Mexico's  economy  is  only  4  percent  as  large  as 
the  U.S.  economy  and  the  U.S.  market  is  largely  open  to  Mexican  goods 
already. 

*  The  Perot/Choate  study  creates  the  impression  of  artificially  inflated  imports  in 
individual  industry  sectors.   The  study  mixes  data  for  individual  industries 
with  data  that  summarizes  industry  groups.   This  leads  nontechnical  readers  to 
overstate  the  number  of  jobs  "at  risk"  in  any  given  U.S.  industry.   For 
example,  the  Perot/Choate  study's  detailed  industry  estimates  of  U.S. 
production  workers  exceed  the  total  number  of  U.S.  production  workers. 

*  Although  Mr.  Perot  views  wage  rates  as  the  primary  basis  for  U.S. 
competition  with  Mexico,  the  Perot/Choate  study  concludes  that  the  state  that 
has  the  lowest  wage  rate  in  the  U.S.  (Arkansas,  $8.97/hr.)  ~  and  therefore  the 
most  likely  to  compete  head-to-head  with  similar  Mexican  workers  -  is  the 
state  that  is  least  at  risk  from  NAFTA. 

U.S.  workers  are  highly  competitive  with  lower  wage  Mexican  workers: 

*  The  United  States  also  enjoys  an  enormous  competitive  advantage  in  the  other 
cost  components  -  in  our  technology,  our  infrastructure,  our 
telecommunications,  our  transportation  system,  our  capital  markets. 

*  The  U.S.  trade  surplus  with  Mexico  in  manufactured  goods  last  year  reached 
$7.5  billion,  our  largest  surplus  with  any  country  in  the  world. 

NAFTA  provides  an  enormous  opportunity: 

*  Mexicans  have  a  great  propensity  to  buy  U.S.  goods,  spending  15  cents  out  of 
every  dollar  earned  and  70  cents  out  of  every  dollar  spent  on  imports  on  U.S. 
goods. 

*  As  Mexico  began  opening  its  market,  U.S.  workers  employed  producing 
exports  to  Mexico  rose  from  274,000  in  1986  to  over  700,000  today.   NAFTA 
locks  in  these  job  gains. 

*  By  eliminating  Mexican  tariffs  and  removing  nontariff  barriers,  NAFTA  will 
spur  U.S.  exports  and  create  more  U.S.  jobs. 
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Chairman  Gibbons.  I  like  your  wood  chopping  analogy  there  and 
I  am  glad  that  you  have  taken  time  to  refute  Pat  Choate's  book  he 
wrote  for  Ross  Perot.  Ross  paid  for  it,  but  Ross  has  a  few  more  bil- 
lion he  can  pay  for  that  kind  of  junk.  I  hope  that  Ross  will  realize 
it  costs  the  U.S.  taxpayers  a  lot  of  money  to  just  refute  that  gar- 
bage. 

Yesterday  across  my  desk  came  the  factual  rebuttal  of  the 
Choate  book,  and  the  factual  rebuttal  was  thicker  than  the  book. 
When  they  turn  it  out  like  that,  it  takes  an  awful  lot  to  put  it 
down.  But  I  think  anybody  who  is  familiar  with  Mr.  Choate  real- 
izes that  is  the  way  he  has  made  his  living  for  a  long  time  around 
this  town,  and  we  are  sorry  that  he  is  perhaps  doing  so  well  at  Mr. 
Perot's  pocketbook  as  he  is  out  of  this. 

Anyway,  what  you  all  have  said  here  makes  such  good  sense.  I 
have  had  a  terrible  time  trying  to  understand  the  argument  of  the 
antis.  The  American  market  is  already  open.  Each  of  you  could  go 
to  Mexico  today  if  you  wanted  to.  In  fact,  you  have  been  able  to 
go  there  for  25  years,  but  the  Mexican  market  is  closed  to  our 
goods.  I  can't  see  where  the  United  States  is  harmed  if  out  of  all 
this  we  gain  a  Mexican  open  market. 

Even  though  the  agreement  is  not  perfect  in  every  little  detail, 
we  get  out  of  this  agreement  a  Mexican  market.  There  is  very  little 
opening,  other  than  the  Florida  citrus  and  vegetable  area,  that  oc- 
curs in  the  American  market  from  this  agreement.  The  American 
market  is  already  open.  So  it  seems  to  me  that  the  United  States 
and  all  of  its  people  are  cutting  their  throat  if  we  turn  our  backs 
to  an  opening  market  that  comes  out  of  this  agreement. 

I  have  had  the  hardest  time  trying  to  understand  the  theory  of 
the  opponents  in  all  of  this.  If  NAFTA  is  turned  down,  you  can  still 
go  to  Mexico  and  probably  will  have  to  to  penetrate  that  90  million 
market.  If  NAFTA  is  approved,  you  can  stay  here  and  then  pene- 
trate that  90  million  market. 

I  know  that  there  are  many  in  the  United  States  that  just  wish 
that  those  90  million  would  go  away  and  would  be  replaced  imme- 
diately by  some  very  wealthy  people  who  we  would  perhaps  get 
along  a  little  better  with,  but  that  is  not  going  to  happen.  Hasn't 
happened  in  400  years  and  it  is  not  going  to  happen  if  we  turn  this 
down. 

I  guess  I  made  a  statement  rather  than  asking  a  question,  but 
if  any  of  you  would  like  to  comment  on  that. 

Mr.  BossiDY.  Mr.  Chairman,  there  is  not  much  to  say  beyond 
what  you  have  said.  You  have  put  it  in  the  proper  perspective  and 
been  eloquent  in  its  advocacy. 

I  cannot  understand  those  who  oppose  it  either  and  I  have  looked 
at  the  arguments  as  carefully  as  I  can.  Like  you,  I  know  it  is  not 
perfect  in  every  detail,  but  the  fact  of  the  matter  is  we  need  to  have 
access  to  open  markets.  Congressman  Levin  noted  in  his  testimony 
earlier  this  morning  that  the  field  was  tilted.  It  is  tilted,  but  it  is 
tilted  against  us.  NAFTA  gives  us  an  opportunity  to  have  it  at  a 
level  playing  field,  and  when  we  do  I  am  convinced  our  companies 
can  compete  vigorously  and  successfully. 

Chairman  Gibbons.  All  right,  thank  you.  Mr.  Malichi. 

Mr.  Malichi.  As  Mr.  Bossidy  said,  Mr.  Chairman,  all  my  life  I 
have  heard  of  what  I  can't  do,  by  the  nature  of  who  I  am  and  what 
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I  look  like.  If  I  stood  by  handicaps  all  my  life  of  what  I  could  not 
do,  it  would  not  benefit  me,  and  I  would  not  be  so  honored  to  be 
here  before  this  distinguished  body  today. 

I  was  told  I  could  not  do  business  in  Japan,  I  will  lose,  I  won't 
be  treated  very  well.  An3^hing  you  can  imagine,  I  have  been  told. 
And  those  using,  as  Mr.  Bossidy  said,  scare  tactics,  the  dema- 
goguery,  have  more  of  a  self-serving  agenda  than  they  do  for  help- 
ing all  people  to  benefit  through  NAFTA. 

That  is  what  we  want  to  do.  That  is  why  Mr.  Bossidy  has  his 
company,  Mr.  Soukas  has  his  people.  We  are  going  to  hire  people 
and  give  them  a  quality  of  life  in  America.  We  are  small  businesses 
that  will  grow  to  be  big  businesses.  But  if  we  had  hid  behind  the 
attitude  that  you  cannot  do  because  it  is  not  good  for  you,  then  this 
country  would  not  be  as  great  as  she  is.  We  are  lagging  behind. 

I  can  go  anyplace  in  the  world  and  do  a  transaction.  It  is  going 
to  happen  whether  NAFTA  passes  or  doesn't  pass,  like  you  said, 
Mr.  Chairman  and  members  of  the  committee,  we  are  still  going  to 
go.  We  are  still  going  to  go. 

Chairman  GIBBONS.  If  we  sharpen  our  ax. 

Mr.  Malichi.  Sharpen  our  ax. 

Mr.  Soukas.  I  would  have  to  agree  with  these  comments.  I  think 
if  our  workers  were  to  hear  the  former  testimony  about  the  playing 
field  is  not  level,  they  would  find  it  insulting.  Our  workers  are  very 
productive,  they  have  a  lot  of  pride,  and  they  know  they  can  com- 
pete. We  have  done  our  homework,  we  have  cleaned  up  our  act,  we 
are  ready  to  compete,  and  all  we  are  asking  for  is  to  let  us  do  it. 

Chairman  Gibbons.  Fine.  Mr.  Matsui. 

Mr.  Matsui.  Thank  you,  Mr.  Chairman. 

I  would  like  to  thank  all  three  of  you,  because  for  the  first  time 
since  this  debate  has  begun,  I  guess  early  this  year,  I  have  seen 
passion  on  behalf  of  those  in  the  private  sector.  All  three  of  you 
really  have  shown  why  this  is  an  important  agreement,  and  I  am 
afraid  the  opposition  has  shown  a  great  deal  of  passion  over  the 
last  year.  Now  we  are  starting  to  see  it  in  the  private  sector. 

One  question  I  have,  Mr.  Bossidy,  your  company  is  a  conglom- 
erate. How  many  employees  do  you  have,  totally,  in  the  United 
States  in  your  companies? 

Mr.  Bossidy.  We  have  in  the  United  States  65,000  employees. 

Mr.  Matsui.  What  I  find  very  difficult  to  understand  is  that  the 
opponents  have  said  that  the  pro-NAFTA  people  are  special  inter- 
est. I  was  accused  of  that  myself  by  Mr.  Perot.  In  fact,  I  was  hon- 
ored he  mentioned  me  three  times  in  three  different  speeches  he 
gave  as  one  that  was  supporting  NAFTA  because  of  campaign  con- 
tributions, he  alleged. 

You  have  also  in  your  employment  of  60-plus  thousand  people, 
unionized  employees;  is  that  correct?  You  have  three  unions?  Could 
you  recite  them  for  the  record?  You  have  UAW,  aerospace  and 
chemical  workers  that  are  unionized,  and  even  more  than  that  I 
understand;  is  that  correct? 

Mr.  Bossidy.  I  do. 

Mr.  Matsui.  I  know  there  are  allegations  that  the  pro-NAFTA 
people,  particularly  the  private  sector,  is  doing  this  to  exploit  Mexi- 
can workers.  As  Chairman  Gibbons  has  said,  you  can  go  there  right 
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now  if  you  so  choose.  You  could  go  on  the  maquiladora  zone  and 
open  up  whatever  you  want;  is  that  correct? 

Mr.  BossiDY.  That  is  so,  and  we  have  eight  plants  in  Mexico 
now.  Three  of  them  because  if  you  don't  have  Mexican  content  you 
cannot  sell  to  customers  in  Mexico.  That  will  not  any  more  be  re- 
quired if  we  approve  the  NAFTA.  And  five  maquiladoras  because 
of  the  fact  we  took  advantage  of  the  laws  passed  by  the  Congress. 
I  don't  see  any  need  for  maquiladoras  if  this  NAFTA  is  approved. 

Mr.  Matsui.  In  terms  of  if  you  had  an  auto  part  that  was  made 
in  the  United  States  by  United  States  workers  and  you  shipped 
that  down  to  Mexico,  what  would  the  tariff  be? 

Mr.  BossiDY.  I  believe  the  automotive  tariff  now  is  20  percent. 

Mr.  Matsui.  And  would  that  make  it  impossible  for  you  to  obvi- 
ously manufacture,  produce,  and  then  ship  to  Mexico  and  try  to 
market;  is  that  correct? 

Mr.  BossiDY.  Absolutely.  You  cannot  do  it. 

Mr.  Matsui.  Because  the  20-percent  tariff  is  too  much  in  terms 
of  the  cost  of  your  business. 

Mr.  BossiDY.  Precisely. 

Mr.  Matsui.  And  if  the  NAFTA  passes,  what  will  that  tariff  be 
in  4  years? 

Mr.  BossiDY.  The  tariff  goes  in  half,  I  am  told,  immediately,  and 
then  phased  out  over  the  4  years.  So,  obviously,  that  is  at  the  basis 
of  the  contention  by  the  automotive  companies  that  while  they  can 
now  export  a  thousand  vehicles,  in  the  first  year  they  will  be  able 
to  export  some  60,000  vehicles.  So  that  is  another  example  of  a 
market  that  will  be  opened  up  to  us,  and  I  think  we  will  be  able 
to  take  advantage  of  it. 

Mr.  Matsui.  With  respect  to  small  business,  and  I  think  one  of 
the  three  of  you  can  answer  this,  large  businesses,  obviously,  could 
go  to  Mexico  under  maquiladora  now,  so  if  you  want  to  go  to  Mex- 
ico you  could  do  it  now.  Small  businesses,  it  is  a  little  different  sit- 
uation. And  the  reason  I  want  to  raise  this  is  because  I  have  heard 
so  many  of  the  opponents  say  small  businesses  will  be  greatly  dam- 
aged by  NAFTA. 

But  the  fact  of  the  matter  is,  in  my  opinion,  because  the  tariffs 
go  down  to  zero  over  15  years,  and  in  most  cases  go  down  to  zero 
immediately,  small  business,  particularly,  Mr.  Soukas,  your  busi- 
ness, would  greatly  benefit,  is  that  correct?  Because  you  cannot  put 
a  plant  down  there  even  if  you  wanted  to.  Could  you  respond  to 
that? 

Mr.  SouKAS.  Absolutely.  The  tariff  you  just  mentioned  is  higher 
than  our  labor  cost.  So  that  is  a  2-point  argument.  The  argument 
is  if  NAFTA  is  enacted  we  would  have  no  incentive  to  go  down 
there  because  any  benefit  that  we  would  have  for  moving  down 
there  in  labor  savings  would  be  gone.  So  definitely. 

Mr.  Matsui.  Mr.  Malichi. 

Mr.  Malichi.  Yes,  the  same  with  the  small  businesses  we  rep- 
resent. We  are  concerned  about  the  bottom  line  and  cost,  and  with 
the  lowering  of  the  tariff  barriers,  it  makes  it  easier  for  small  busi- 
nesses to  do  business  in  Mexico. 

We  do  business  in  Monterrey,  and  we  find  they  are  very  open  to 
do  business  with  us  now  because  of  the  talk  of  NAFTA. 
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Mr.  Matsui.  I  would  like  to  thank  all  three  of  you  very  much. 
I  appreciate  the  fact  that  you  are  supporting  the  NAFTA  as  vigor- 
ously as  you  are  and  we  do  need  to  change  the  debate  because 
there  is  no  question  this  is  beneficial  to  this  country  and  we  have 
to,  obviously,  get  that  out  so  that  the  American  public  understands 
that.  Thank  you. 

Chairman  Gibbons.  Mr.  Coyne. 

Mr.  Coyne.  Thank  you,  Mr.  Chairman. 

Mr.  Bossidy,  we  have  had  testimony  before  the  committee  that 
indicates  that  the  productivity  of  the  Mexican  workers  has  dra- 
matically increased.  However  in  your  testimony  you  indicate  that 
the  productivity  of  the  Mexican  worker  is  7V2  times  less  than  the 
American  worker.  Is  there  any  documentation  for  that  statement? 

Mr.  Bossidy.  Yes,  I  am  quoting  from  the  forthcoming  edition  of 
"NAFTA:  An  Assessment,"  by  Gary  Hufbuner  and  Jeffrey  Schott  of 
the  Institute  for  International  Economics,  which  is  due  out  in  Octo- 
ber which  finds  the  IVi  times  productivity  difference  between  U.S. 
manufacturing  workers  and  maquilador  workers. 

Mr.  Coyne.  Thank  you. 

Chairman  Gibbons.  Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman,  and  a  special  welcome 
to  Mr.  Bossidy  as  a  member  of  the  Connecticut  delegation. 

You  may  or  may  not  be  aware  that  the  Connecticut  delegation, 
not  unlike  a  number  of  other  delegations,  is  split  on  this  issue.  It 
is  particularly  important  since  we  are  by  some  measures  the  num- 
ber one  exporting  State  in  the  Nation,  so  we  try  to  get  out  on  the 
table  the  information  that  will  help  us  all  make  the  very  best  deci- 
sion. 

One  of  the  arguments  that  is  made  to  Members  at  home,  I  in  fact 
am  very  strongly  in  favor  of  NAFTA,  but  one  of  the  arguments  that 
is  made  at  home  is  that  the  reason  more  American  companies  don't 
send  more  jobs  to  Mexico  now  is  because  you  are  only  allowed  in 
the  maquiladoras  area.  And  that  when  this  agreement  opens  up 
the  right  to  invest  in  Mexico,  that  particularly  big  American  com- 
panies will  have  every  incentive  to  move  down  there.  Even  the  auto 
industry  figures  are  then  used  as  evidence  that  there  is  a  big  mar- 
ket in  Mexico  but  it  could  be  more  economically  serviced  not  by  ex- 
porting cars  to  Mexico  but  by  building  American  factories  in  Mex- 
ico. 

Could  you  just  share  your  thoughts  on  that  subject,  please? 

Mr.  Bossidy.  I  appreciate  your  bringing  up  that  issue  because  I 
recognize  there  is  divided  opinion  with  regard  to  that  point.  The 
fact  of  the  matter  is  that  we  have  a  lot  more  flexibility  with  the 
approval  of  NAFTA  to  take  advantage  of  the  productivity  we  have 
in  the  United  States  and  be  able  therefore  to  export  to  Mexico. 

For  example,  in  our  own  company,  where  we,  like  many  others, 
are  searching  the  world  for  opportunities  to  grow,  we  have  no  plans 
to  build  plants  in  Mexico.  We  do  have  a  lot  of  opportunity  and  a 
lot  of  plans  in  place  to  increase  our  exports  to  that  country. 

So  I  think  if  you  were  to  poll  American  industry  you  would  not 
find  an  abundance,  if  any,  intentions  to  build  plants  in  Mexico  be- 
cause it  is  no  longer  necessary  given  the  approval  of  the  agreement 
that  we  have  before  us. 
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Mrs.  Johnson.  Well,  I  think  that  certainly  is  the  way  the  agree- 
ment will  work  for  us.  Could  you  talk  a  little  about  your 
maquiladoras?  What  role  do  they  play?  Why  did  you  move?  Why 
did  you  create  them? 

Mr.  BossiDY.  We  have,  as  I  mentioned  earlier,  five  maquiladoras. 
I  might  mention  we  closed  one  last  year  and  brought  the  jobs  back 
to  Michigan  and  Pennsylvania.  I  wish  the  Honorable  Sander  Levin 
was  here  to  hear  that. 

Mrs.  Johnson.  Why  did  you  do  that? 

Mr.  BossiDY.  In  order  to  get  critical  mass,  and  the  productivity 
improvements  we  made  in  the  United  States,  make  us  as  competi- 
tive in  Michigan  now  as  we  were  in  the  maquiladoras. 

Mrs.  Johnson.  In  other  words,  you  could  not  have  done  that 
when  you  first  made  the  decision  to  move  it  down  there. 

Mr.  BossiDY.  That  is  correct.  And  in  answer  to  the  question  of 
why  the  maquiladoras,  this  country  was  not  as  productive  in  the 
1960's  and  1970's  as  we  would  like  to  have  been,  and  we  did  take 
some  advantage  of  both  the  congressional  act  that  allowed  the 
maquiladoras  as  well  as  the  competitive  advantage. 

I  am  convinced  we  have  made  sufficient  progress  now  in  produc- 
tivity in  our  country  to  be  able  to  compete  with  maquiladoras  or 
anybody  else  right  from  our  own  country. 

We  talked  a  lot  this  morning  about  the  labor  differentials  but 
there  are  other  substantial  differentials  in  a  product,  one  of  which 
is  materials.  We  can  acquire  materials  far  more  economically  in  our 
country  than  we  can  in  Mexico. 

Mrs.  Johnson.  Interesting. 

Also,  those  of  you  that  represent  the  small  business  community, 
one  of  the  arguments  that  opponents  of  NAFTA  make  to  me  on  the 
small  business  issue,  is  that  small  businesses  now  have  more  mar- 
kets than  they  can  possibly  exploit;  that  small  businesses,  in  fact, 
don't  export  much  to  Europe,  are  not  taking  advantage  of  the  mar- 
kets we  have  access  to,  so  why  does  it  matter  if  they  really  have 
access  to  the  Mexican  market. 

Mr.  SOUKAS.  I  will  go  first.  You  should  know  that  we  ship  to  Aus- 
tralia on  a  monthly  basis.  We  ship  to  Sweden,  we  ship  to  Hong 
Kong,  and  to  Taiwan,  and  we  are  a  relatively  small  business  but 
we  are  thinking  global. 

Rubber  is  very  heavy  to  move.  We  just  sold  a  running  track  to 
Bolivia.  We  just  installed 

Mrs.  Johnson.  Bolivia? 

Mr.  SouKAS.  Bolivia.  We  shipped  it  from  Lancaster,  PA,  to  Bo- 
livia. We  have  no  problem.  We  are  thinking  global.  This  is  an  excel- 
lent opportunity  for  us.  It  is  right  in  our  backyard.  It  is  a  beautiful 
opportunity  for  us. 

Mrs.  Johnson.  With  your  experience  with  small  business  organi- 
zations, what  percentage  of  the  growth  in  small  business  is  associ- 
ated with  increased  exports? 

Mr.  SouKAS.  In  our  particular  case,  our  exports  are  about  20  per- 
cent of  our  total  sales. 

Mrs.  Johnson.  What  were  they  5  years  ago? 

Mr.  SouKAS.  I  mentioned  I  think  the  only  sales  we  had  were  to 
Canada,  and  we  had  some  to  England,  so  about  3  percent. 
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Mr.  Malichi.  I  agree.  Very  good.  Small  businesses,  on  the  aver- 
age, I  think  in  our  State,  we  are  looking  at  15  to  18  percent  that 
are  exporting.  However,  that  is  increasing  to  20,  25  percent.  In  In- 
diana, Mexico  has  gone  from  our  fourth  leading  trade  that  we  ex- 
port to  to  our  second  leader  in  the  State  of  Indiana. 

As  well  as  in  terms  of  small  businesses  having  all  they  can  han- 
dle here  in  America,  I  talk  to  tens  of  thousands  of  small  businesses 
throughout  the  year,  and  we  are  looking  for  new  markets  to  make 
money.  For  a  small  business,  our  businesses  do  fluctuate  up  and 
down,  and  one  thing  which  the  North  American  Free-Trade  Agree- 
ment can  do  is  help  offset  some  of  these  valleys  that  we  will  peak 
in. 

Mrs.  Johnson.  Certainly  in  a  State  with  acute  defense  diver- 
sification problems,  my  small  businesses  have  been  very  encour- 
aged by  the  approaches  they  have  had  from  Mexican  customers 

Mr.  Malichi.  Oh,  yes. 

Mrs.  Johnson  [continuing].  To  do  more  business  with  them. 

One  of  the  problems  in  debating  this  issue  is  that  most  of  Amer- 
ica does  not  understand  that  really  the  fastest  growing  businesses 
in  the  small  business  sector  are  already  global,  and  for  us  in  the 
Northeast,  we  have  good  Spanish-speaking  capability.  We  are  not 
so  hot  in  Czech,  Hungarian,  Polish  or  Russian,  although  many  in 
my  district  are  good  at  Polish,  but  it  is  harder  for  us  to  exploit 
those  opening  markets.  This  is  an  easy  opening  market  for  us  to 
exploit  and  behind  it  comes  all  of  South  America. 

Thank  you  for  your  testimony.  I  appreciate  it. 

Chairman  Gibbons.  Well,  thank  you  all  very  much.  Very  fine. 

We  will  next  go  to  a  panel  consisting  of  Mr.  Sheinkjnan,  Mr. 
Bywater. 

While  you  are  all  starting  off,  I  want  to  do  a  little  bragging,  if 
I  can.  I  notice  the  presence  of  my  wife  of  47  years,  as  of  yesterday, 
in  the  audience,  and  I  just  want  to  make  sure  that  I  note  that  pres- 
ence. 

Mr.  Sheinkman,  why  don't  you  lead  off. 

STATEMENT  OF  JACK  SHEINKMAN,  PRESIDENT,  AMAL- 
GAMATED CLOTfflNG  &  TEXTILE  WORKERS  UNION,  AFL-CIO 

Mr.  Sheinkman.  Thank  you,  Mr.  Chairman.  I  welcome  this  op- 
portunity, members  of  the  committee,  to  give  our  views  on  the  pro- 
posed North  American  Free-Trade  Agreement. 

Early  on  in  the  process,  consistently  throughout  it,  we  have  been 
willing  to  work  with  the  administration  and  the  Congress  to  fash- 
ion an  agreement  that  would  truly  work  to  the  benefit  of  all  of  the 
countries  of  North  America. 

Mr.  Chairman,  on  March  11,  I  testified  as  follows  before  this 
committee  what  we  have  consistently  followed  all  along,  and  that 
is  ensuring  enforceable  worker  rights,  harmonizing  social  and  envi- 
ronmental standards,  assuring  displaced  workers  the  compensation 
and  assistance  they  deserve,  and  protecting  the  rights  of  Mexicans 
in  the  United  States  are  all  important  measures  that  are  utterly 
missing  from  NAFTA  as  it  was  negotiated  by  Presidents  Bush  and 
Salinas  and  Prime  Minister  Mulroney. 

I  further  testified  if  the  forces  that  oppose  the  inclusion  of  a  so- 
cial and  environmental  dimension  to  NAFTA  succeeded  in  blocking 
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these  measures,  or  if  they  succeed  in  watering  them  down  to  the 
mere  appearance  of  reform,  we  will  have  wasted  our  opportunity. 

Well,  Mr.  Chairman,  and  members  of  the  committee,  we  have 
wasted  our  opportunity.  There  has  been  a  great  discussion  about 
maquiladoras.  The  way  the  labor  rights  segment  has  been  nego- 
tiated, we  will  end  up  in  Mexico,  not  with  a  strip  employing 
500,000  workers,  but  millions  of  Mexicans  subject  to  the  same  con- 
ditions they  now  have  to  endure  and  suffer  in  the  entire  country 
except  the  limited  zone. 

I  served  as  a  member  of  the  Cuomo  Commission  with  members 
of  the  present  Administration  and  business  people,  such  as  Mr. 
Rubin  and  Mrs.  Tyson.  We  came  up  with  recommendations.  I  also 
served  with  Paul  Allaire,  cochairman,  as  cochairman  of  an  Eco- 
nomic Policy  Council  committee  dealing  with  the  social  implications 
of  NAFTA,  which  included  business  and  labor  representatives 
which  dealt  with  the  very  issues  that  I  am  concerned  with  and  tes- 
tifying before  this  committee. 

In  the  Cuomo  Commission  report  we  pointed  out  that  the  North 
American  Free-Trade  Agreement  should  provide  for  the  upward 
harmonization  of  labor,  environmental  and  product  standards  with 
an  explicit  and  reasonable  timetable,  and  that  agreement  will  stip- 
ulate existing  labor  and  environmental  laws  and  regulations  are 
not  barriers  to  trade  and,  thus,  cannot  be  superseded  by  the  trade 
agreement. 

Well,  if  you  take  a  look  at  what  is  going  to  happen  to  301  of  the 
Trade  Act  of  1989,  the  General  System  of  Preferences  and  the  labor 
rights  of  the  Caribbean  Basin  Initiative,  you  will  find  that  is  ex- 
actly what  the  NAFTA  side  agreements  dealing  with  labor  rights 
does. 

Much  has  been  made  of  the  fact  that  President  Salinas  pledged 
that  in  the  future  minimum  wages  would  be  linked  to  an  average 
productivity.  First  of  all,  the  rights  that  were  negotiated  that  deal 
with  minimum  wages,  child  labor,  and  occupational  safety  and 
health  don't  meet  international  labor  standards.  Second,  I  should 
point  out  that  the  question  of  linking  that  to  productivity  was  part 
of  our  negotiation  offering  to  the  Mexicans  and  was  rejected.  There 
is  no  linkage  now. 

While  Mr.  Salinas  did  pledge  that,  I  should  point  out  that  he  did 
indicate  in  a  Wall  Street  Journal  interview  that  he  does  intend  to 
retain  his  prerogative  to  alter  or  not  alter  the  minimum  wage.  We 
have  seen  productivity  increase  in  Mexico  and  we  have  seen  wages 
not  keeping  pace.  I  am  not  only  talking  about  the  minimum  wage. 

We  talked  about  a  process  for  settling  disputes  and  I  would  like 
to  comment  a  moment.  I  thought  my  colleague,  Mr.  Donahue,  was 
going  to  testify  and  I  was  going  to  rely  on  what  he  had  to  say,  so 
I  am  going  to  add  some  points  that  I  did  not  have  in  my  testimony. 

This  agreement  does  not  cover  the  right  to  organize,  the  right  to 
bargain,  and  the  right  to  strike.  It  is  merely  subject  to  ministerial 
consultation.  Yet  the  denial  of  these  rights  is  at  the  heart  of  labor 
relations  in  Mexico.  The  secretariat  has  been  stripped  of  independ- 
ent powers  of  which  it  was  invested  in  the  original  U.S.  negotiating 
draft. 

The  Committee  of  Independent  Experts  is  not  independent.  The 
convocation  of  an  arbitral  panel  to  consider  the  country's  so-called 
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consistent  pattern  of  failure  to  enforce  its  labor  laws,  safety  and 
health,  child  labor,  and  minimum  wages  has  an  innate  subject  to 
a  veto  by  a  nonparticipating  country,  and  any  country  charged  with 
a  consistent  failure  to  effectively  enforce  its  own  laws  may  defend 
itself  by  arguing  that  it  had  higher  priorities  elsewhere. 

I  would  like  to  quote  Mr.  Serra  Puche,  who  is  the  Secretary  of 
Commerce  in  Mexico.  In  explaining  the  law  to  the  Mexican  legisla- 
tors, this  is  what  Mr.  Serra  Puche  said.  He  assured  the  legislators 
that  the  lengthy  and  complex  process  required  by  the  side  agree- 
ments, and  I  quote,  "makes  it  very  improbable  that  a  stage  of  sanc- 
tions could  be  reached,"  end  quote. 

I  have  had  numerous  meetings  not  only  with  Members  of  Con- 
gress but  with  members  of  the  administration.  We  have  sought  to 
deal  with  the  issue  that  is  now  before  us  and  we  have  not  been  suc- 
cessful in  obtaining  that  in  the  side  agreements.  The  side  agree- 
ments do  not  come  close  to  meeting  minimum  standards  to  our  own 
historical  experience  of  economic  development  here  in  the  United 
States. 

As  Mr.  Levin  testified  this  morning,  the  issue  is  not  forced  union- 
ization, the  issue  is  the  right  of  workers  to  choose.  Our  own  laws 
promulgated  in  the  1930's  make  clear  that  there  is  an  inequality 
of  bargaining  between  a  worker  and  his  or  her  employer  and  that 
workers  can  only  hope  to  obtain  a  voice  and  a  fair  share  of  the  eco- 
nomic pie  by  enjoying  the  right  and  privilege  to  exercise  their 
rights  to  join  a  union  of  their  own  choosing  and  to  bargain  collec- 
tively. 

I  have  been  told  by  the  President  of  Mexico,  Mr.  Salinas,  that 
their  laws  are  better  than  our  own.  I  would  like  to  remind  this 
committee  and  the  public  at  large  that  the  Soviet  Union  had  a  Con- 
stitution that  was  far  better  in  writing  than  our  own  in  dealing 
with  worker  rights,  but  what  it  lacked  was  a  real  mechanism  for 
protecting  those  rights  to  workers  within  the  Soviet  Union,  and 
that  is  likewise  the  case  in  Mexico. 

Now,  we  have  heard  a  lot  of  charges  about  demagoguery,  a  lot 
of  charges  about  the  fact  that  Mr.  Choate  exaggerates.  A  year  ago 
I  obtained  a  copy  of  a  document  called  Amerimex,  Maquiladora 
Fund.  This  fund  is  a  private  fund  partially  funded  by  the  Mexican 
state  bank  which  said  the  following,  and  I  would  like  to  quote:  "The 
fund  will  seek  to  acquire  companies  where  labor  is  a  significant 
component  of  the  company's  cost  of  goods  sold." 

They  point  out  that  in  each  situation  it  may  vary,  but  it  is  esti- 
mated this  could  translate  into  an  annual  savings  of  $10,000  to 
$17,000  per  employee  involved  in  the  relocated  manufacturing  op- 
erations. They  refer  to  the  fact  that  the  U.S.  wage  where  gross 
labor  costs  constitute  a  major  important  segment  of  the  production 
of  goods. 

The  President  of  the  United  States  today  is  in  New  Orleans,  LA 
to  promote  NAFTA.  I  wish  he  were  in  the  towns  of  Livingston  and 
Gonzalez,  LA,  We  represent  the  workers  of  Neese  Industries  there. 
This  company  has  a  very  profitable  business  of  making  industrial 
rain  wear.  A  month  and  a  half  ago  it  closed  its  plant  in  Livingston 
and  moved  its  operations  to  Mexico.  It  is  now  in  the  process  of  fur- 
ther downsizing  its  plant  in  Gronzalez. 
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Labor  costs  constitute  an  important  element,  gentlemen,  of  the 
cost  factor  of  producing  these  items.  This  is  not  an  unprofitable 
company.  This  is  a  profitable  company. 

Now,  we  hear  a  great  deal  as  well,  gentlemen,  of  the  fact  that 
we  have  regulations.  Let  me  tell  you  something  about  regulations 
and  the  experience  that  we  have  had  that  I  think  might  be  of  some 
relevance  to  this  committee. 

For  example,  the  Mexican  Government,  in  order  to  limit  the 
amount  of  apparel  exports  to  Mexico,  put  into  effect  a  labeling  re- 
quirement putting  unreasonable  demands  on  imports  from  Mexico, 
including  a  specific  numbering  system  that  made  it  impossible  for 
American  manufacturers  with  several  plants  and  a  very  diverse 
customer  base  to  ever  comply.  They,  in  effect,  said  you  had  to  indi- 
cate in  the  label  who  was  the  importer  and  who  was  the  exporter 
of  the  garment  received. 

If  you  are  running  a  business — and  I  don't  run  a  business  but  I 
happen  to  know  what  happens — ^you  don't  ship  goods  to  any  re- 
tailer and  a  intermediary  in  that  fashion  and  hope  to  run  a  suc- 
cessful business.  It  took  us  18  months.  We  finally  got  the  Mexican 
Government  to  change. 

Now,  let  me  tell  you  what  the  Mexican  Government  is  doing  now. 
It  has  unilaterally  put  in  a  new  Customs  valuation  scheme  that 
will  dramatically  increase  the  duties  required  of  American  apparel 
exports  to  their  market  in  violation  of  GATT.  Levi  Strauss  is  able 
to  make  a  pair  of  jeans,  sell  them  in  Mexico  at  a  price  of  $7  whole- 
sale. The  Mexican  Government  has  arbitrarily  set  a  price  of  $20  a 
pair  for  the  same  jeans.  This  new  Customs  evaluation  system  re- 
quires Levi's  to  pay  duty  on  triple  the  export  price  and,  thus,  obvi- 
ously destroys  the  competitive  advantage. 

Meaningful  trade  sanctions  would  have  meant  being  able  to  stop 
unfairly  traded  goods  at  the  border  in  a  quick  and  expeditious 
manner. 

I  should  like  to  close  by  pointing  out,  if  I  can,  that  we  have  been 
pointed  in  testimony  before  this  committee,  I  know  Mr.  Bossidy,  I 
served  with  him  on  the  advisory  committee  on  trade  negotiations 
when  he  was  a  vice  chairman  of  GE,  we  represent  some  of  the 
workers  that  work  at  AlliedSignal  in  Tennessee.  The  company,  in 
an  attempt  to  gain  cheaper  labor  rights,  first  moved  to  Mississippi 
and  then  to  Mexico.  This  was  not  solely  for  the  purpose  of  provid- 
ing items  in  the  manufacture  of  seatbelts  for  cars  that  would  be 
sold  in  Mexico.  These  were  for  cars  to  be  sold  in  the  United  States. 
This  was  before  he  became  chairman  of  AlliedSignal. 

The  movement  of  plants  where  you  have  a  high  labor  content 
and  this  kind  of  disparity  and  there  is  no  hope  of  the  workers  of 
Mexico  raising  their  standards,  gentlemen,  is  contrary  to  what 
President  Clinton  said  in  October  of  last  year  that  he  would  not 
support  a  free-trade  agreement  that  did  not  have  meaningful 
agreements  dealing  with  labor  rights. 

We  heard  a  great  deal  about  leveling  the  playing  field.  The  play- 
ing field  of  American  workers,  union  and  non  level  has  been  more 
than  level.  Real  wages  have  declined  substantially.  Unemployment 
is  up. 

Mr.  Bossidy  talked  about  the  fact  that  they  now  employ  65,000 
workers.  The  Wall  Street  Journal  had  a  very  interesting  article  and 
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a  full  page  which  talked  about  blacks  and  net  loss  of  jobs,  but  that 
net  loss  of  jobs  was  not  only  blacks,  it  involved  white  and  workers 
of  any  color,  race  or  religion. 

In  1991,  AlliedSignal  had  70,000  workers.  Today,  in  1993,  it  has 
65,000  workers.  In  1990,  there  were  75,000  workers  working  for 
AlliedSignal.  In  1990,  75,000  AlliedSignal,  65,000  today.  That  arti- 
cle lists  down  the  line  company  by  company  the  number  of  jobs 
that  are  now  nonexistent. 

Now,  we  talk  about  the  marketplace,  gentlemen,  and  how  it  will 
help  the  consumer.  You  are  going  to  get — right  now  you  have  a 
large  number  of  workers  who  are  listed  employed  in  Mexico  that 
are  only  working  part  time  and  a  good  number  work  in  the  black- 
market  economy,  including  children.  A  million  more  workers  it  is 
estimated  will  be  displaced  by  the  changes  in  the  agricultural  ad- 
vantage of  NAFTA  that  will  come  to  American  agra  business. 

In  one  common  labor  market,  when  you  find  more  and  more 
workers  competing  for  jobs,  absent  an  opportunity  to  raise  their 
standards  so  that  they  can  buy  more  of  the  goods  that  they 
produce,  which  has  been  the  success  factor  of  the  United  States, 
you  are  going  to  find  standards  using  the  market  economy  decreas- 
ing, even  more  so  than  they  have  decreased  now  in  the  United 
States. 

Much  is  made  about  trade.  I  shall  point  out  that  nobody  looks 
at  the  side  of  the  ledger.  Today  it  is  estimated  that  we  will  have 
a  trade  deficit  of  $125  billion  in  1993.  These  are  goods  not  bought 
from  American  companies,  these  are  goods  bought  from  abroad, 
and  in  many  cases,  bought  from  countries  where  workers  are  ex- 
ploited, from  Nike  shoes,  that  was  on  television,  to  all  sorts  of  prod- 
ucts across  the  globe. 

That  is  why  we  have  been  arguing  long  and  hard  to  make  trade 
not  only  an  issue  of  goods  and  services  and  the  movement  of  invest- 
ment and  capital,  we  want  the  same  rights  that  business  is  getting 
in  the  NAFTA  agreement,  in  enforcement  of  intellectual  property 
and  business  rights  for  labor  rights. 

Thank  you  very  much,  gentlemen. 

Chairman  Gibbons.  Thank  you. 

[The  prepared  statement  follows:] 
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THE  AMALGAMATED  CLOTHING  AMD  TEXTILE  WORKERS  OMION,  AFL-CIO 
JACK  SHEIMKMAN,  PRESIDENT 

ON  THE  PROPOSED  FREE  TRADE  AGREEMENT  WITH  MEXICO 

8DBC0MMITTEE  ON  TRADE, 

COMMITTEE  ON  WAYS  AND  MEANS 

SAM  GIBBONS,  CHAIRMAN 

SEPTEMBER  15,  1993 


Chairman  Gibbons  and  Members  of  the  Subcommittee: 

Once  again  we  appreciate  this  opportunity  to  give  our  views 
on  the  effect  of  NAFTA  on  workers  in  our  industry  and  on  workers 
throughout  the  United  States  and  Mexico.  Clearly  this  Conunittee 
and  Congress  in  general  has  given  us  sufficient  opportunities  to 
discuss  the  many  ramifications  and  importance  of  this  agreement, 
but  unfortunately  I  wonder  how  many  times  people  have  been 
listening  now  that  we  see  the  final  result. 

Early  on  in  this  process,  and  consistently  throughout  it,  we 
have  been  willing  to  work  with  the  Administration,  with  Congress, 
with  outside  organizations,  with  anybody  who  has  expressed  an 
interest  to  try  and  see  if  we  could  fashion  an  agreement  that 
will  truly  work  to  the  benefit  of  all  the  countries  of  North 
America.   Let  me  repeat  for  you  what  I  said  before  this  very  Sub- 
committee on  March  11,  1993  of  this  year  a  position  that  we  have 
consistently  stated  all  along. 

Insuring  enforceable  worker  rights;  harmonizing 
social  and  environmental  standards;  assuring  displaced 
workers  the  compensation  and  assistance  they  deserve; 
and  protecting  the  rights  of  Mexicans  in  the  United 
States  are  all  important  measures  that  are  utterly 
missing  from  NAFTA  as  it  was  negotiated  by  Presidents 
Bush  and  Salinas  and  Prime  Minister  Mulroney. 

.  .  .   If  the  Administration  is  allowed  to  follow 
through  with  meaningful  programs  to  implement  these 
measures  it  will  be  a  significant  contribution  to  the 
social  and  environmental  dimension  of  North  American 
integration.   The  result  would  be  a  more  balanced 
agreement  and  a  much  more  promising  future  for  living 
standards  in  North  America.   It  would  also  make  the 
passage  of  a  reformed  NAFTA  much  more  likely. 

If,  on  the  other  hand,  the  forces  that  oppose  the 
inclusion  of  a  social  and  environmental  dimension  to 
NAFTA  succeed  in  blocking  these  measures  —  or  if  they 
succeed  in  watering  them  down  to  the  mere  appearance  of 
reform  —  we  will  have  wasted  the  opportunity  .  .  . 

The  Amalgamated  Clothing  and  Textile  Workers  Union 
is  prepared  to  work  actively  and  constructively  with 
the  Administration  and  the  Congress  to  remedy  some  of 
the  more  glaring  omissions  of  the  proposed  NAFTA  and 
assure  that  social  and  environmental  concerns  are 
addressed  as  seriously  in  the  supplementary  agreements 
as  corporate  concerns  have  been  addressed  in  the  NAFTA. 
Our  position  on  the  final  NAFTA  depends  on  how  far  the 
Administration  and  the  Congress  are  able  to  go  in 
addressing  the  social  and  environmental  dimensions  of 
North  American  integration.  [Emphasis  Added] 


182 


We  will  support  the  final  NAFTA  only  if  we  are 
confident  that  it  will  contribute  to  a  more  secure, 
just  and  sustainable  future  for  all  American  workers. 

Let  me  list  some  of  the  specific  organizations  that  we  have 
attempted  to  work  with  to  try  and  secure  an  agreement  that  we 
could  fully  support  and  would  as  contribute  to  a  better  economic 
future  for  both  the  United  States  and  Mexico.   For  almost  a  year 
we  worked  with  the  special  commission  Governor  Mario  Cuomo  set  up 
in  New  York  to  develop  ideas  and  recommendations  on  as  he  termed 
"America's  Agenda:  Rebuilding  Economic  Strength"  for  1992  and 
beyond.   Participating  in  this  commission  were  many  current 
senior  members  of  the  President  Clinton's  Administration 
including  Chairman  of  the  National  Economic  Commission  Mr.  Robert 
Rubin,  his  deputy  Mr.  Eugene  Sperling  and  the  Chairperson  of  the 
Council  of  Economic  Advisors  Laura  D' Andrea  Tyson.   In  fact  the 
idea  of  a  National  Economic  Commission  in  the  White  House  came 
from  this  report.   The  Commission  included  a  number  of  major 
corporate  executives  and  business  men.   This  commission  under 
Governor  Cuomo  recommended  that  in  order  to  advance  the  public 
interest  NAFTA  must  include  the  following  four  points: 

1.  North  American  Free  Trade  Agreement  should  provide  for 
the  upward  harmonization  of  labor,  environmental  and 
product  standards  within  an  explicit  and  reasonable 
time  table. 

2.  A  North  American  Free  Trade  Agreement  must  stipulate 
that  existing  labor  and  environmental  laws  and 
regulations  are  not  barriers  to  trade  and  thus  can  not 
be  superseded  by  the  trade  agreement. 

3.  The  North  American  Free  Trade  Agreement  should  include 
a  process  for  settling  disputes  about  compliance  with 
the  treaty.   Companies  found  to  be  in  violation  of 
basic  labor  protection  laws  (including  the  right  to 
organize)  would  be  deemed  in  violation  of  the 
agreement. 

4.  The  dispute-resolution  panels  must  be  open  to  the 
public  and  the  media  and  to  the  participation  of 
environmental,  social  and  labor  experts.   Public 
scrutiny  is  necessary  to  protect  public  welfare. 

In  addition  it  went  on  to  point  out  the  need  for  a  permanent 
solution  of  the  debt  crisis  and  makes  a  number  of  recommendations 
of  how  to  deal  with  that  issue. 

Earlier  this  year  I  co-chaired  with  Mr.  Paul  Allaire,  the 
Chairman  and  CEO  of  the  Xerox  Corporation,  a  special  study  on  the 
social  implications  of  a  North  American  Free  Trade  Agreement  done 
under  the  United  Nations  Association  of  the  United  States.  That 
group  likewise  was  a  mixture  of  major  business  leaders,  trade 
unionists,  and  economic  experts  including  such  companies  (in 
addition  to  Xerox)  as  ATT,  ASARCO,  several  of  the  major  New  York 
banks  and  consultants  to  corporations.   This  report,  which 
received  a  great  deal  of  publicity,  again  sets  forth  some 
standards  by  which  a  final  agreement  should  be  measured  when  it 
comes  to  the  issue  of  labor  rights.   They  recommended  the 
following  necessary  points: 

Panel  Recommendations  on  Labor  Rights 

o    The  supplemental  agreements  should  include  a  firm 
commitment  to  observe  internationally  recognized 
labor  rights  in  NAFTA-related  trade  and 
investment.   The  specific  rights  to  be  protected 
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under  NAFTA  should  be  negotiated  by  the  three 
countries. 

o    The  agreements  should  provide  effective  mechanis^ms 
to  enforce  this  pledge  and  to  provide  remedies  for 
violations  of  the  basic  rights  agreed  and 
specified  in  the  supplementary  accords.   The 
mechanisms  might  include: 

the  right  of  workers  or  companies  in  one 
NAFTA  country  that  believe  they  are  suffering 
from  competition  with  a  company  or  industry 
in  another  NAFTA  country  because  the       ; 
appropriate  labor  laws  are  not  adequately  ' 
enforced  to  bring  the  case  before  a 
trinational  body.   Relief  might  include  a 
fine,  compensatory  tariff,  or  other  trade 
remedy . 

the  establishment  of  North  American  joint 
employer- labor  advisory  councils,  at  the 
industry  level,  to  monitor  observance  of 
worker  rights  and  labor  standards  and 
encourage  improvements  by  firms  operating  in 
more  than  one  country. 

a  specific  work  program  for  the  tripartite 
talks  to  bring  all  three  countries  up  to 
their  own  legal  labor  standards  by  improving 
monitoring  and  enforcement. 

Panel  Recommendations  on  the  Harmonization  of  Labor  Standards 

o    The  NAFTA  partners  should  set  up  an  agenda  and  a 
timetable  for  advancing  the  goal  of  long-term 
upward  harmonization  of  the  minimum  wage,  the 
"social  wage,"  worker-safety  rules,  child  labor 
laws,  and  other  labor  standards. 

o     The  three  countries  can  develop  cooperative 
technical  assistance  programs  by  qualified 
domestic  agencies  to  help  improve  the  enforcement 
of  worker  rights  and  labor  standards  throughout 
North  America. 

o     The  NAFTA  partners  should  urge  such  multilateral 

agencies  as  the  lADB  and  the  World  Bank  to  support 
programs  to  improve  labor  practices  and 
enforcement. 

0  The  three  NAFTA  partners  should  consider  creating 
cooperative  mechanisms  to  address  the  special 
problems  relating  to  taxation,  unemployment 
insurance,  health  benefits,  etc.  in  areas  along 
North  America's  borders  where  labor  markets  are 
beginning  to  merge. 

1  have  obviously  had  numerous  meetings  with  all  of  the  top 
officials  of  this  Administration  who  have  been  responsible  for 
negotiating  this  agreement  both  in  the  White  House  and  all  of  the 
Cabinet  Departments.   Therefore  I  can  truthfully  say  that  we  have 
sought  to  make  this  Administration  aware  of  the  difficult  issues 
that  must  be  resolved  and  our  recommendation  to  resolve  them 
before  we  prejudge  or  come  to  a  decision  to  oppose  or  support  the 
final  agreement. 

I  must  say  it  is  a  little  discouraging  after  spending  nearly 
two  years  of  effort  to  say  that  so  little  has  been  produced  in 
the  way  of  a  result.   We  would  have  liked  to  support  a  truly  good 
agreement  that  would  add  to  the  economic  development  in  both 
countries.   Our  union  has  traditionally  sought  and  been  a  leader 
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in  promoting  economic  development  in  the  third  world,  especially 
in  the  Caribbean  and  Central  American  areas.   We  have  put 
enormous  resources  into  that  effort,  all  the  way  from 
contributing  sewing  machines  and  instruction  to  some  of  the 
countries  so  that  they  can  begin  to  deal  with  building  an 
indigenous  apparel  industry,  to  all  sorts  of  economic  aid  and 
worker  organization  help  to  improve  their  living  standards. 

Unfortunately  I  must  now  tell  you  that  despite  all  of  the 
efforts  that  we  have  made  we  see  no  alternative  but  to  oppose 
this  agreement  with  all  of  the  powers  and  effectiveness  that  are 
available  to  our  organization.   We  find  that  the  supplemental 
agreements  do  not  come  anywhere  close  to  meeting  minimal 
standards  that  we  have  stated  consistently  in  conformity  to  our 
own  historical  experience  of  economic  development  here  in  the 
United  States.   To  consider  what  has  been  negotiated  as  a 
solution  to  insuring  the  benefits  of  this  agreement  going  to 
workers  in  both  countries  and  resulting  in  true  economic 
development  of  Mexico  is  to  seriously  misunderstand  how  economic 
development  takes  place  and  what  contributes  to  the  general  rise 
in  living  standards. 

I  will  not  take  time  obviously  to  reiterate  the  arguments 
made  by  my  colleagues,  Secretary-Treasurer  Donahue  and  the  other 
union  presidents  who  will  be  testifying  here  today.   We  concur  in 
their  views,  which  would  have  been  a  part  of  my  testimony  had 
they  not  been  so  thorough  in  their  analysis  and  discussion. 

However,  in  a   larger  context  it  is  important  to  understand 
why  all  of  us  in  the  labor  movement  make  such  a  major  issue  of 
labor  rights  as  being  the  standard  by  which  an  agreement  should 
be  judged.   The  idea  of  labor  rights  grew  up  in  the  30s  in  this 
country  and  even  way  before  then  as  the  only  way  by  which  you  can 
build  a  democracy  and  raise  the  living  standards  of  the  great 
mass  of  people.   A  democracy  can  not  function  unless  there  are 
alternative  power  centers.   Government  has  a  system  of  checks  and 
balances  and  trade  unions  function  similarly  to  prevent  the  abuse 
of  power  of  corporations  and  other  holders  of  economic  wealth. 
It  is  through  a  system  of  voluntary  associations  and  competing 
effective  large  scale  organizations  that  truly  make  a  democracy 
function.   The  right  to  organize,  to  strike,  the  right  to  have  an 
organization  speak  in  a  combined  manner  for  workers,  is  the  only 
way  we  get  some  measure  of  eguitable  distribution  of  wealth  in  a 
free  market  system  and  insuring  democratic  practices  are 
continued  on  a  long  term  basis. 

It  was  quite  the  fashion  after  WWII  for  political  scientists 
to  describe  how  pluralistic  democracies  work  and  how  self- 
interest  organizations,  not  just  trade  unions,  with  some  degree 
of  power  and  influence  are  the  backbone  of  our  system  of 
government.   That  lesson  has  not  been  discussed  the  last  20  years 
or  so  and  we  have  seemed  to  have  forgotten  it.   It  is  for  this 
reason  we  in  the  labor  movement  made  such  an  important  point  of 
trying  to  insure  that  as  the  world  economy  integrates  the  basic 
principles  that  underlies  our  system,  that  works  so  successfully 
in  our  country,  be  translated  and  made  formally  a  part  of  the 
international  agreements  that  will  determine  our  nation's  future 
over  the  next  several  decades. 

Let  me  now  turn  to  some  additional  points  that  I  feel 
equally  important  that  have  been  lacking  in  the  debate  thus  far. 
A  good  number  of  the  analysis  by  those  people  who  promote  this 
agreement  rely  on  an  extraordinarily  partial  economic  view  of  the 
world.   There  is  never  any  kind  of  full  cost  and  benefit  analysis 
that  puts  the  entire  equation  together.   Most  debates  on  how  many 
jobs  will  be  created  or  lost,  are  based  on  such  stagnant  models, 
with  so  many  unpredictable  variables  in  future  that  they  are 
basically  useless.   We  do  however  completely  endorse  the  concept 
that  H.  Ross  Perot  and  Pat  Choate  have  talked  about,  based  on 
previous  studies  of  the  Economic  Policy  Institute.   The  idea  of 
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vulnerable  jobs,  of  the  effect  of  trade  indirectly  rather  than 
directly  does  make  some  sense  because  there  one  can  clearly  apply 
certain  economic  principles  that  every. 

The  simplest  example  I  can  give  you  is  the  fact  that 
everybody  talks  about  the  great  virtue  of  free  market  competition 
being  lower  consumer  prices;  that  this  is  the  virtue  we  derive 
from  our  expansion  of  a  competitive  system.   If  that  is  true  for 
prices  why  is  not  the  same  principle  true  in  labor  markets  on 
wage  rates.   In  other  words,  if  the  labor  market  expands,  as  it 
will  dramatically  by  this  agreement  and  there  is  intense 
competition — particularly  intense  competition  from  a  vastly 
unemployed  or  underemployed  work  force  paid  at  a  scale  1/7  to 
1/10  of  that  to  which  it  is  being  added — will  it  not  likewise 
result  in  a  vast  reduction  in  the  total  aggregate  wage  level  in 
the  combined  economy.   If  the  principle  of  reduced  consumer 
prices  holds  and  the  demand  and  supply  equation  equally  holds  on 
the  labor  side,  I  fail  to  see  how  anybody  can  disprove  the  fact 
that  the  generalized  wage  rates  in  the  United  States  have  to 
decrease  as  a  result  of  this  agreement. 

We  don't  have  a  great  deal  of  faith  even  in  those  areas  of 
this  agreement  that  do  provide  some  minor  attempts  at  redressing 
working  conditions.   Minimum  wages  internationally  speaking  are 
completely  a  function  of  exchange  rates.   Many  economists  today 
speak  of  the  peso  being  overvalued  relative  to  the  United  States. 
Mexico  could  lower  its  minimum  wage  rates  de  facto  overnight  by  a 
devaluation  so  that  item  is  meaningless. 

Secondly  we  have  no  faith  in  the  enforcement  of  the  child 
labor  and  OSHA  standards  because  there  are  indirect  ways  of 
evading  even  that  which  is  clearly  pronounced  in  law  in  the 
Mexican  side.   I  would  only  cite  to  you  that  in  the  textile  and 
apparel  area  which  I  know  better  than  others,  the  Mexican 
Government  has  deliberately  thrown  up  new  regulations  and 
barriers  totally  unilaterally  to  decrease  American  apparel 
exports  into  Mexico.   The  Mexican  Government  suddenly  changed  its 
labeling  requirements  putting  totally  unreasonable  demands  on 
imports  into  Mexico  including  specific  numbering  systems  that 
make  it  impossible  for  an  American  manufacturer  with  several 
plants  and  a  very  diverse  customer  base  to  ever  comply  with  them. 
It  took  over  18  months  of  very  sustained  action  by  the  US 
Government  and  the  private  sector  individuals  here  to  get  those 
regulations  reversed  or  made  into  a  manner  in  which  US  companies 
could  comply  and  once  again  enter  shipments  into  the  Mexican 
market . 

Now  that  problem  was  solved  the  Mexican  Government  has  come 
up  with  an  entirely  new  customs  valuation  scheme  that  will 
dramatically  increase  the  duties  required  of  American  apparel 
exports  into  their  market.   Everybody  in  our  Government  agrees 
that  it  is  a  violation  of  Mexico's  GATT  obligations  and 
violations  of  the  Customs  Valuation  Agreements  to  which  they  are 
signatory.   Nevertheless  the  Mexicans  don't  seem  to  let  that 
bother  them  as  they  seek  to  prevent  companies  such  as  Levi ' s  from 
continuing  the  substantial  export  opportunities  they've  been  able 
to  enjoy  just  this  past  year.   The  new  customs  valuation  system 
requires  Levi's  to  pay  duties  on  triple  its  actual  export  price 
and  thus  obviously  destroys  their  competitive  advantage  in  the 
Mexican  market.    The  NAFTA  makes  corrections  of  these  kinds  of 
trade  impediments  difficult  on  a  commercial  side  and  virtually 
unusable  on  the  labor  and  environmental  side. 

Meaningful  trade  sanctions  would  have  meant  being  able  to 
stop  unfairly  traded  goods  at  the  border  in  a  quick  and 
expeditious  manner.   Much  as  we  deter  crime  within  our  own 
country  by  swift  processes  and  removal  of  the  offender,  why  is  it 
that  trade  agreements  seem  to  be  immune  from  this  common  sense  we 
apply  elsewhere? 
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Let  me  cite  you  one  example  where  even  the  most  profitable 
companies  see  Mexico  as  such  a  low  cost  attraction  that  their 
greed  prevails  over  any  commitment  to  our  workers  or  to  the 
American  economy.   We  represent  the  workers  at  NEESE  INDUSTRIES 
which  has  2  plants  in  Southeastern  Louisiana.   This  company  has  a 
very  profitable  business  making  industrial  rainwear  and  in  fact 
is  now  America's  largest  manufacturer  of  such  products.   A  month 
and  half  ago,  the  company  closed  one  of  its  plants  and  moved 
their  work  to  a  factory  in  Mexico.   The  remaining  work  in  their 
other  factory  is  likewise  being  shifted  to  the  Mexican  plant. 
There  is  no  question  that  it  is  only  a  matter  of  a  short  period 
of  time  that  their  other  operation  in  Louisiana  is  closed. 

What  is  even  more  outrageous  is  that  despite  having  a  very 
successful  business  in  a  niche  market  where  they  are  very 
competitive,  the  company  received  a  large  number  of  publicly 
subsidized  benefits  and  cost  reductions.   That  area  in 
Southeastern  Louisiana  provided  a  building  in  a  special 
enterprise  zone,  provided  tax  credits,  various  forms  of 
additional  tax  relief,  public  assistance  grants  for  employee 
selection  and  training  and  other  benefits  that  significantly 
lowered  the  company's  capital  input  and  long  term  costs.   Now, 
the  tax  payers  of  Louisiana  are  not  just  losers  of  those  grants 
given  the  company  but  now  must  pay  for  unemployment  benefits, 
food  stamps  and  other  support  programs  for  the  unemployed  workers 
who  have  lost  their  jobs.   The  state  lost  coming  and  going,  and 
the  company  laughed  all  the  way  to  the  bank. 

If  a  successful  company  such  as  NEESE  INDUSTRIES  can  not 
resist  the  hugh  potential  profit  gains  to  be  received  by  moving 
to  Mexico  than  what  does  this  mean  for  other  manufacturers  in  the 
US?   We  see  NEESE  INDUSTRIES  as  a  prime  example  of  what  will 
happen  if  NAFTA  passes.   True  they  are  moving  to  Mexico  —  but 
the  passage  of  NAFTA  will  greatly  accelerate  the  transfer  of  work 
to  Mexico  since  companies  will  have  assurances  of  safety  of  their 
investment  and  the  guarantees  of  the  US  Government  to  make  sure 
that  their  corporate  interests  will  be  protected. 

This  leads  me  to  the  unfortunate  topic  of  trade  adjustment 
assistance.   For  the  workers  of  NEESE  INDUSTRIES  there  are  no 
alternative  jobs  in  that  area  of  Louisiana.     The  Clinton 
Administration  has  made  very  minimal  efforts  on  a  program  to 
assist  displaced  workers,  to  provide  them  with  alternative  income 
and  new  job  opportunities  and  to  see  that  the  disruptions  that 
everyone  foresees  on  a  substantial  scale  will  be  ameliorated  in 
some  fashion.   The  Administration  has  thus  far  suggested  a  new 
worker's  assistance  program  that  blends  in  dislocations  from 
trade  with  those  due  to  reductions  in  our  military  defense  budget 
and  other  economic  restructuring  which  cause  unemployment.   While 
I  personally  applaud  such  a  more  generalized  approach,  the 
program  proposed  no  where  near  meets  the  needs  of  what  we  are 
currently  experiencing  let  alone  what  would  be  anticipated  in  the 
next  few  years.   Further,  the  Administration  now  admits  that  the 
workers  that  might  be  displaced  in  the  next  year  won't  receive 
any  additional  benefits  of  the  new  program  until  the  new  fiscal 
year  begins  in  October,  1994. 

I  might  remind  this  Committee  that  in  1974  the  labor 
movement  agreed  to  engage  in  a  multilateral  trade  negotiation 
under  the  Tokyo  Round  with  a  clear  understanding  that  adjustment 
benefits  [consisting  of  income  close  to  their  current  wage 
scales,  retraining,  relocation  allowances  and  other  means  to 
overcome  their  displacement]  would  be  the  trade  off  for  the 
increased  and  freer  trade  everybody  agreed  would  be  desirable. 
We  feel  that  commitment  made  by  Congress  to  workers  has  been 
betrayed,  and  even  sadder,  that  that  betrayal  continues  to  be 
worsened  further  by  this  agreement  and  the  failure  to  accommodate 
the  difficulties  NAFTA  will  create. 
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Pundits  keep  wondering  why  the  American  public  gets  more  and 
more  disillusioned  with  their  political  process  and  with  the 
inability  of  Congress  to  respond  to  their  problems.   This  NAFTA 
is  a  prime  example  why  our  union  members  feel  that  Congress  not 
only  doesn't  address  their  problems  but  in  fact  makes  them  worse 
through  its  hypocrisy. 

Mr.  Chairman,  our  union  would  have  endorsed  a  NAFTA  that 
resulted  in  an  economic  benefit  to  both  the  United  States  and 
Mexico.   We  don't  have  trouble  envisioning  such  an  agreement.   If 
we  had  some  assurances  that  the  wage  levels  in  Mexico  would  rise 
over  a  given  period  of  time,  that  workers  could  organize  and 
freely  represent  their  interests  in  a  democratic  system,  that 
labor  disputes  would  not  be  crushed  by  arbitrary  and 
unchallengeable  government  action,  we  would  support  a  NAFTA.   We 
can  envision  a  trade  agreement  that  deals  not  just  with 
commercial  interests  but  with  human  and  social  interests,  with 
debt  reduction,  with  infrastructure  creation,  with  specific 
subsidies  to  help  those  regions  or  areas  that  have  particularly 
difficult  problems  or  disadvantages.   Why  should  workers  always 
be  left  holding  the  debris  of  economic  change? 

We  could  see  a  trade  agreement  that  would  restructure  an 
ongoing  economic  integration  of  North  America  in  ways  that  will 
help  arrest  and  reverse  the  decline  in  living  standards  suffered 
by  workers  in  all  three  countries  at  the  current  moment. 
Therefore,  we  have  no  choice  but  to  be  opposed  to  this  NAFTA 
because  of  the  kind  of  agreement  that  it  is.   This  agreement  is 
seriously  imbalanced,  scrupulous  to  a  fault  in  its  treatment  of 
corporate  concerns  and  virtually  ineffective  in  the  critical 
social,  human  and  environmental  concerns  that  our  nation  has 
consistently  valued  equally  with  that  of  commercial  and  economic 
efficiency.   We  would  strongly  urge  this  committee  to  reject  this 
agreement,  and  demand  an  entirely  different  agreement  be  brought 
back,  one  that  truly  will  receive  overwhelming  consensus  and 
support  by  the  American  people. 

Thank  you  very  much. 
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Chairman  Gibbons.  Mr.  Bywater. 

STATEMENT  OF  WILLIAM  H.  BYWATER,  PRESIDENT,  INTER- 
NATIONAL UNION  OF  ELECTRONIC,  ELECTRICAL,  SALARIED, 
MACHINE  &  FURNITURE  WORKERS,  AFL-CIO 

Mr.  Bywater.  I  am  Bill  Bywater,  president  of  the  lUE.  When 
Bill  Clinton  first  announced  he  would  negotiate  a  NAFTA  side 
agreement  to  address  the  labor-related  problems  in  NAFTA,  it  was 
my  view  that  the  agreement  was  so  fundamentally  flawed  that  a 
tinkering  around  its  edges  would  do  little  to  improve  it. 

Time  has  proved  me  right.  The  NAFTA  package  still  means  dis- 
aster for  American  workers  and  for  our  economy  overall  as  unem- 
ployment rises  and  our  tax  base  is  undercut.  My  membership  will 
be  among  the  hardest  hit. 

Over  the  years  our  membership  has  declined  dramatically  from 
some  360,000  in  1972  to  150,000  today,  largely  because  our  employ- 
ers have  cut  back  or  completely  closed  their  United  States  oper- 
ations in  favor  of  lower  wage  labor  markets,  including  Mexico. 

Electronic  manufacturing  assembly  is  now  the  third  largest 
maquiladora  industry.  Mexican  workers  now  produce  a  variety  of 
products  that  are  made  or  once  made  in  the  United  States  by  lUE 
members.  While  millions  of  American  homes  now  contain  color 
TVs,  CD  players,  and  major  appliances  with  American  brand 
names,  most  are  no  longer  made  in  this  country.  The  United  States 
already  has  lost  entire  industries  and  many  others  are  due  to  fol- 
low if  the  exploitation  of  cheap  foreign  labor  continues  to  be  a  cor- 
nerstone of  U.S.  trade  policy. 

The  exploitation  of  cheap  Mexican  labor,  however,  is  precisely 
the  foundation  of  this  NAFTA.  It  will  only  accelerate  U.S.  job  loss 
and  put  our  economy  in  a  fast  track  to  destruction.  Most  signifi- 
cantly, the  labor  side  agreement  fails  to  address  the  dramatic  wage 
disparity  between  the  United  States  and  Mexico.  It  fails  to  address 
Mexico's  abysmally  low  minimum  wage. 

NAFTA  renders  the  skill  and  productivity  of  U.S.  workers  largely 
irrelevant.  There  is  no  way  that  a  United  States  worker,  no  matter 
how  productive,  can  compete  with  a  Mexican  worker  making  less 
than  $1  an  hour.  The  argument  of  NAFTA  proponents  that  wages 
will  rise  as  productivity  increases,  ignores  Mexico's  political  and 
economic  realities.  In  Mexico's  export  industries,  worker  productiv- 
ity is  already  80  percent  of  United  States  levels.  Yet,  last  year  av- 
erage compensation  in  Mexico  totaled  $2,500,  only  one-seventh  of 
United  States  earnings. 

Mexican  workers  cannot  defend  their  economic  interests.  Mexico, 
in  my  opinion,  is  not  a  democracy.  Mexico  lacks  any  tradition  or 
respect  for  the  rule  of  law.  There  is  no  independent  judiciary,  no 
judicial  review  of  acts  of  the  President  or  Congress  as  we  have,  no 
reliable  guarantee  of  due  process.  The  official  trade  union  in  Mex- 
ico, the  CTM,  is  under  Grovemment  control.  Wages  are  now  set  by 
"El  Pacto,"  an  agreement  among  the  Mexican  GrOvemment,  busi- 
ness and  the  Grovemment-run  union. 

Should  an  independent  union  try  to  emerge  or  should  Mexican 
workers  try  to  assert  their  rights,  intimidation,  harassment,  and 
even  violence  by  the  Mexican  Government  is  the  likely  response. 
The  labor  side  agreement  does  nothing  to  address  this  reality.  It 
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is  outrageous  that  while  the  right  to  organize  independent  trade 
unions  bargain  collectively  and  strike  are  key  to  raising  wages  and 
benefits  in  Mexico,  the  side  agreement  excludes  violations  of  these 
rights  from  the  possibility  of  sanctions. 

Given  this  fact,  it  is  hard  to  see  how  Mexico  will  suddenly  be- 
come a  booming  consumer  market  for  United  States  goods.  The  av- 
erage annual  income,  as  I  mentioned,  is  only  $2,500  a  year.  Couple 
this  with  a  20  percent  unemployment  rate,  a  40  percent  poverty 
rate,  and  a  gross  national  product  one-twentieth  of  ours,  and  you 
can  guess  how  many  new  cars  or  refrigerators  or  TVs  a  Mexican 
worker  will  ever  be  able  to  purchase. 

I  would  just  like  to  note  that,  contrary  to  the  claims  of  NAFTA 
proponents,  the  current  United  States  trade  surplus  with  Mexico 
does  not  portend  a  vast  consumer  market  anxiously  waiting  to  pur- 
chase United  States  goods.  Eighty  percent  of  that  surplus  is  in  cap- 
ital goods  and  parts,  not  consumer  goods.  U.S.-based  firms  are  now 
importing  the  machinery  they  need  to  export  consumer  goods  back 
to  the  United  States.  In  fact,  the  United  States  is  running  a  trade 
deficit  with  Mexico  in  practically  every  major  category  of  consumer 
goods,  from  autos  and  trucks  to  major  appliances  to  electronics  and 
computers. 

Overall,  the  complaint  procedure  set  out  in  the  labor  side  agree- 
ment is  tortuous,  lengthy,  and  marked  by  the  discretion  not  to  act. 

As  Jack  Sheinkman  mentioned,  the  Mexican  Secretary  of  Com- 
merce in  effect  thinks  that  we  will  never  get  around  to  settlement 
of  any  issues. 

In  sum,  there  is  nothing  in  this  agreement  for  United  States  or 
Mexican  workers.  It  perpetuates  a  trickle-down  trade  policy  that 
for  too  many  years  has  enriched  big  business  at  the  expense  of 
working  people. 

I  have  made  NAFTA's  defeat  the  lUE's  No.  1  legislative  priority 
and  my  union — from  Washington,  DC,  to  shop  floors  around  the 
country — will  be  sparing  no  resources  in  this  effort. 

Thank  you. 

[The  prepared  statement  follows:] 
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STATEMENT  OF 

WILLIAM  H.  BYWATER,  PRESIDENT 

INTERNATIONAL  UNION  OF  ELECTRONIC,  ELECTRICAL,  SALARIED, 

MACHINE  &  FURNITURE  WORKERS,  AFL-CIO 

ON  THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT  (NAFTA) 
AND  THE  LABOR  SUPPLEMENTAL  AGREEMENT  TO  THE  NAFTA 

BEFORE  THE  SUBCOMMITTEE  ON  TRADE 
COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 
SEPTEMBER  15,  1993 

Mr.  Chairman,  I  am  William  H.  Bywater,  President  of  the  International  Union 
of  Electronic,  Electrical,  Salaried,  Machine  and  Furniture  Workers  ("lUE"),  AFL-CIO. 
On  behalf  of  the  working  men  and  women  represented  by  the  lUE,  I  appreciate  this 
opportunity  to  share  with  this  Subcommittee  our  views  on  the  North  American  Free 
Trade  Agreement  ("NAFTA"),  particularly  on  the  supplemental  labor  agreement. 

When  President  Clinton  first  announced  that  his  Administration  would 
negotiate  a  NAFTA  side  agreement  to  address  the  labor-related  problems  in  the 
underlying  agreement,  I  was  one  of  the  greatest  skeptics.    It  was  my  view  that  the 
agreement  was  so  fundamentally  flawed  that  a  tinkering  around  its  edges  would  do 
little  to  improve  it.    Time  has  proved  me  right. 

It  is  now  crystal  clear  that  the  labor  supplemental  is  little  more  than  "window 
dressing"    -  I  would  go  so  far  as  to  term  it  a  sell  out  --  and  the  NAFTA  package 
means  disaster  for  the  working  people  of  this  country  and  for  our  economy  overall 
as  unemployment  rises  and  our  tax  base  is  undercut. 

It  is  my  membership  who  will  be  among  the  hardest  hit.  The  lUE  represents 
production  and  maintenance  workers  in  a  wide  spectrum  of  industries,  including 
electrical/  electronics,  transportation,  fabricated  metal,  power-generation 
equipment,  auto  parts,  and  furniture.    Over  the  past  ten  years,    our  membership 
has  declined  dramatically  -  from  some  360,000  to  today's  140,000   -  in  large  part 
because  our  employers  have  cut  back  or  completely  closed  their  U.S.  operations  in 
favor  of   lower  wage  labor  markets,  including  Mexico. 

Electronics  manufacturing  and  assembly  now  constitute  the  third  largest 
maquiladora  industry.    During  the  past  decade,  many  of  our  employers,  including 
Bendix,  Chrysler,  General  Electric,  General  Motors,  Litton  Industries,  North 
American  Phillips,  RCA,  Sylvania,  United  Technologies,  Westinghouse  and  Zenith, 
have  abandoned  their  assembly  operations  in  this  country  and  relocated  them  to 
maquila  plants  across  the  Rio  Grand.    Mexican  workers  now  produce  a  wide  variety 
of  products  that  are  made   -  or  were  once  made   -  in  the  U.S.  by  lUE  members. 
While  millions  of  American  homes  now  contain  color  televisions,  compact  disc 
players,  major  appliances,  and  other  electronic  goods  with  American  brand  names, 
most  of  these  products  are  no  longer  made  in  this  country.    The  United  States 
already  has  lost  entire  industries  -  radio  and  black  and  white  television 
manufacturing  are  but  two  examples   -  and  many  others  are  sure  to  follow  if  the 
exploitation  of  cheap  foreign  labor  continues  to  be  a  cornerstone  of  U.S.  trade 
policy. 

The  exploitation  of  cheap  Mexican  labor,  however,  is  precisely  the 
foundation  of  this  NAFTA.      Rather  than  improving  the  status  quo  and  stemming 
the  hemorrhaging  of  well-paying  U.S.  jobs,  this  NAFTA  with  its  labor  side 
agreement  will  only  exacerbate  and  accelerate  U.S.  job  loss  and  put  our  economy 
on  a  "fast  track"  to  destruction. 

Most  significantly,  there  is  nothing  in  the  labor  side  agreement  that 
addresses  the  dramatic  wage  disparity  between  the  U.S.  and  Mexico.    There  is 
nothing  in  the  labor  side  agreement  that  speaks  to  Mexico's  abysmally  low 
minimum  wage.  The  NAFTA  renders  the  skill  and  productivity  of  U.S.  workers 
largely  irrelevant;  there  is  no  way  that  a  U.S.  worker,  no  matter  now  productive, 
can  compete  with  a  Mexican  worker  making  less  than  $1 .00  per  hour. 
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The  argument  put  forth  by  NAFTA  proponents  that  wages  will  rise  as 
productivity  increases  ignores  the  political  and  economic  realities  of  Mexico.  In 
Mexico's  export  industries,  worker  productivity  is  already  80  to  100%  of  U.S. 
levels,  while  wages  and  benefits  are  a  mere  10  to  15%  of  U.S.  levels. 
I  urge  you  to  take  a  careful  look  at  a  recent  report  for  the  Democratic  Study  Center 
by  Professor  Harley  Shaiken.    Professor  Shaiken  found  that  between  1980  and 
1982,  productivity  in  Mexico's  auto  sector  rose  by  41  percent;    yet,  wages  and 
benefits  in  1993  were  only  68  percent  of  what  they  were  in  1980  -  a  low  level  to 
start  with.    Last  year,  average  compensation  in  Mexico  totalled  $2.35  an  hour  -- 
one  seventh  of  US.  earnings. 

There  will  continue  to  be  no  link  between  wages  and  productivity  in  Mexico 
because  Mexican  workers  have  no  means  of  defending  their  economic  interests. 
Mexico  is  not  a  democracy.    Mexico  lacks  any  tradition  of  respect  for  the  rule  of 
law.    There  is  no  independent  judiciary,  no  judicial  review  of  acts  of  the  President 
or  Congress,  no  reliable  guarantee  of  due  process.  With  the  demise  of  the  Soviet 
Union,  Mexico  is  now  the  country  with  the  longest  period  of  one  party  rule.  Here  is 
what  the  pro-free  trade  London  Economist  said  about  the  Mexican  government: 
"The  ugly  truth  is  that  Mr.  Salinas  and  his  band  of  bright  technocrats,  adored 
through  they  are  by  the  great  and  good  on  the  international  conference  circuit, 
wield  power  courtesy  of  PRI  fixers  and  worse  in  the  countryside."    The  Economist 
further  added,  "Mexican  politics  is  not  without  its  violent  side,"  and  referred  to 
claims  that  1  64  members  of  the  opposition  PRD  party  have  been  murdered  since 
1988.    (The  Economist.  February  13,  1993,  p.  56.)     And  while  Mexico  does,  in 
theory,  have  labor  unions,    the   official  trade  union  is  under  government  control. 
Wages  are  now  set  by  "el  pacto,"  an  agreement  among  the  Mexican  government, 
business  and  the  government-run  union.    If  an  independent  union  should  try  to 
emerge  or  should  Mexican  workers  try  to  assert  their  rights  or  exercise  any 
independence,  intimidation,  harassment  and  even  violence  by  the  Mexican 
government  are  sure  to  follow. 

The  labor  side  agreement  does  nothing  to  address  this  reality.  I  find  it 
outrageous  that  while  the  right  to  organize  independent  trade  unions,  bargain 
collectively  and  strike  are  key  to  raising  wages  and  benefits  in  Mexico,  the  side 
agreement  excludes  violations  of  these  rights  from  the  possibility  of  sanctions.  And 
given  this  fact,  it  is  hard  to  see  how  Mexico  will  suddenly  become  a  booming 
consumer  market  for  U.S.  goods.  The  average  annual  income  for  a  Mexican  worker 
is  currently  a  paltry  $2,490.  Couple  this  with  a  20%  unemployment  rate,  a  40% 
poverty  rate,  and  a  gross  national  product  one-twentieth  of  ours,  and  you  can 
guess  how  many  new  cars  or  refrigerators  or  televisions  a  Mexican  worker  will  ever 
be  able  to  purchase.  I  would  just  like  to  note  that,  contrary  to  the  claims  of  NAFTA 
proponents,    the  current  U.S.  trade  surplus  with  Mexico  does  not  portend  a  vast 
consumer  market  anxiously  waiting  to  purchase  U.S.  goods.  First,  much  of  the 
current  surplus  is  a  result  of  the  Mexican  peso  being  overvalued  relative  to  the  U.S. 
dollar.    Those  expecting  a  large  U.S. -export  payoff  may  be  unpleasantly  surprised 
when  the  peso  is  devalued,  as  many  predict  is  inevitable  given  the  recent  history  of 
Mexican  exchange  rate  policy.    Second,  85%  of  that  surplus  is  in  capital  goods  and 
intermediate  goods  (parts  used  to  make  final  products  which  are  sent  back  to  the 
U.S.  market),  not  consumer  goods.    Mexican  producers,  many  of  them  U.S. -based 
firms,  are  now  importing  the  machinery  and  equipment  they  need  to  export 
consumer  goods  back  to  the  U.S.    In  fact,  the  U.S.  is  running  a  trade  deficit  with 
Mexico  in  practically  every  major  category  of  consumer  goods  -  from  autos  and 
trucks,  to  textiles  and  apparel,  to  household  glassware,    to  major  appliances,  to 
electronics  and  computers. 

Even  in  those  areas  where  the  labor  side  agreement  provides  for  the 
theoretical  possibility  of  trade  sanctions  if  a  country  fails  to  enforce  its  own  laws, 
the  complaint  procedure  is  tortuous,  lengthy,  and  marked  by  the  discretion  ncl  to 
act.    As  time  constraints  will  not  permit  me  to  comment  on  the  numerous 
inadequacies  of  the  complaint  process,  I  will  refer  you  to  a  recent  briefing  paper  by 
Jerome  Levinson  for  the  Economic  Policy  Institute  who,  after  examining  the 
complaint  process  in  great  detail,  concludes  that  the  labor  side  agreement  "has 
been  built  upon  a  foundation  of  sand."      I  would  like  to  note,  however,  one  of  its 
most  glaring  absurdities:    Any  country  charged  with  a  "persistent  pattern  of  failure 
to  effectively  enforce"  its  own  law  may  defend  itself  by  arguing  that  it  had  other 
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higher  priorities.     This  escape  clause  guarantees  that  no  action  can  ever  be 
effectively  pursued. 

Indeed,  the  meaninglessness  of  the  enforcement  provisions  was  aptly 
underscored  by  Mexico's  own  Secretary  of  Commerce,  Jaime  Serra  Puche,  when 
he  assured  Mexican  legislators  that  the  lengthy  and  complex  process  required  by 
the  side  agreements  "makes  it  very  improbable  that  the  stage  of  sanctions  could  be 
reached." 

In  sum,  there  is  nothing  in  this  agreement  for  U.S.  or  Mexican  workers.    It 
simply  perpetuates  a  "trickle  down"  trade  policy  that,  for  too  many  years,  has 
enriched  big  business  at  the  expense  of  working  people.    I  have  made  NAFTA's 
defeat  the  IDE's  number  one  legislative  priority  and  my  union   -  from  Washington 
D.C.  to  shop  floors  around  the  country  -  will  be  sparing  no  resources  in  this  effort. 

Thank  you. 
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Chairman  Gibbons.  Mr.  Starobin. 

STATEMENT  OF  HERMAN  STAROBIN,  RESEARCH  DIRECTOR, 
INTERNATIONAL  LADIES'  GARMENT  WORKERS'  UNION,  AFL- 
CIO 

Mr.  Starobin.  Thank  you,  Mr.  Chairman,  for  this  opportunity  to 
testify  on  NAFTA.  I  request  that  my  full  testimony  be  included  in 
the  record.  I  will  not  repeat  my  colleagues  on  this  panel.  My  writ- 
ten statement  explains  in  detail  why  the  International  Ladies'  Gar- 
ment Workers'  Union  is  unalterably  opposed  to  the  NAFTA  as  ne- 
gotiated. Nor  do  we  believe  that  the  side  agreements  do  anything 
to  improve  the  NAFTA.  There  are  no  teeth  in  the  parallel  agree- 
ments to  ensure  that  Mexico  will  live  up  to  its  own  labor  standards 
and  environmental  laws. 

I  would  like  to  focus  on  one  of  the  points  in  my  submitted  testi- 
mony; namely,  how  obviously  incorrect  trade  data  are  being  used 
to  blow  up  the  virtues  of  the  NAFTA.  This  subject  has  been  ne- 
glected in  the  discussions  on  NAFTA,  despite  the  fact  that  it  rep- 
resents a  crucial  element  in  pro-NAFTA  arguments.  There  are 
many  inaccuracies  in  the  data  on  United  States  trade  with  Mexico. 
These  inaccuracies  have  been  ignored  by  NAFTA  supporters  be- 
cause they  undercut  the  case  for  NAFTA.  This  applies  not  only  to 
apparel,  but  to  overall  trade  with  Mexico  as  well.  I  would  like  to 
deal  with  both  aspects  of  this  question  as  I  continue. 

In  the  case  of  apparel.  United  States  trade  statistics  do  not  dis- 
tinguish between  cut  parts  exported  to  Mexico  for  assembly  and  ex- 
ports of  finished  apparel.  This  creates  the  illusion  of  substantial 
apparel  exports  to  Mexico.  In  fact,  in  1992,  the  Bureau  of  the  Cen- 
sus reported  United  States  apparel  exports  to  Mexico  of  $845  mil- 
lion. 

However,  complementary  data  from  the  import  side  shows  that 
$713.6  million  represented  returning  U.S.  components  in  the  form 
of  finished  apparel.  In  other  words,  85  percent  of  what  are  called 
United  States  apparel  exports  to  the  Mexican  consumer  market  are 
not  really  apparel.  Our  true  apparel  exports  to  Mexico  are  $131.4 
million,  not  $845  million. 

For  3  years  we  have  urged  the  Office  of  Textiles  and  Apparel  of 
the  Department  of  Commerce  and  the  USTR  Textile  Office  to  seek 
a  change  in  how  United  States  statistics  are  developed  to  reflect 
real  apparel  exports  to  Mexico.  We  have  asked  for  the 
disaggregation  of  data  on  finished  apparel  exports  and  the  export 
of  parts  for  assembly.  This  request  has  fallen  on  deaf  ears. 

However,  a  GAO  report  dated  July  1993  to  the  Honorable  Rich- 
ard A.  Gephardt  and  the  Honorable  Sander  M.  Levin  notes  that 
Mexico  excludes  from  its  trade  figures  assembly  done  in  the 
maquiladora  operations — and  presumably  in  free-trade  zones  as 
well — as  these  products  do  not  enter  the  Mexican  market. 

The  report  suggests  that  a  more  accurate  picture  of  our  true 
trade  with  Mexico  can  be  attained  by  taking  United  States  compo- 
nent value  from  import  data  and  subtracting  these  data  from  re- 
ported exports.  This  is  precisely  what  we  have  done. 

Data  on  overall  United  States  trade  with  Mexico  also  overstate 
the  level  of  exports.  What  is  true  of  apparel  exports  to  Mexico  is 
also  true  of  United  States  exports  to  Mexico  in  general.  The  cited 
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GAO  report  confirms  this.  In  1992  Mexican  data  on  total  imports 
from  the  United  States  are  reported  at  about  half  the  level  of  what 
United  States  trade  data  shows.  Overall  United  States  data  also  in- 
clude as  exports  to  Mexico  parts  sent  there  for  assembly  in  the 
maquiladora  factories  and  free-trade  zones  and  then  returned  to 
the  United  States  as  finished  products.  These  so-called  exports  are 
not  included  in  Mexican  import  trade  data  because  they  do  not 
enter  the  Mexican  market.  Further,  a  substantial  part  of  United 
States  capital  goods  exports  to  Mexico  are  used  to  assemble  United 
States  parts  and  the  product  is  returned  to  the  United  States.  Cap- 
ital goods  exports  represent  about  a  third  of  all  reported  United 
States  exports  to  Mexico. 

Put  another  way,  it  appears  that  more  than  80  percent  of  re- 
ported United  States  exports  to  Mexico  never  enter  the  Mexican 
consumer  market.  So  much  for  the  allegations  by  USTR.  Somewhat 
less  than  20  percent  can  be  said  to  enter  Mexico's  consumer  mar- 
ket. United  States  companies  in  large  measure  are  trading  with 
themselves,  not  with  Mexico. 

Some  NAFTA  proponents  use  United  States  trade  data  as  a 
major  argument  to  justify  NAFTA.  They  say  that  there  is  a  huge 
market  for  United  States  consumer  goods  in  Mexico,  and  this  will 
create  substantial  numbers  of  United  States  jobs.  Trade  data  for 
1992,  however,  show  that  less  than  $90  per  capita  of  reported  Unit- 
ed States  exports  to  Mexico  actually  enter  the  Mexican  consumer 
market,  not  the  alleged  $450  plus  used  by  Ambassador  Kantor  and 
former  USTR  Carla  Hills'  figure  of  $477  per  capita. 

Thank  you. 

[The  prepared  statement  follows:] 
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To  the 

Subcommittee  on  Trade 
Ways  and  Means  Committee 
U.  S.  House  of  Representatives 
September  15,  1993 


THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT  (NAFTA), 
U.  S.  APPAREL  JOBS  AND  THE  DOMESTIC  APPAREL  INDUSTRY 


STATEMENT  BY  DR.  HERMAN  STAROBIN,  RESEARCH  DIRECTOR, 
INTERNATIONAL  LADIES'  GARMENT  WORKERS'  UNION,  AFL-CIO 


This  statement  is  made  on  behalf  of  the  International  Ladies'  Garment  Workers'  Union  and 
our  175,000  members,  who  produce  women's  and  children's  apparel  and  related  products. 
Our  members  live  and  work  in  more  than  two-thirds  of  the  nation's  fifty  states. 

Thank  you  for  letting  me  appear  before  you  today.  My  testimony  will  focus  primarily  on 
NAFTA's  impaa  on  the  U.  S.  apparel  industry  and  its  workers,  although  many  of  my 
remarks  could  also  apply  to  other  industries  as  well. 

The  ILGWU  opposes  NAFTA,  with  or  without  side  agreements,  and  we  urge  its  rejection 
by  the  Congress  if  this  package  is  submitted  to  you  in  its  present  form.  The  reasons  for  our 
opposition  can  be  summed  up  as  follows: 

1.  Apparel  is  an  import  sensitive  product  and  has  been  recognized  as  such  over  the 
past  thirty  years  in  the  Multifiber  Arrangement  (MFA),  U.  S.  trade  agreements  and 
numerous  trade  laws,  including  the  Caribbean  Basin  Initiative  and  the  General  System  of 
Preferences.   NAFTA  represents  a  complete  reversal  of  this  policy. 

2.  NAFTA  has  an  inherent  flaw.  It  is  impossible  to  merge  such  disparate  economies 
as  those  of  Mexico  and  the  United  States  without  causing  severe  and  irreparable  damage 
to  U.  S.  jobs,  particularly  those  in  the  domestic  apparel  industry.  Work  will  be  transferred 
south  of  the  t>order  to  take  advantage  of  wages  that  are  a  tenth  of  those  in  the  U.  S. 

3.  Even  the  best  side  agreements  probably  could  not  rescue  NAFTA.  However,  the 
side  agreements  negotiated  by  the  Administration  are  weak  and  ineffective.  They  do  not 
provide  for  basic  worker  rights  nor  seek  to  reduce  the  gap  between  the  labor  standards  in 
the  U.  S.  and  those  in  Mexico.  They  will  do  little  or  nothing  to  correct  the  essential 
underlying  problems  with  NAFTA 

4.  Administration  arguments  in  support  of  NAFTA  have  relied  on  inaccurate  and 
misleading  data  on  U.  S.  exports  to  Mexico  and  the  potential  for  massive  future  increases 
based  on  glowing,  but  flawed,  predictions  of  higher  consumption  in  Mexico  of  U.  S. 
products.  Contrar>'  to  the  Ad~ir.i3;r&Lioii  asscriioni,  avjillaulc  uaia  aciually  ihu\.  iliai  luusi 
of  our  reported  exports  to  Mexico  consist  of  parts  to  be  assembled  into  products  to  be 
returned  to  the  U.  S.  and  machinery  for  use  in  this  assembly  process.  Our  trade  with 
Mexico  consists  largely  of  trading  with  ourselves. 

5.  The  need  to  preserve  nearly  a  million  jobs  in  the  domestic  apparel  industry  must 
outweigh  any  perception  of  the  need  to  give  away  these  jobs  in  the  interest  of  foreign  policy 
considerations. 
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6.  Congress  was  willing  to  extend  fast-track  provisions,  in  part,  because  of  a  promise 
by  President  Bush  to  provide  "prompt,  comprehensive  and  effective  services"  to  dislocated 
workers.  The  Clinton  Administration  has  proposed  a  universal  program  of  services  to 
dislocated  workers,  but  it  is  clearly  inadequate  in  its  provisions  for  NAFTA-imparted 
workers.  And,  it  is  still  a  proposal  in  early  stages  of  development.  Congress  must  insure 
that  such  services  are  provided  before  considering  adoption  of  NAFTA. 

7.  Any  assessment  of  NAFTA  and  the  effects  of  NAFTA  on  the  apparel  or  any  other 
industry  should  proceed  from  a  clear  recognition  that  an  industry  consists  of  both  workers 
and  management  and  that  the  impacts  on  each  are  not  necessarily  the  same. 

8.  Rules  of  origin  are  more  easily  written  than  they  are  enforced.  In  view  of 
increasing  reports  that  a  number  of  Asian  companies  have  been  in  the  process  of 
establishing  plants  in  Mexico  or  plan  to  do  so  in  order  to  use  Mexico  as  a  platform  to  export 
apparel,  among  other  products,  to  the  U.  S.,  this  Committee  should  carefully  examine 
whether  Customs  and  other  goverrunent  agencies  have  the  manpower  to  effectively  monitor 
such  rules. 


Policies  Leading  to  NAFTA 

For  apparel,  the  intended  policy  of  the  Reagan  and  Bush  Administrations  was  to  export 
United  States  apparel  jobs,  first  through  NAFTA  and  then  through  the  Enterprise  for  the 
Americas  Initiative  (EAI).  In  our  view,  it  was  the  response  of  the  Bush  Administration  to 
the  European  Community  and  to  Japan's  ascendancy  in  Asia.  In  effect,  the  policy  has 
contributed  to  the  creation  of  three  rival  trade  blocs. 

In  contrast  to  the  EC  and  Japan,  the  bloc  that  the  Bush  Administration  sought  to  forge  is 
one  based  on  low  wages,  poverty,  financial  instability,  severe  enviroimiental  problems  and 
the  denial  of  labor  and  human  rights.  The  ideology  of  free  trade  was  pursued  to  the  pwint 
of  endangering  the  entire  manufacturing  structure  of  oiu-  country,  affecting  not  only  labor- 
intensive,  but  capital-intensive  industries  as  well. 

The  theory  assumes  that  the  creation  of  export-sector  jobs  in  the  poverty-stricken  Latin 
American  countries  will  lead  to  raised  living  standards  and,  thereby,  increased  U.  S.  exports 
to  these  countries,  creating  in  the  process  jobs  in  the  U.  S.  The  practice,  however,  has  been 
very  different.  U.  S.  companies  have  sought  out  low-cost  labor  areas  to  which  to  move 
assembly  and  production  operations.  Experience  in  the  apparel  industry  has  shown  that 
whenever  wages  begin  to  rise  in  a  third  world  coimtry,  these  companies  move  their  sourcing 
to  even  lower-wage  countries. 

We  are  told  that  these  imports  redound  to  the  benefit  of  the  American  consumer  who  can 
purchase  these  products  more  cheaply.  However,  the  export  of  U.  S.  jobs,  both  labor- 
intensive  and  capital-intensive  and  their  replacement  with  service  jobs  which  pay  between 
60  and  80  percent  of  manufacturing  wages,  will  make  it  increasingly  difficult  for  American 
consumers  to  purchase  goods,  including  imports  from  low-wage  countries. 

Consumption  represents  about  two-thirds  of  our  Gross  Domestic  Product  and  reflects  our 
living  standard.  Past  Administration  policy,  if  carried  forward,  can  only  result  in  the  decline 
of  this  standard  by  severely  curtailing  cur  mass  market. 

NAFTA  would  exacerbate  the  already  devastated  state  of  the  U.  S.  apparel  industry  and 
wreak  economic  and  social  havoc  on  our  workers  and  the  communities  in  which  they  live. 
For  Mexican  workers,  NAFTA  would  accomplish  little  or  nothing  positive.  It  would 
intensify  the  frightful  exploitation  to  which  they  are  currently  subjected. 
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The  Current  State  of  the  Domestic  Industry 

Any  assessment  of  the  impact  of  NAFTA  on  our  domestic  apparel  industry  and  in  particular 
on  its  work  force  must  consider  the  precarious  condition  in  which  the  industry  finds  itself 
after  yeiu-s  of  erosion,  the  direct  result  of  constantly  growing  imports. 

Until  the  late  1950's  just  about  all  of  the  clothing  worn  in  the  United  States  was  made  in 
our  country.  Mass  production  of  clothing  had  been  developed  here  and  only  a  few  high- 
priced  European  imports  entered  our  market. 

Gradually,  U.  S.  entrepreneurs  began  to  move  overseas  in  the  search  for  low-wage  countries 
in  which  to  settle  garment  production.  What  started  as  a  trickle  of  imports  became  a  steady 
flow  in  the  1960's  and  1970's  and  a  virtual  flood  in  the  IQaC^s  and  the  early  1990's. 

Where  four  percent  of  the  clothing  worn  in  the  U.  S.  was  imported  35  years  ago,  the  share 
has  increased  and  today  is  over  60  percent.  In  the  twelve  years  1980  to  1992,  apparel 
imports,  measured  in  square  meters  of  fabric  used  in  their  production,  increased  nearly 
three-fold,  from  2,411,500,000  square  meters  to  7,079,340,000  square  meters.  In  the  year 
ending  June  1993,  apparel  imports  rose  to  7,265,641,000  square  meters. 

Apparel  imports  were  first  concentrated  in  a  narrow  range  of  products.  Employment  effects 
were  limited.  As  imports  became  more  pervasive,  virtually  every  apparel  item  was  affected 
and  imports  entered  the  U.  S.  in  an  ever-widening  range  of  fibers  and  prices. 

Apparel  employment  reached  its  high-water  mark  in  1973  when  the  industry  employed 
1,257,400  production  workers,  according  to  the  Bureau  of  Labor  Statistics.  These  exclude 
non-apparel  items  made  from  textile  fibers  (SIC  239),  but  they  do  include  knit  outerwear 
and  knit  underwear  (SIC  2253  and  2254). 

By  1980,  the  number  of  workers  in  the  industry  had  fallen  to  1,079,000  and  by  1992  the 
industry  work  force  was  down  to  816,000  workers.  Since  1973,  the  industry  lost  441,400  jobs; 
more  than  263,000  have  been  lost  since  1980  alone.  There  was  a  slight  improvement  in 
early  1992  but  apparel  employment  has  been  declining  ever  since.  In  the  first  seven  months 
of  1993,  production  worker  employment  is  3.1%  behind  the  same  period  of  1992.  In 
broader  terms,  current  apparel  imports  represent  considerably  more  than  one  million  jobs. 

Many  U.  S.  apparel  firms  are  hanging  on  a  thread;  even  the  slightest  negative  action  will 
cause  additional  plant  closings  and  job  layoffs.  And  from  the  point  of  view  of  the  workers 
involved,  it  matters  little  whether  the  employer  goes  out  of  business  entirely  or  converts  his 
operation  from  manufacturing  to  importing.  In  either  case,  production  worker  jobs  are 
permanently  lost. 

As  can  readily  be  seen  in  Table  1,  only  a  handful  of  states  have  been  spared  from  the 
employment  declines  in  apparel. 

Of  the  30  states  for  which  apparel  employment  data  are  available,  1992  was  lower  than 
either  1973  or  1980  in  23  states.  The  only  major  gain  was  in  California,  where  virtually  the 
entire  industry  is  located  in  the  Los  Angeles  area  and  almost  all  of  the  work  force  is  of 
Mexican  origin. 

Employment  growth  in  the  U.  S.  border  states,  one  of  the  supposed  benefits  of  the  Mexican 
border  production  system,  has  failed  to  materialize.  Jobs  have  fled  to  Mexico,  where  wages 
are  so  much  lower.  Texas  has  lost  nearly  one-fifth  of  its  apparel  jobs  since  1973  and 
Arizona  has  seen  over  a  third  of  its  apparel  jobs  disappear. 
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Table  1:  All  Employees,  Apparel  and  Other  Finished  Textile  Products  (SIC  23) 

United  States  and  29  States  For  Which  Data  Are  Available 

(arranged  by  percentage  of  decline  1980  -  1992) 


Employment  (OOP'S) 

State 

1973 
3.5 

1980 
3.6 

1992 
1.0 

-1\A% 

'80-'92 

Rhode  Island 

-72.2% 

Connecticut 

12.9 

10.8 

4.7 

-63.6% 

-56.5% 

Massachusetts 

45.8 

39.8 

17.8 

-61.1% 

-553% 

Pennsylvania 

158.0 

124.1 

63.6 

-59.7% 

-48.8% 

New  Jersey 

68.7 

55.7 

29.4 

-57.2% 

-47.2% 

West  Virginia 

6.5 

4.6 

33 

-49.2% 

-283% 

Vermont 

1.5 

1.6 

0.9 

-40.0% 

-43.8% 

New  York 

218.6 

169J 

102.0 

-533% 

-39.8% 

Illinois 

32.1 

22.6 

13.8 

-57.0% 

-38.9% 

Maine 

3.7 

4.6 

2.9 

-21.6% 

-37.0% 

Oklahoma 

12.9 

11.1 

7.0 

-45.7% 

•ib.Wo 

New  Hampshire 

2.7 

2.8 

1.9 

-29.6% 

-32.1% 

Arizona 

5.9 

5.5 

3.9 

-33.9% 

-29.1% 

Virginia 

40.5 

34.3 

273 

-32.6% 

■20A% 

Texas 

74.2 

74.8 

60.8 

-18.1% 

-18.7% 

Ohio 

21.9 

17.1 

13.9 

-36.5% 

-18.7% 

Georgia 

74.9 

72J 

59.7 

-203% 

-17.4% 

South  Carolina 

47.0 

46.4 

38.9 

-17.2% 

-16.2% 

Oregon 

3.4 

3.2 

2.7 

-20.6% 

15.6% 

North  Carolina 

86.4 

88.0 

75.8 

-123% 

-13.9% 

Mississippi 

43.0 

40.9 

36.0 

-163% 

-12.0% 

Tennessee 

76.0 

69.4 

612 

-19.5% 

-11.8% 

Arkansas 

16.7 

13.4 

12.4 

-25.7% 

-7J% 

Florida 

31.9 

34.1 

33.5 

+5.0% 

-1.8% 

Alabama 

51.8 

53.9 

533 

+2.9% 

-1.1% 

Kansas 

4.7 

3.6 

3.6 

-23.4% 

0.0% 

Wisconsin 

7.1 

6.5 

6.5 

-8.5% 

0.0% 

Kentucky 

30.6 

27.4 

30.4 

-0.7% 

+  10.9% 

California 

89.8 

106.5 

141.6 

+57.7% 

+33.0% 

Iowa 

4.0 

4.1 

5.7 

+42.5% 

+39.0% 

Balance  of  U.S. 

161.4 

111.5 

895 

■M5% 

-19.7% 

TOTAL  U.S.  1,438.1        1,263.5        1,005.0  -30.1%  -20.5% 

Source:  U.  S.  Bureau  of  Labor  Statistics  and  State  Labor  Departments 


Unemployment  in  the  U.  S.  apparel  industry  remains  high  in  the  wake  of  impwrt-related 
plant  closings  and  layoffs.  The  industry  average  last  year  was  1 1.0  percent,  about  50  percent 
higher  than  in  the  nation  as  a  whole,  according  to  BLS  data.  In  the  first  eight  months  of 
1992,  apparel  unemployment  averaged  11.8  percent;  this  August  it  was  12.1  percent. 


The  U.  S.  Market  and  the  Mexican  Apparel  Industry 

Proximity  to  the  U.  S.  and  extremely  low  wage  levels  allow  the  Mexican  apparel  industry  to 
serve  primarily  as  a  low  cost  production  center  for  U.  S.  apparel  firms.  Shipments  of 
assembled  apparel  to  the  U.  S.  have  grown  rapidly  over  the  years;  Mexico  is  now  our  eighth 
largest  source  of  imported  apparel. 

To  review  the  background  quickly: 
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In  1963  the  U.  S.  recodified  its  tariff  schedules  and  formally  incorporated  a  new  provision  - 
-  Item  807.00.  This  item  is  now  known  as  Item  9802.00.80  of  the  Harmonized  Tariff 
Schedules.  This  provision  permits  assembly  abroad  of  products  incorporating  U.  S.-made 
components  and  on  return  to  the  U.  S.  duty  is  paid  not  on  the  full  value  of  the  product,  but 
only  on  the  value  added  abroad.  Fabric  parts  cut  in  the  U.  S.,  regardless  of  where  the  fabric 
itself  was  made,  were  eligible  for  Item  807  treatment. 

In  1965,  Mexico  created  the  maquila  or  in-bond  program.  Machinery  and  raw  materials, 
e.g.,  cut  apparel  parts,  were  permitted  to  enter  Mexico  duty-free  provided  all  or  nearly  all 
of  the  finished  product  was  destined  to  be  re-exported  to  the  U.  S.  The  assembly  plants, 
known  as  maquiladoras,  were  to  be  built  in  the  border  area  where,  it  was  hoped,  they  would 
reduce  the  high  levels  of  unemployment  stemming  from  the  elimination  of  the  bracero 
program  by  the  U.  S.  Plants  could  also  be  opened  in  the  interior  of  Mexico,  something  that 
occurred  later. 

The  maquila  program  grew  rapidly  over  the  years.  By  1980,  there  were  117  apparel  plants 
in  Mexico  under  the  program,  employing  nearly  18,000  workers.  In  1988,  the  latest  year  for 
which  detailed  data  are  available,  there  were  201  plants  with  35,000  workers,  a  virtual 
doubling  in  ten  years.  ^  Employment  in  maquila  apparel  plants  is  currently  estimated  to  be 
over  40,000. 

The  assembly  operations  dominate  U.  S.  apparel  trade  with  Mexico.  In  1992,  the  U.  S. 
imported  apparel  valued  at  $900.8  million  from  Mexico.^  Of  this  total,  $804.6  million  or 
89.6  percent  entered  under  the  provisions  of  Item  9802  and  represented  the  return  of 
garments  made  from  U.  S.  cut  parts.  Only  $%.2  million  of  apparel  imports  or  10.4  percent 
were  regular  imports,  that  is,  they  were  manufactured  completely  by  Mexican  firms. 

A  similar  pattern  is  seen  in  U.  S.  exports  of  apparel  to  Mexico,  which  are  cited  as  $845 
million  in  1992.^  This  is  an  illusory  figure.  Under  U.  S.  statistical  rules,  exports  of  cut 
apparel  parts  are  intermixed  with  exports  of  finished  garments.  Complementary  data  from 
the  import  side  reveal  that  of  the  $1,048.3  million  imported  under  the  assembly  program, 
$713.6  million  represented  returning  U.  S.  components.  These  data  suggest  that  nearly  85 
percent  of  U.  S.  apparel  exports  to  Mexico  are  in  fact  apparel  parts  to  be  assembled  and 
not  completed  apparel. 

For  many  years,  the  U.  S.  govenmient  avoided  the  data  problem  and  pretended  that  the 
data  were  actually  meaningful.  More  recently,  however,  the  truth  has  begun  to  emerge.  A 
recent  GAO  report  not  only  recognizes  the  problem,  but  suggests  estimating  exporte  to 
maquiladoras  by  using  U.  S.  component  value  from  the  import  data,  and  thus  paralleling  the 
ILGWU  approach."* 

At  the  beginning  of  1988,  the  so-called  "Special  Regime"  was  introduced  in  U.  S.-Mexican 
apparel  and  textile  trade.  This  program  covered  Item  9802  products  in  which  the  parts  are 
not  only  cut  in  the  United  States,  but  are  cut  out  of  fabric  woven  or  knit  in  the  U.  S.  The 
products  do  not  enjoy  any  additional  tariff  privileges,  but  can  enter  the  United  States 
virtually  free  of  the  quotas  that  would  otherwise  have  applied  to  many  product  categories. 


^  U.  S.  Department  of  Labor,  Bureau  of  International  Labor  Affairs,  Worker  Rights  in 
Export  Processing  Zones.  Volume  H,  August  1990,  p.  85  (hereafter  ILAB). 

^  Includes  only  apparel  covered  by  the  MFA.  Excludes  disposable  garments,  those  of 
pure  silk  as  well  as  garments  made  of  rubber,  plastic  and  fur. 

'  Includes  all  apparel  of  any  material  (SITC  84).  Also  includes  exports  of  $103  million 
of  disposable  garment  parts  reported  in  error  under  HTS  5603.00.9090,  non-woven  fabric 
used  to  make  disposables. 

"*  U.S.  General  Accounting  Office,  U.S.  Mexico  Trade:  The  Maquiladora  Industry  and 
U.S.  Employmgn;,  July  1993,  pp.  5-7. 
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Approxiinately  two  out  of  every  three  garments  coming  in  under  Item  9802  have  done  so 
under  the  "Special  Regime."  Created  by  Executive  Order,  the  "Special  Regime"  granted 
Mexico  essentially  the  same  status  as  the  CBI. 

This  would  change  under  NAFTA's  rules  of  origin,  which  require  that  apparel  products  from 
yam-forward  (in  some  instances,  fiber-forward)  be  of  NAFTA  origin.  Whether  this 
presumably  strong  rule  can  be  effectively  policed  by  Customs,  given  budget  and  personnel 
constraints,  as  well  as  the  sheer  difficulty  in  carefully  inspecting  each  shipment  is  open  to 
question.  It  also  remains  to  be  seen  how  the  rules  will  be  incorporated  in  the  NAFTA 
enabling  legislation.  . 

The  one-sided  nature  of  our  apparel  trade  with  Mexico  was  confirmed  by  the  International 
Trade  Commission  in  1991:  "U.  S.  exports  of  finished  apparel  to  Mexico  are  relatively 
insignificant.  They  are  not  expected  to  gain  a  large  share  of  the  Mexican  market  because 
of  Mexico's  labor-cost  advantage  and  because  of  the  limited  incomes  of  most  Mexican 
consumers."^ 

Considerable  caution  must  be  exercised  in  analyzing  the  importance  of  a  single  country's 
apparel  shipments  to  the  United  States,  as  in  the  case  of  Mexico.  First,  with  190  countries 
shipping  apparel  to  the  U.  S.  in  any  one  year,  no  one  country  controls  more  than  a  small 
fraction  of  the  market  and  it  is  easy  to  underestimate  the  potential  impact. 

For  example,  China,  the  largest  apparel  exporter  to  the  U.  S.,  accounted  for  only  a  13.0 
percent  share  in  the  year  ended  June  1993.  Mexico,  with  its  4.0  percent  share,  ranked 
eighth  out  of  the  190  exporting  countries.  Mexico  cannot  be  dismissed  as  insignificant;  it 
is  a  major  player  in  the  world  apparel  trade. 

Second,  few  countries'  apparel  shipments  are  evenly  distributed.  Most  tend  to  specialize  in 
certain  products.  Mexico  is  no  exception.  In  the  year  ending  June  1993,  Mexico  was  the 
number  one  import  source  of  men's  and  boys'  cotton  trousers,  (Category  347)  and  accounted 
for  133  percent  of  all  U.  S.  imports  in  that  category.  Similarly,  Mexico  was  the  number  two 
source  of  women's  and  girls'  cotton  trousers  (Category  348)  with  a  S3  percent  share,  the 
number  three  source  of  man-made  fiber  nightwear  (Category  651)  with  a  13.7  percent  share 
and  the  number  four  source  of  man-made  fiber  brassieres  (Category  649)  and  underwear 
(Category  652)  with  14.0  and  9.1  percent  shares  respectively.. 

Any  analysis  of  NAFTA  's  impact  on  United  States  apparel  production  and  employment 
must  take  into  account  not  only  Mexico's  overall  importance  as  an  apparel  supplier,  but  its 
even  more  strategic  position  as  a  leading  supplier  of  many  specific  product  lines. 


Competitive  factors 

Mexico,  like  many  other  Caribbean  and  Latin  American  countries,  serves  as  a  major 
apparel  assembly  center  for  the  U.  S.  market  because  of  its  low  level  of  wages,  benefits  and 
other  working  conditions.  Labor  standards  are  not  only  low  in  terms  of  the  needs  of 
Mexican  workers^  but,  even  more  important,  are  disastrously  low  compared  to  those  in  the 
U.  S.  The  latter  point  is  critical  in  any  analysis  of  the  impact  of  NAFTA  on  U.  S. 
apparel  employment. 

Trade  liberalization  in  Westeru  Europe  pr^^eeds  undt.  a  "social  cbsmer"  tiiat  seeks  to 
standardize  labor  conditions  within  the  community  by  raising  the  lowest  countries  to  the 


^  U.  S.  International  Trade  Commission,  Likely  Impact  on  the  United  States  of  a  Free 
Trade  Agreement  With  Mexico.  February  1991,  p.  4-40. 

^  The  Bureau  of  International  Affairs  of  the  U.  S.  Department  of  Labor  comments:  "The 
Mexican  minimum  wage  provides  for  a  barely  acceptable  standard  of  living  for  the 
substantial  number  of  workers  who  receive  it."  (ILAB,  op.  cit.,  p.  49.) 
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levels  of  the  highest.  No  such  linkage  exists  in  NAFTA.  As  water  flows  downhill,  so  will 
the  jobs  of  U.  S.  apparel  workers  move  to  Mexico  where  wages  and  labor  standards  are  but 
a  tiny  fraction  of  our  own. 

Data  on  Mexico's  apparel  industry  and  its  workers  are  limited,  both  the  seaor  of  the 
industry  that  produces  for  the  local  market  and  plants  producing  for  regular  export  trade. 
Much  of  the  local  industry  consists  of  small,  informally  operated  plants.  Somewhat  more 
information  is  available  about  the  maquiladoras.  Yet,  there  is  sufficient  evidence  to 
document  the  huge  gap  in  the  labor  standards  of  the  two  countries. 

Mexico  has  a  complex  system  of  minimum  wages  with  rates  that  vary  by  regioiL  The  highest 
rate  level  appUes  -n  the  border  area  where  most  of  the  maquiladoras  are  located.  As  of 
December  1,  1989  the  legal  daily  minimum  wage  was  approximately  $4.15  for  a  work  day 
of  8  hours,  the  equivalent  of  $.5 1  £m  hour.  In  sections  of  the  country  where  living  costs  are 
lower,  minimum  rates  are  as  much  as  20  percent  below  those  in  the  border  area.^  In 
contrast,  in  1989,  the  federal  minimum  wage  in  the  United  States  was  $3.35  per  hour,  or 
$26.80  for  an  8  hour  day. 

Since  1989,  FLSA  amendments  have  brought  the  U.  S.  statutory  minimum  wage  to  $4.25  per 
hour,  or  more  than  the  Mexico  daily  minimum.  One  factor  that  seriously  aggravates 
competitive  relations  with  the  U.  S.  industry  is  the  continuous  widening  of  the  wage  gap  in 
dollars  as  Mexican  wage  levels  fail  to  keep  up  with  local  price  levels  and  the  falling  value 
of  the  peso.  The  Mexico  minimum  of  $4.15  per  day  at  the  end  of  1989,  expressed  in  dollars. 


Also  contributing  to  the  wide  cost  differential  is  the  deliberate  policy  of  the  Mexican 
government  to  keep  minimum  wages  low.  Since  the  Mexican  minimum  wage  often  serves 
as  a  ceiling  as  well  as  floor  under  wages,  this  policy  serves  to  encourage  further  development 
of  Mexican  export  processing  zones  at  the  expense  of  workers  in  both  Mexico  and  the 
United  States.' 

There  is  also  a  paucity  of  data  on  average  wages  in  Mexico's  apparel  industry.  Data 
published  by  the  U.  S.  Department  of  Labor  on  apparel  maquiladoras,  which  reputedly  pay 
substantially  higher  wages  and  benefits  than  other  Mexican  apparel  plants,  showed  1988 
average  hourly  earnings  of  only  $.60  an  hour.  Total  compensation,  including  employer 
payments  to  benefit  plans,  was  only  $.76  per  hour.^'^ 

It  must  be  stressed  that  the  reported  earnings  are  for  maquila  plants  in  the  higher-wage 
border  area.  Earnings  elsewhere  in  the  Mexico  apparel  industry  are  much  lower.  The 
ILGWU  Research  Department  has  estimated  1990  compensation  in  the  entire  Mexico 
apparel  industry  to  be  $.70  cents  an  hour. 

In  sum,  Mexican  apparel  wages  are  at  best  one-tenth  of  U.  S.  levels.  While  the  wage  gap 
may  perhaps  widen  less  over  the  long  term  if  Mexico's  economy  becomes  more  stable,  there 
is  Uttle  likelihood  of  it  being  reduced  in  the  near  funire.  It  is,  therefore,  crucial  that  duty 
and  quotas  continue  in  effect  on  shipments  of  apparel  from  Mexico  to  the  United  States. 

Any  meaningful  discussion  of  comparative  labor  costs  in  Mexico  and  the  United  States  must 
also  take  into  account  a  number  of  factors  that  are  not  subject  to  quantification. 


"^  ILAB,  op.  cit.,  p.  49. 
^  ILAB,  op.  cit.,  p.  93. 
'  ILAB,  op.  cit.,  p.  66. 
^°  ILAB,  op.  cit.,  pp.  94,  95. 
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First,  the  maximum  work  week  in  Mexico  is  48  hours.^^  In  the  United  States,  the  basic 
work  week  in  non-union  plants  is  40  hours  per  week.  In  shops  under  contract  with  the 
ILGWU,  a  35  hour  work  week  has  been  in  effect  for  many  decades. 

Second,  is  the  use  of  child  labor  in  Mexico.  Children  there  may  be  employed  in  factories 
at  the  age  of  14,  but  are  limited  to  working  6  hours  a  day  until  they  are  16.^  In  the  United 
States,  factory  workers  are  more  likely  to  be  at  least  18.  Many  Mexican  children  are  also 
employed  in  the  smaller,  local  apparel  factories.  Many  are  unpaid  family  workers  and  work 
even  before  they  reach  the  age  of  14. 

All  these  factors  tend  to  undercut  U.  S.  standards  and  make  it  difficult,  if  not  impossible, 
for  U.  S.  firms  to  compete  with  Mexican  counterparts. 

While  a  number  of  U.  S.  firms  have  attempted  to  compete  by  moving  their  own  production 
to  Mexico,  such  actions  do  nothing  to  protect  U.  S.  garment  workers  who  face  massive  loss 
of  jobs  when  dislocations  take  place. 


Industiy  Labor  Characteristics 

The  United  States  apparel  industry  in  1992  was  made  up  of  nearly  one  million  employees, 
of  which  816,000  or  roughly  82  percent  were  production  workers.  The  share  of  production 
workers  has  steadOy  declined  as  their  jobs  have  moved  overseas.  The  1992  production 
worker  figure  is  441,400  fewer  than  in  the  1973  peak  year.  The  textile  industry,  with  about 
650,000  workers,  supplies  the  basic  materials  used  in  making  apparel.  An  additional 
estimated  2  million  workers  relate  to  both  industries. 

Historically,  the  U.  S.  apparel  industry  has  been  a  job  entry  industry  and  it  continues  to  be 
so.  Women  constitute  about  80  percent  of  the  work  force,  many  of  them  being  the  sole 
support  of  their  families.  The  industry  operates  in  small  communities  scattered  throughout 
the  country  in  addition  to  larger  cities.  In  the  former,  an  apparel  plant  is  the  only  game  in 
town.  When  an  apparel  plant  closes  down,  there  are  few,  if  any,  alternative  jobs. 

Although  U.  S.  apparel  workers  earn  at  least  ten  times  more  than  their  counterparts  in 
Mexico,  they  are  among  the  lowest  paid  U.  S.  manufacturing  workers.  In  recent  years,  as 
apparel  imports  have  increased,  imemployment  in  the  industry  has  been  running  about  50 
percent  higher  than  in  the  nation  as  a  whole. 

Most  jobs  lost  in  the  industry  have  resulted  from  the  increase  in  apparel  imports,  which 
have  more  than  doubled  in  the  last  ten  years.  At  one  point  the  government  maintained  a 
trade  adjustment  program  to  assist  workers  who  lost  their  jobs  because  of  imports.  While 
this  program  offered  some  opportunity  through  retraining,  it  did  not  guarantee  new  jobs. 
Some  workers  called  it  burial  insurance.  However,  the  program  represented  some 
indication,  however  slight,  of  concern  for  workers  who  lost  their  jobs  because  of  imports. 
In  the  current  federal  budget,  however,  there  is  no  money  for  the  trade  adjustment  program. 

While  whites  make  up  the  largest  share  of  the  industry's  work  force,  the  industry  continues 
to  be,  as  it  has  been  historically,  a  source  of  employment  for  Blacks,  Hispanics,  Asians  and 
other  minorities.  In  recent  years,  the  share  of  Hispanic  workers  has  been  increasing  as 
Table  2  shows. 

Hispanic  employment  in  the  apparel  industry  has  grown,  while  employment  in  the  industry 
as  a  whole  has  declined.  While  current  detailed  data  on  workers  of  Mexican  origin  are  not 
available  at  this  time,  it  is  generally  accepted  that  Mexicans  constitute  a  growing  share  of 
industry  employment.  As  with  workers  fi'om  other  countries  who  have  come  to  the  U.  S. 


Idem. 
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to  seek  opportunity  for  improved  living  standards,  Mexican  apparel  workers  are  to  be 
threatened  with  job  loss  under  the  FTA. 

Table  2:  Apparel  Employment  by  Origin,  1986,  1990,  1991  and  1992 
All  Employees  (in  thousands  and  percentages) 


1986  1990  1991  1992 


Number 

168 

155 

160 

173 

Percent 

ricnoniV 

143% 

14.4% 

153% 

16.4% 

Number 

215 

240 

214 

218 

Percent 

18.3% 

223% 

20.5% 

20.7% 

TOTAL  1,176  1,076  1,044  1.053 


Source:  U.  S.  Bureau  of  Labor  Statistics 


Encouragement  to  U.  S.  apparel  companies  -  and  those  from  other  countries  as  well  -  to 
assemble  apparel  in  Mexico  for  the  U.  S.  market  because  of  low  Mexican  wages  and  vastly 
inferior  working  conditions  and  without  either  quotas  or  duties  must  in  short  order  affect 
workers  of  Mexican  origin  in  the  U.  S.  It  is  a  curious  commentary  on  our  government  policy 
which  seeks  to  exchange  U.  S.  wages  of  Mexican  workers  in  this  country  for  wages  that  are 
90  percent  less  in  the  name  of  helping  the  Mexican  people. 


The  Side  Agreements 

Finally,  some  observations  on  the  issue  of  side  agreements.  During  the  1992  Presidential 
race,  then-candidate  Clinton  indicated  that  he  could  not  support  President  Bush's  NAFTA 
without  the  addition  of  strong,  effective  side  agreements  in  three  areas  --  labor,  environment 
and  import  surges. 

Nearly  a  year  later,  the  Administration  is  about  ready  to  present  the  side  agreements  it 
negotiated  with  Mexico  to  the  Congress.  While  the  full  texts  have  yet  to  be  made  public, 
summaries  make  it  clear  that  the  side  agreements  fall  far  short  of  what  was  promised.  The 
ILGWU  fully  supports  a  strong  environmental  agreement.  I  will,  however,  confine  my 
remarks  to  the  one  dealing  with  labor  standards. 

However,  it  should  be  observed  that  there  are  only  two  side  agreements  not  three  as 
originally  promised  by  the  Adt  illustration.  There  is  no  agreement  on  import  surges, 
although  soaring  imports  of  apparel  from  Mexico  present  a  serious  current  threat  of  further 
job  losses  in  the  industry. 

Major  shortcomings  characterize  the  side  agreement  on  labor.  At  the  top  of  the  list  is  the 
fact  that  neither  NAFTA  nor  the  side  agreement  link  trade  flows  with  a  reduction  of  the 
disparity  between  Mexican  and  U.  S.  labor  standards  by  insuring  that  Mexico  enforces  its 
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legal  guarantees  of  worker  rights.  Mexico  properly  claims  that  it  has  among  the  most 
advanced  labor  standards  in  the  world.  However,  it  is  widely  recognized  that  it  does  not 
enforce  its  own  laws.  Although  Mexico  has  agreed  to  live  up  to  its  own  standards,  there  is 
no  reason  to  believe  that  it  will  not  retain  the  status  quo. 

The  United  States  has  agreed  to  limit  its  complaints  to  Mexico's  failure  to  enforce  child 
labor,  minimum  wage  and  health  and  safety  laws.  Failure  to  provide  Mexico's  workers  with 
enforcement  requirements  of  such  iiitrinsic  worker  rights  as  the  right  to  freely  form  labor 
organizations  and  engage  in  collective  bargaining  makes  a  mockery  of  the  side  agreement 
on  labor  standards. 

Finally,  the  right  of  the  United  States  to  raise  objections  under  these  agreements  is 
essentially  vitiated  by  a  dispute  settlement  mechanism  which  is  so  cumbersome  and  drawn 
out  as  to  render  it  useless.  While  sanctions  were  included  in  an  effort  to  satisfy  the 
demands  that  the  side  agreement  has  teeth,  it  is  virtually  impossible  to  reach  that  point. 
This  was  done  to  satisfy  Mexico's  domestic  political  needs  and  not  to  deal  with  the  needs 
of  both  Mexican  and  U.  S.  workers. 

The  AFL-CIO  has  prepared  a  much  more  extensive  analysis  of  the  flaws  in  the  side 
agreements;  the  ILGWU  fully  supports  this  analysis. 


Conclusion 

The  foregoing  suggests  great  dangers  to  apparel  -  and  other  -  workers  in  our  country  if 
NAFTA  is  ratified.  An  open  border  with  no  duty  or  quotas,  where  a  huge  gap  exists  in 
wages  and  benefits,  where  there  is  no  meaningful  guarantee  of  worker  and  human  rights, 
must  unavoidably  lead  to  massive  shipments  from  the  low  wage  area  to  the  high.  This  can 
only  lead  to  the  further  destruction  of  apparel  jobs  in  the  United  States.  NAFTA  must  be 
rejected  in  favor  of  a  more  rational  association  that  would  truly  meet  the  needs  of  both  the 
Mexican  and  American  people. 
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Chairman  Gibbons.  The  committee  thanks  all  three  of  you  very 
much. 

I  want  to  make  a  few  statements  before  we  go  on  here.  First  of 
all,  I  deeply  respect  your  position.  I  know  the  problems  that  you 
face,  and  I  want  to  work  with  you  in  solving  our  mutual  problems, 
the  problems  of  your  members  and  problems  of  the  United  States. 
There  are  many  things  on  which  we  disagree  and  there  are  many 
things  on  which  we  agree,  and  I  want  to  continue  the  dialog  with 
you  on  this.  I  think  we  are  all  talking  about  the  wrong  thing. 

I  think  fundamentally  our  problem  in  the  United  States  is  this 
and  it  is  very  important:  The  health  care  system  we  have  got  here 
is  a  health  care  system  that  we  can't  afford.  I  am  struck  by  the  fact 
that  just  probably  around  a  year  ago  at  this  time,  sitting  at  the 
same  table  exactly  where  you  are  were  the  big  three  auto  manufac- 
turers, and  I  asked  them  this  question,  and  it  appears  in  the 
record:  What  is  the  health  care  cost  in  your  automobile? 

All  answered  the  health  care  cost  in  their  automobile  was  about 
$1,000  per  car,  and  then  2  weeks  later  I  had  the  big  three  trans- 
plant companies  here:  Nissan,  Toyota,  Honda.  I  asked  them  the 
same  question:  What  is  the  health  care  cost  in  your  car?  The  as- 
tounding answer  was  about  $50  per  car.  Now,  it  has  been  escalated 
to  $100  per  car  in  that  short  period  of  time  by  the  people  who 
translated  all  those  figures  around,  but  it  is  $50  or  $100  per  car 
versus  $1,000  per  car. 

Probably  the  biggest  mistake  that  was  made  in  World  War  II 
was  tying  health  care  to  employment.  American  workers  can't  com- 
pete with  tying  their  health  care  to  employment.  That  is  one  of  the 
fundamental  things  we  have  got  to  separate  in  our  society  and  get 
better  health  care  out  of  it. 

Second  is  this  arcane  tax  system  that  is  burdening  America.  It 
is  costing  us  $300  billion  just  to  collect  the  insane  tax  system  that 
we  worship.  I  have  taken  this  up  on  a  number  of  occasions  in  a 
number  of  forums,  but  I  am  going  to  mail  you  tonight,  and  I  hope 
that  you  will  sit  down  and  read,  the  proposal  for  a  new  tax  system 
that  I  have  put  forward, 

I  realize  it  will  shock  you  and  I  realize  that  we  may  have  some 
differences  of  opinion,  but  we  have  got  to  change  this  tax  system. 
This  tax  system  in  effect  is  subsidizing  imports  into  this  country 
and  subsidizing  your  jobs  out  of  this  country.  We  are  in  the  ridicu- 
lous position  of  subsidizing  our  imports  because  of  our  tax  system 
and  the  ridiculous  position  of  subsidizing  the  export  of  your  jobs  be- 
cause of  this  tax  provision. 

We  have  to  change  the  health  care  system.  We  have  to  change 
the  tax  system  or  our  American  jobs  and  our  standard  of  living  is 
going  to  go  down  inexorably.  It  has  gone  down,  and  it  has  gone 
down  substantially  since  1973  when  these  things  really  began  to 
bite  in  our  economy. 

The  health  care  system  and  the  tax  system  are  intolerable,  and 
I  would  love  to  join  with  you  and  your  people  in  a  discussion.  I 
don't  ask  you  to  buy  my  ideas,  but  to  have  a  discussion  on  how  we 
can  correct  these  things  because  I  think  that  as  sincere  as  you  are 
and  as  determined  as  you  are,  that  we  are  all  talking  about  the 
wrong  thing  here  today.  We  ought  to  be  talking  about  those  fun- 
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damentals:  How  do  we  change  the  American  system  so  that  we  do 
not  penalize  our  employment  here? 

The  tax  system  and  the  health  care  system  are  horrible  anchors 
that  we  have  tied  around  the  necks  of  those  who  are  uniquely  your 
constituents.  I  am  not  going  to  challenge  your  arguments.  I  am  not 
going  to  debate  with  you  all  of  the  statistics.  I  have  studied  these 
trade  statistics.  Anybody  can  make  any  kind  of  argument  on  the 
trade  statistics  they  want  to  because  the  statistics  just  aren't  that 
good.  I  agree  with  you.  But  let's  talk  about  the  fundamentals,  the 
health  care  system  and  the  tax  system. 

Mr,  Matsui. 

Mr.  Matsui.  Thank  you  very  much,  Mr.  Chairman.  I  appreciate 
your  comments  as  well. 

I  would  like  to  ask  Mr.  Sheinkman  a  couple  of  questions  if  I  may. 
You  mentioned  the  Livingston  plant  in  Louisiana  that  closed  down 
and  moved  to  Mexico.  You  also  talked  about  the  fact  that  Levi- 
Strauss  produces  Levis  in  this  country  and  they  can  ship  them  and 
market  them  in  Mexico  at  $7  per  pair  and  because  of  the  Mexican 
Government  these  costs  are  now  $20  per  pair,  and  I  guess  that  is 
the  El  Pacto  that  creates  the  wage  and  price  control  agreement. 

I  guess  what  is  troubling  to  me,  and  I  agree  with  you,  that  these 
things  are  problems,  but  that  is  going  on  now.  That  is  going  on 
without  the  NAFTA.  So  how  does  the  NAFTA  really  change  that 
situation?  Does  it  not  improve  it? 

Mr.  Sheinkman.  No,  the  reason  I  cited  that,  Mr.  Matsui,  was  to 
show  that  while  we  are  told  that  Mexico  will  now  have  more  strin- 
gent enforcement  of  labor  laws,  like  child  labor,  we  know  that 
based  on  past  experience  they  circumvent  the  law  and  that  is  why 
it  is  very  important  to  have  enforceable  rights.  Right  now  under 
the  proposed  so-called  sanctions,  which  have  no  teeth  in  them,  the 
point  of  the  matter  is  that  unless  there  is  something  that  really 
hangs  as  a  threat — let  me  tell  you  a  story. 

You  just  take  a  look  at  what  GSP  has  done  in  Guatemala.  The 
threat  of  removal  of  GSP  to  force  the  Guatemalan  Army  to  back  off 
in  support  when  the  president  threw  out  the  constitution  and  de- 
cided to  dissolve  the  government  and  install  himself  virtually  as  a 
dictator.  In  the  Dominican  Republic,  we  have  seen  what  happened 
when  GSP  was  threatened,  and  GSP  is  under  jeopardy  now  and 
will  no  longer  be  a  force. 

As  my  colleague  pointed  out.  Bill  Bywater,  and  I  stated  labor 
rights  are  not  there.  The  reason  I  use  that  kind  of  an  example  is 
that  as  he  pointed  out  there  is  no  challenge  now  to  this.  Obviously 
we  ought  to  be  doing  away  with  tariffs,  but  during  the  period  that 
we  are  doing  away  with  it,  it  is  a  10-year  period  in  the  textile  and 
apparel  industry. 

There  are  a  lot  of  things  the  Mexican  Government  can  do  to  cir- 
cumvent it  because  we  are  not  dealing  with  a  democratic  country 
and  democratic  rights  and  democratic  means  of  people  challenging 
the  government. 

Mr.  Matsui.  I  think  this  is  where  we  may  differ  because  I  believe 
the  side  agreements  do  have  teeth  in  they.  There  are  a  number  of 
steps  that  have  to  be  taken,  but  actually  they  are  less  cumbersome 
than  section  301  or  the  bill  that  Mr.  Baucus  and  I  introduced, 
which  is  the  Trade  Agreements  Compliance  Act,  the  ability  to  move 
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toward  sanctions  is  much  less  cumbersome  under  the  agreement 
that  the  Ambassador,  Ambassador  Kantor  entered  into  with  Mexico 
and  Canada,  so  there  are  sanctions  in  this  agreement. 

In  fact,  that  is  the  one  way  you  get  compliance  with  enforcement 
of  these  laws. 

Mr.  Sheinkman.  But  where  are  sanctions,  sir,  with  respect  to 
forced  labor,  the  right  of  people  to  join  unions  and  bargain  collec- 
tively? That  is  only  subject  to  consultation. 

Mr.  Matsui.  Let  me  say  this,  Mr.  Sheinkman 

Mr.  Sheinkman.  Am  I  wrong? 

Mr.  Matsui.  Only  13  percent  of  the  United  States  labor  market 
is  unionized.  I  suppose  somebody  in  some  other  country  could 
argue  that  we  are  not  doing  such  a  good  job.  I  think  you  and  others 
in  the  labor  movement  over  the  last  decade  have  complained  that 
it  is  very  difficult  to  organize,  that  additional  impediments  either 
by  the  U.S.  Supreme  Court  or  legislatively  or  through  regulations 
have  been  imposed  upon  the  National  Labor  Relations  Board  make 
it  much  more  difficult  to  unionize. 

Now,  you  know,  we  are  talking  about  an  issue  to  some  extent  of 
sovereignty  here,  some  country  down  the  road  when  they  enter  into 
a  trade  agreement  or  maybe  in  the  GATT  they  are  going  to  tell  us 
we  have  to  do  certain  things  or  maybe  even  say  you  better  make 
it  more  difficult  for  unions  to  organize,  so  I  don't  know  if  this  is 
an  area  that 

Mr.  Sheinkman.  Mr.  Matsui,  why  is  it  we  told  Mexico  that  you 
have  to  change  your  copyright  laws  and  that  is  part  of  the  deal? 
Why  have  we  provided  for  enforcement  in  violation  of  Mexican  sov- 
ereignty? Why  can  we  do  it  to  business  and  whenever  it  comes  to 
the  worker  rights  we  have  difficulty  doing  it?  If  we  have  done  it 
to  the  business  aspect,  and  it  is  in  the  agreement  and  I  have  read 
the  agreement,  and  I  am  sure  you  have,  sir,  you  will  find  that 
there  are  real  enforceable  means  of  doing  it  in  violation  of  quote 
sovereignty  of  Mexico  and  that  was  no  trouble  negotiating.  Why  the 
difficulty  here? 

When  I  raised  the  issue  as  a  member  of  ACTWU,  it  is  very  inter- 
esting, you  know,  I  raised  the  issue  about  labor  rights  back  in  Oc- 
tober before  the  agreement  was  even  negotiated,  and  I  was  told  it 
is  not  on  the  agenda. 

Mr.  Matsui.  Well,  we  do  have  enforceable  rights  in  this  agree- 
ment and  we  do  have  labor  provisions  in  this  agreement  that  will 
be  enforced  by  this  side  agreement.  Let  me  just  ask 

Mr.  Sheinkman.  There  are  no  time  limits,  either. 

Mr.  Matsui.  Well,  it  is  there. 

Mr.  Sheinkman.  There  are  not. 

Mr.  Matsui.  Well,  it  is.  I  believe  it  was  you  who  mentioned 
AlliedSignal  now  has  fewer  employees  than  it  did  think  3  or  4 
years  ago,  from  70,000  down  to  now  66,000  or  65,000  employees. 
What  is  interesting  is  Apple  Computer  and  IBM  have  downsized  as 
well,  the  same  situation  has  occurred  there.  What  is  also  interest- 
ing, however,  is  that  in  the  computer  manufacturing  industry  there 
has  been  an  increase  in  total  jobs  in  the  United  States  even  though 
IBM  and  Apple  have  downsized  and  that  is  because  Gateway  and 
a  lot  of  other  smaller  boutique  companies  have  come  into  play  to 
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compete,  and  so  using  that  number  of  70,000  down  to  65,000  or 
66,000  doesn't  necessarily  mean  that  those  jobs  have  gone  overseas. 

In  fact,  as  I  mentioned  to  the  last  panel,  the  number  of  manufac- 
turing jobs  in  this  country  in  terms  of  GDP  has  been  increasing 
rather  than  decreasing,  and  the  situation  is  much  better  than  it 
was  in  the  past.  The  manufacturers  in  this  country  are  bullish 
about  their  ability  to  compete  and  export  products,  and  I  suppose 
it  is  empirically  shown  by  the  data  because  you  mentioned  that 
manufacturing  equipment  is  the  dominant  equipment  being  sent  to 
Mexico,  and  I  would  have  to  ask  you  what  is  wrong  with  that? 

I  think  it  is  great  if  we  can  create  more  jobs  in  the  United  States 
through  manufacturing  equipment.  Connecticut,  many  of  these 
States  benefit  by  that,  and  these  are  unionized  workers  who  build 
these  machines  and  equipment  that  go  down  to  Mexico. 

Mr.  Sheinkman.  If  I  may  reply,  sir. 

Mr.  Matsui.  Please  do. 

Mr.  Sheinkman.  We  find  that  the  amount  of  investment  that 
some  of  these  companies  have  made  has  been  more  in  the 
maquiladoras  than  have  been  in  their  own  operations.  Now,  while 
it  is  true  that  the  auto  companies  have  downsized,  you  will  find 
that  Volkswagen  just  opened  a  plant  there  in  anticipation  of  ship- 
ping the  goods  over  to  the  American  market  with  NAFTA,  GM,  and 
Ford  have  large  establishments  and  substantial  establishments 
there. 

I  heard  a  great  deal  earlier  about  the  lack  of  productivity  in 
some  cases  of  Mexican  workers,  and  there  was  a  story  this  morning 
in  the  right-hand  lead  column  of  the  Wall  Street  Journal  that  I 
read  on  the  way  down.  Professor  Shalkin  of  the  University  of  Cali- 
fornia pointed  out  that  the  Mexican  Ford  workers  are  about  80  per- 
cent as  productive  as  the  United  States  workers,  and  what  it  costs 
in  training  and  what  it  costs  in  hiring  even  professional  people 
down  there.  We  can't  compete,  and  I  am  talking  about  white  collar 
workers. 

So  you  have  found  that  when  you  are  dealing  with  these  wage 
disparities  of  7  to  10  in  magnitude  difference,  it  does  make  a  dif- 
ference. Sure  there  has  been  downsizing  in  the  American  business, 
and  everybody  talks  about  the  size  of  the  American  labor  move- 
ment. To  a  large  extent,  our  decrease  is  not  only  a  question  of  labor 
laws  which  we  will  get  to  at  another  point,  soon  hopefully  before 
the  Congress.  It  is  because  of  what  has  happened. 

My  colleague  and  brother  Bywater  said,  a  good  deal  of  American 
industry,  for  example,  when  you  get  to  radio  and  TV  was  made  in 
the  United  States,  now  all  made  offshore.  You  have  also  found  that 
on  top  of  downsizing. 

Mr.  Matsui.  If  I  may  just  interrupt. 

Mr.  Sheinkman.  That  is  why  I  see  a  decrease  in  the  unionized 
work  force. 

Mr.  Matsui.  If  I  may  interrupt.  Let  me  say  this:  I  think  that  is 
one  of  the  problems  with  this  debate.  The  Secretary  of  Labor  indi- 
cated yesterday  that  there  has  been  on  the  average  2  million  jobs 
that  move  every  year  in  the  United  States  out  of  the  260  million 
people. 

Twenty  million  jobs  over  the  last  decade  have  changed  in  the 
United  States,  and,  you  know,  I  suppose  in  1910  if  we  had  this  tes- 
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timony  somebody  could  have  been  down  there  saying  the  black- 
smith is  gone  in  America  today  and  the  carriage  maker  is  gone  in 
America  today,  but  that  doesn't  mean  that  this  is  a  net  loss  in  jobs 
because  all  of  a  sudden  you  have  created  an  auto  industry. 

That  is  part  of  the  problem  that  we  are  now  discussing. 

Mr.  Bywater.  I  would  like  to  answer  the  point  to  you.  We  had, 
as  I  told  you,  something  like  350,000  dues-paying  members  at  one 
time.  We  are  down  to  150,000  now.  We  also  had  in  our  union  the 
largest  number  of  TV  and  radio  workers. 

In  1968,  the  president  of  Emerson  Radio  called  me,  and  asked 
me  to  come  down  and  meet  with  him  to  lobby  against  the  Japanese 
who  were  at  that  time  dumping  in  the  American  market.  They 
were  found  guilty  around  1973,  but  no  penalties  were  assessed 
until  the  1980's.  In  the  meantime  all  of  our  U.S.  plants  closed 
down.  They  went  to  Taiwan  and  elsewhere  in  the  far  East. 

We  lost  a  whole  industry,  and  after  that  the  VCR  industry.  We 
lost  all  that,  too.  And  more  losses  are  to  come  under  this  agree- 
ment. The  sanctions  are  going  to  be  meaningless.  The  Secretary  of 
Commerce  of  Mexico  said  that  himself. 

Mr.  Matsui.  I  am  very  aware — go  ahead. 

Mr.  Bywater.  Let  me  finish.  Salinas  also  said  that  he  expects 
Mexico  to  have  a  trade  surplus  with  the  United  States.  That  is 
what  Salinas  said.  Now,  the  United  States  and  Mexico  each  cannot 
have  a  trade  surplus  with  each  other  at  the  same  time. 

Mr.  Matsui.  Let  me  respond.  I  am  well  aware  of  the  problem 
with  the  television  industry.  There  is  no  question  that  we  should 
have  laws  that  we  can  move  more  quickly  and  procedures  that  we 
can  move  more  quickly  on  and  then  have  enforceable  actions,  and 
it  did  not  happen  in  the  TV  industry.  The  VCR's,  we  lost  that  be- 
cause we  decided  we  didn't  want  to  manufacture  the  VCR's. 

Mr.  Bywater.  Only  because  the  television  sets  were  already 
being  manufactured  over  there,  and  we  decided  to  go  on  with  it. 
Yes,  I  understand  what  the  Japanese  did  and  I  give  them  credit 
for  that.  I  am  not  opposed  to  their  looking  out  for  themselves.  We 
don't  look  after  our  own  interests,  that  is  our  problem. 

Mr.  Matsui.  This  situation  is  much  different  because  this  basi- 
cally opens  up  the  Mexican  market.  I  have  to  say  that 

Mr.  Bywater.  The  workers'  wages  do  not  go  up  appreciably,  and 
that  is  why  you  have  large  numbers  of  illegal  immigrants  coming 
to  the  United  States.  That  will  continue. 

Mr.  Matsui.  If  I  can  just  comment  on  this.  Again,  if  you  go  from 
1987  when  you  had  Madrid  and  Salinas  to  1992,  productivity  in 
Mexico  has  gone  up  125  percent  and  real  wages  adjusted  for  infla- 
tion has  gone  up  129  percent,  but  I  agree  with  you  that  prior  to 
that  time,  from  1981  to  1987,  there  was  a  loss  in  real  wages,  and 
that  is  because  inflation  in  Mexico  was  over  100  percent  a  year, 
and  inflation  ate  up  whatever  gains  that  existed  in  productivity  in 
the  work  force. 

Mr.  Sheinkman.  But  beyond  that,  Mr.  Matsui,  the  government 
as  part  of  its  policy  cut  wages. 

Mr.  Matsui.  Exactly.  Let  me  just  say  that  I  agree  with  you  on 
that,  but  you  have  a  change  of  government  there  now,  you  have  a 
President  that  wants  to  change  what  is  going  on  in  Mexico.  I  think 
we  have  to  acknowledge  that  reality. 
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A  few  days  ago,  one  Member  showed  pictures  of  the  shacks  and 
shanties  that  exist  in  Mexico  in  the  maquiladora  region,  but  we 
had  Administrator  Browner  show  up  yesterday  and  testify  before 
this  committee,  and  she  has  come  up  with  a  plan  that  would  set 
up  a  board  of  development  administration  to  try  to  deal  with  the 
environmental  problems,  but  if  we  don't  do  that  the  status  quo  will 
continue  and  the  concerns  of  that  member  would  continue  on.  It 
just  seems  to  me  that  we  need  to  change  the  status  quo. 

Mr.  Sheinkman.  You  know,  in  Europe  before  Turkey,  before 
Spain  and  Portugal  were  brought  into  the  European  Community, 
it  was  a  requirement  that  two  things  be  done.  It  would  be  an  insti- 
tutionalization of  democracy  following  the  dictatorships  that  ex- 
isted in  Spain  and  Portugal,  and  in  a  way  while  you  don't  have  a 
dictatorship  like  you  had  in  some  of  the  more  totalitarian  govern- 
ments, one  representative,  a  South  American  referred  to  Mexico  as 
an  ideal  autocracy,  and 

Mr.  Matsui.  I  think  we  might  disagree  on  that  because 

Mr.  Sheinkman.  Let  me  finish.  We  also  had  seen  the  European 
Community  seek  to  rise  the  living  standards  of  the  people  living 
there,  and  here  what  we  are  doing,  sure,  integration  is  taking 
place,  we  are  not  ostriches,  Mr.  Matsui,  sure  you  have 
Maquiladoras. 

The  question  we  have  is  how  is  it  shaped.  Our  position  is  you 
had  to  have  some  meaningful  labor  rights,  and  where  we  disagree 
very  candidly  is  you  say  they  are  meaningful  and  we  have  tried  to 
demonstrate  to  you  and  the  members  of  the  committee  where  they 
are  not,  and  all  you  are  going  to  do  is  be  perpetuating,  and  we  are 
not  here  to  make  sure  that  Mr.  Salinas  and  the  PRI  are  reelected 
come  next  spring. 

That  is  not  our  function.  We  want  a  stable  Mexico,  yes,  but  we 
are  not  here  to  support  the  election  of  PRI  which  has  been  the  one 
party  system  and  the  one  party  government  of  Mexico  since  the 
revolution. 

Mr.  Matsui.  I  don't  think  anybody  is  suggesting  that  we  want  to 
affect  an  election  in  a  foreign  country,  and  that  is  certainly  not  the 
responsibility  of  this  country  or  anybody  in  this  country.  I  will  say 
in  terms  of  Spain  and  Portugal  that  at  this  current  time,  their  liv- 
ing standards  and  their  wage  rates  have  gone  up  and  at  the  same 
time  the  EC's  living  standards  and  wages  have  gone  up  as  well,  so 
you  know,  even  though  there  is  this  major  disparity  in  terms  of 
standard  of  living  and  wages  between  Spain  and  Portugal  and  the 
EC,  it  hasn't  created  the  sense  of  doom  that  many  were  saying  be- 
fore they  were  brought  into  the  EC. 

Mr.  Bywater.  And  they  are  not  7-to-l,  either,  as  the  Mexican 
wages  are  to  the  United  States. 

Mr.  Matsui.  We  are  much  more  productive  than  the  Mexicans  as 
well. 

Did  you  have  a  comment.  Dr.  Starobin? 

Mr.  Starobin.  Yes.  I  wanted  to  make  two  points,  one  of  them 
picking  up  on  what  Mr.  Sheinkman  said  a  moment  ago,  and  that 
is  that  when  the  European  Community  began,  it  did  not  try  to 
unite  Europe  in  2  to  3  years  as  we  have  tried  to  do  with  Mexico 
and  as  we  will  try  to  do  with  if  the  Enterprise  for  Americas  Initia- 
tive goes  forward.  It  has  so  far  spent  44  years,  since  1949,  when 
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the  iron  and  coal  community  was  established.  It  has  spent  44  years 
in  developing  a  relationship  among  the  countries. 

We  have  done  it  or  tried  to  do  it,  I  think  quite  unsuccessfully, 
in  2  to  3  years.  One  other  point  is  very  germane,  and  that  is  that 
the  common  market,  that  is,  the  developed  countries  of  the  common 
market  poured  in  somewhere  between  $60  and  $70  billion  to  raise 
living  and  technological  standards  in  Spain  and  Portugal.  I  went 
there  2  years  ago  and  spent  weeks  talking  to  people.  I  was  over- 
whelmed by  the  enthusiasm  they  showed  for  the  Common  Market, 
precisely  because  their  living  standards  were  being  raised,  and,  as 
Mr.  Bywater  has  said,  the  disparity  is  not  10  to  1,  the  wage  levels 
in  Spain  and  Portugal  are  roughly  40  to  50  percent  of  those  of  the 
more  developed  countries;  they  are  not  10  percent  or  maybe  less 
than  that  as  they  are  in  the  United  States. 

Mr.  Matsui.  Let  me  make  an  observation  because  you  say  that 
this  will  occur  in  2  to  3  years  in  terms  of  the  free  trade.  We  are 
talking  really  about  15  years  for  the  phase-in  of  the  free-trade 
agreement,  and  the  real  problem  I  have  with  this  discussion,  not 
with  this  discussion  currently,  the  discussion  generally  we  are  hav- 
ing is  the  fact  that  we  have  currently  a  trade  relation  with  Mexico, 
it  is  the  Maquiladoras,  and  I  believe,  and  this  is  what  Ambassador 
Kantor  says,  he  is  trying  to  change  that  relationship  at  this  time, 
where  with  Spain  and  Portugal  you  didn't  have  the  kind  of  rela- 
tionship that  we  currently  have  with  Mexico  with  the  EC,  and  that 
is  the  issue. 

I  think  what  Mr.  Sheinkman  says  is  correct,  if  we  can  market 
Levis  at  $7  a  pair  and  it  goes  down  to  Mexico  and  they  raise  it  by 
$13  up  to  $20,  that  is  unacceptable,  but  that  is  going  to  continue 
on  unless  we  change  the  status  quo,  and  I  appreciate  the  fact  that 
perhaps  we  should  come  up  with  a  little  better  agreement,  but  we 
tried  and  I  believe  the  USTR  has  come  up  with  about  as  good  as 
they  are  going  to  get  under  the  circumstances. 

Yes,  please? 

Mr.  Starobin.  Mr.  Matsui,  the  question  still  occurs  to  me  is  why 
we  rushed  pell-mell  into  an  agreement  in  such  a  brief  period  of 
time  when  other  examples  that  have  been  far  more  effective  than 
NAFTA  will  ever  turn  out  to  be  if  it  is  approved  by  the  Congress. 
The  EC  has  spent  years  in  working  our  the  relationship  among  its 
members.  We  have  rushed  pell-mell  into  an  agreement  without  rec- 
ognizing all  of  its  effects. 

This  is  not  an  agreement  on  trade.  I  tried  to  point  that  out  in 
my  testimony.  The  GAO  points  it  out  in  this  very  detailed  report. 
This  is  an  agreement  for  investment,  for  American  transnational 
corporations.  I  think  that  is  perfectly  clear.  The  average  American 
does  not  benefit  from  this,  the  average  American  company  does  not 
benefit.  It  is  the  transnational  corporations  for  whom  it  was  devel- 
oped and  for  whom  it  was  concluded. 

Mr.  Sheinkman.  If  I  may  add  one  comment.  It  is  not  only  this, 
it  is  the  Caribbean  countries  are  knocking  on  the  door,  as  you 
know,  sir.  In  fact,  this  committee  held  a  hearing  on  the  issue  of 
whether  the  same  kind  of  standards  should  apply. 

A  good  number  of  American  companies  I  know  felt  they  were  led 
down — misled  by  going  down  to  the  Caribbean  and  as  a  result  of 
the  Mexican  Free-Trade  Agreement  they  are  going  to  be  setting  the 
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same  kind — we  are  setting  a  standard  now,  Mr.  Matsui,  in  terms 
of  the  supplemental  agreements  that  are  going  to  govern  what  is 
going  to  happen  in  the  Caribbean  and  what  is  going  to  happen 
down  in  Central  America,  and  that  is  what  I  am  concerned  about 
and  that  is  what  the  Congress  should  be  concerned  about  because 
we  are  concerned  as  trade  unionists  sitting  here,  not  only  about 
what  is  happening  to  American  workers. 

We  have  seen  plenty  of  exploitation  of  workers  down  there.  I  per- 
sonally have  firsthand  visited  free-trade  zones  in  Honduras,  Guate- 
mala, El  Salvador,  the  Dominican  Republic,  I  went  down  to  Haiti, 
had  a  request  of  President  Aristide  and  led  a  labor  delegation  there 
to  see  what  happened  to  workers. 

If  we  don't  set  a  proper  standard,  we  are  going  to  be  setting  a 
course  for  this  country  that  is  going  to  have  an  impact  on  the  peo- 
ple living  down  there  which  we  as  trade  unionists  don't  want  to 
countenance  as  well. 

Mr.  Matsui  [presiding].  In  closing,  I  think  you  raised  a  very  le- 
gitimate concern,  and  that  is  something  we  certainly  have  to  be 
careful  about  in  oversight.  We  appreciate  the  testimony  of  all  three 
of  you  and  thank  you  very  much. 

We  have  panel  No.  3  at  this  time.  We  have  the  American  Asso- 
ciation of  Exporters  &  Importers;  the  chairman  of  the  NAFTA 
Committee,  Steve  Kersner;  the  National  Foreign  Trade  Council, 
President  Frank  D.  Kittredge;  the  American  Chamber  of  Commerce 
of  Mexico  President  Wesley  Wolfe,  who  is  president  of  the  Yale 
Forklift  in  Mexico;  and  I  believe  Willard  Workman,  the  vice  presi- 
dent, international,  with  the  United  States  Chamber  of  Commerce. 

There  was  some  word  that  you  would  be  a  little  late.  I  want  to 
welcome  all  four  of  you  to  testify  before  the  Trade  Subcommittee 
of  the  Ways  and  Means  Committee.  Your  written  statement  will  be 
included  in  the  record.  In  view  of  the  fact  that  there  is  no  other 
member,  you  can  go  on  as  long  as  you  wish,  but  if  you  could  try 
to  limit  your  remarks  somewhat  and  still  make  your  point,  it  would 
be  appreciated. 

I  think  we  will  start  at  this  time  with  Mr.  Workman  with  the 
U.S.  Chamber  of  Commerce. 

STATEMENT  OF  WILLARD  A.  WORKMAN,  VICE  PRESIDENT, 
INTERNATIONAL,  U.S.  CHAMBER  OF  COMMERCE 

Mr.  Workman.  OK,  thank  you,  Mr.  Chairman. 

On  behalf  of  the  U.S.  Chamber  and  our  215,000  member  compa- 
nies, I  am  pleased  to  appear  before  the  subcommittee  on  this  sub- 
ject of  NAFTA.  I  would  like  to  briefly  summarize  my  remarks,  but 
first  I  would  like  to  respond  to  some  of  the  points  that  were  made 
by  the  previous  panelists  in  terms  in  the  interest  of  getting  some 
facts  on  the  table  as  opposed  to  just  simply  some  rhetoric. 

The  business  about  the  European  Community,  from  my  point  of 
view,  and  we  recently  this  week  have  a  publication,  our  fourth  in 
a  series,  that  looks  into  the  single  market  in  the  European  Commu- 
nity in  some  detail,  anybody  that  wants  to  use  the  European  Com- 
munity as  a  shining  example  I  think  ought  lo  take  a  look  at  the 
current  situation  that  they  are  in. 

The  EC  is  in  recession,  their  social  charter  policies  have  made 
many  of  their  companies,  despite  considerable  efforts  over  the  past 
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3  years  to  streamline,  uncompetitive  in  the  global  economy,  and 
they  recognize  that  they  have  these  problems,  that  they  are  going 
to  have  to  make  some  changes. 

I  had,  sir,  Leon  Britton  at  our  international  forum  breakfast  yes- 
terday, and  he  reiterated  the  fact  that  the  European  Community 
understands  and  realizes  that  they  have  some  problems  and  they 
are  going  to  have  to  change  the  way  they  go  about  doing  business 
and  the  way  they  finish  constructing  the  single  market.  I  want  to 
get  that  fact  out  on  the  table. 

We  do  not  aspire  to  be  the  European  Community.  They  have  a 
different  tradition,  they  have  different  economic  circumstances.  We 
are  building  on  an  American-Canadian  Free-Trade  Agreement.  It  is 
a  uniquely  North  American  approach  to  free  trade,  and  in  many  re- 
spects it  sets  the  world  standard  for  free  and  fair  trade  that  goes 
beyond  anything  that  is  currently  being  contemplated  in  the  GATT 
negotiations,  so  the  NAFTA  represents  in  global  terms  a  new  world 
standard  for  free  and  fair  trade  that  protects  the  interest  of  all  par- 
ties to  the  agreement,  so  I  just  want  to  make  that  point. 

The  second  point  that  I  wanted  to  make,  it  has  been  suggested 
that  somehow  the  United  States  engage  in  a  system  of  providing 
aid,  assistance,  whatever  you  want  to  call  it  to  Mexico  to  raise  its 
economic  situation  up  to  a  comparable  level  with  Canada  and  the 
United  States.  I  think  this  Congress,  I  think  this  Government,  I 
think  the  American  business  community  acknowledges  that  there 
is  a  difference,  but  that  the  preferred  way  to  go  is  trade,  not  aid. 

I  don't  see  any  great  ground  swell  among  our  membership,  and 
I  think  among  the  general  American  public  to  expand  the  U.S.  For- 
eign Assistance  Program  beyond  what  it  is  right  now. 

The  third  point  that  I  would  like  to  make  or  rebut  is  that  the 
NAFTA  is  solely  an  investment  treaty.  Of  course  it  is  an  invest- 
ment treaty.  There  have  been  restrictions  on  United  States  invest- 
ment, not  only  in  Mexico,  but  also  in  Canada  for  the  past  40  years, 
and  what  is  wrong  with  United  States  companies,  not  only  the  big 
multinationals,  but  the  principal,  the  95  percent  of  my  200,000 
members  that  employ  less  than  100  workers,  small  businesses  for 
the  first  time  are  going  to  be  able  to  make  investments  in  Mexico 
and  in  Canada,  and  I  don't  see  anything  wrong  with  that. 

If  the  company  prospers,  if  they  are  going  to  have  a  friendly  sub- 
sidiary that  they  can  sell  more  product  that  they  produce  in  the 
United  States  to,  then  everybody  benefits.  The  subsidiary  and  the 
workers  it  hires  in  Mexico  or  Canada  benefit,  and  the  additional 
United  States  workers  of  the  parent  company  that  the  United 
States  has  to  put  on  benefits,  so  I  don't  see  anything  wrong  with 
this  being  an  investment  treaty.  It  is  not  just  an  investment  treaty. 

As  you  well  know,  there  are  over  a  thousand  pages  that  deal 
with  tariff  reductions  which  get  directly  to  the  issue  of  exports. 
Then  finally,  I  am  somewhat  amused  when  organized  labor 
purports  to  speak  for  American  business.  The  facts  are  that  they 
only  represent  12  percent  of  the  American  work  force.  The  88  per- 
cent of  American  workers  who  work  predominantly  for  people  who 
are  like  my  membership,  small  businesses,  have  a  different  view, 
so  I  think  we  are  hearing  from  a — we  have  to  recognize  we  are 
hearing  from  a  particular  group  that  has  a  particular  axe  to  grind, 
and  I  just  wanted  to  make  that  short  point. 
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Specifically  there  are  a  few  key  points  from  my  testimony  that 
I  would  like  to  highlight  and  then  I  will  defer  to  my  colleagues  for 
the  rest  of  the  thing.  I  want  to  talk  about  small  business.  I  think 
it  is  generally  accepted  that  the  larger  companies,  especially  the 
ones  who  are  already  located  in  Canada  and  Mexico,  are  going  to 
benefit  under  the  NAFTA,  but  what  is  not  generally  well  known  is 
that  American  small  companies  and  medium-sized  companies  are 
going  to  benefit  as  well.  They  will  benefit  indirectly  because  they 
are  generally  the  suppliers  to  the  large  multinationals  in  this  coun- 
try, and  as  the  large  multinationals  trade  expands,  then  their  busi- 
ness with  their  supplier  group,  the  small  companies,  expands  as 
well,  but  they  are  going  to  benefit  directly,  and  for  the  first  time. 

Because  of  the  Mexican  tariffs,  many  United  States  small  compa- 
nies right  now  are  precluded.  They  cannot  sell  into  the  Mexican 
market  because  they  can't  compete.  The  tariffs  give  Mexican  com- 
panies a  price  advantage.  So  they  aren't  selling  into  Mexico  right 
now.  The  growth  in  trade  that  we  have  seen  between  the  United 
States  and  Mexico  over  the  past  6  years  has  come  principally  from 
the  larger  companies.  The  great  unrealized  and  probably 
uncalculable  potential  in  the  NAFTA  is  that  we  are  going  to  allow 
our  small  companies  to  export  into  what  they  consider  to  be  a 
friendly  market  for  the  first  time. 

Now  let  me  tell  you  specifically  how  it  benefits  small  companies. 
It  eliminates,  it  lowers  the  numbers  of  risks  that  they  have  to  take. 
A  small  company  can't  assume  as  many  risks  as  a  big  company, 
simply  because  of  its  size.  NAFTA  puts  in  place  trade  rules,  trans- 
parency processes,  and  generally  lowers  the  business  risk,  if  you 
will,  for  these  companies  immeasurably. 

Second,  I  mentioned  earlier  that  this  is  about  tariffs.  We  are 
talking  about  phasing  out  the  tariffs  on  9,000  specific  items  that 
our  companies  make  and  can  sell  into  Mexico.  I  am  sure  we  have 
already  heard  that  Mexicans  have  a  predisposition  to  buy  Amer- 
ican, 70  cents  out  of  every  dollar  of  imports  goes  to  United  States 
companies.  The  third  thing,  it  eliminates  a  lot  of  these  licensing  re- 
quirements that  Mexico  has  put  in  place,  quite  frankly  to  protect 
the  Mexican  market,  and  that  is  a  lot  of  red  tape  which  small  busi- 
nesses in  particular  are  not  capable  of  dealing  with.  That  gets 
eliminated  under  the  NAFTA.  It  builds  a  dispute  settlement  mech- 
anism that  works  in  all  areas  that  is  fair,  that  is  transparent. 

Right  now  United  States  small  companies  are  intimidated  by  the 
Mexican  judicial  process  such  as  it  is.  It  will  protect  intellectual 
property.  A  lot  of  U.S.  small  companies,  the  most  important  asset 
they  have  is  their  patent  or  their  software  design  or  what  have 
you.  It  allows  them  to  have  a  comfort  level  that  those  intellectual 
property  rights  are  going  to  be  protected  in  the  Mexican  market. 

With  the  elaborate  rules  of  origin,  the  benefits  of  the  NAFTA 
stay  in  North  America.  That  is  important  for  our  companies  as 
they  get  ready  for  the  next  phase,  which  is  global  competition  with 
Asian  companies  and  with  European  companies.  It  creates  new  op- 
portunities in  services.  Many  of  our  small  business  are  service  pro- 
viders. If  you  look  at  the  service  provisions  of  the  NAFTA,  it  is  a 
brand-new  market  for  them. 


215 

As  more  and  more  of  our  companies  learn  about  the  prospects  in 
those  areas,  there  remains  that  we  are  having  a  debate  about 
whether  we  should  have  a  NAFTA  at  all. 

Finally,  it  establishes  mechanisms  to  alert  small  businesses  to 
commercial  opportunities.  From  our  point  of  view,  and  we  have 
been  talking  to  our  membership  about  this  for  over,  well  over  a 
year,  the  only  question  in  their  minds  is  why  didn't  we  approve  it 
a  year  ago? 

With  that,  I  will  end  my  statement  and  just  reiterate  that  the 
chamber  and  particularly  our  small  business  members  are  strongly 
in  favor  of  the  NAFTA  and  will  be  working  with  you  and  other 
Members  of  the  Congress  to  secure  its  passage. 

Thank  you  very  much. 

Mr.  Matsui.  Thank  you. 

[The  prepared  statement  follows:] 
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I  am  Willard  Workman,  Vice  President,  International,  of  the  U.S.  Chamber  of 
Commerce.  The  Chamber's  membership  consists  of  over  215,000  businesses  and 
organizations.   Ninety-six  percent  of  our  members  employ  100  or  fewer  persons.   Seventy 
percent  employ  ten  or  fewer  persons.   Our  membership  also  includes  3,000  local  and 
state  Chambers  of  Commerce,  1,200  trade  and  professional  associations,  68  American 
Chambers  of  Commerce  abroad  and  11  bilateral  international  business  councils.  The 
Chamber  appreciates  this  opportunity  to  comment  on  the  proposed  North  American 
Free  Trade  Agreement  (NAFTA),  which  will  be  of  particular  value  to  small  business. 

WHY  IS  NAFTA  IMPORTANT? 

NAFTA  will  help  the  United  States  become  more  competitive  by  increasing  U.S. 
exports  to  Mexico  and  creating  jobs  in  the  United  States.   NAFTA  expands  on  the  free 
trade  agreement  the  United  States  already  has  with  Canada  to  eventually  eliminate 
tariffs  on  trade  among  the  United  States,  Canada,  and  Mexico.   It  also  covers 
investment,  services,  intellectual  property,  and  agriculture  and  provides  rules  for  settling 
disputes.   It  allows  for  temporary  safeguards  and  measures  to  deal  with  injury  to 
industries,  labor,  and/or  localities  resulting  from  its  implementation. 

NAFTA  has  become  a  lightning  rod  for  the  misgivings  Americans  have  about  our 
country's  ability  to  compete  internationally.   It  marks  our  nation's  coming  to  grips  with 
the  fact  that  we  must  meet  global  competition  head-on.   By  creating  the  largest  trading 
bloc  in  the  world  —  a  $7.2  trillion  market  of  370  million  consumers  stretching  from 
Canada  to  Mexico  —  the  United  States  will  put  aside  isolationist  fears  and  become 
engaged  to  compete,  and  win,  in  the  post  Cold- War  global  economy. 

NAFTA  opponents  have  irresponsibly  tried  to  link  every  problem  faced  by  the 
U.S.  economy  to  NAFTA.  They  argue  that  jobs  will  be  "sucked"  into  Mexico  and  that 
the  United  States  will  face  a  new  flood  of  illegal  immigrants  from  Mexico.   Opponents 
even  claim  that  our  food  supply  will  be  threatened  by  contaminated  Mexican  food  and 
our  roads  will  be  crowded  with  drug-abusing  Mexican  truck  drivers.  But  none  of  this  is 
true. 
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For  years,  American  exporters  were  locked  out  of  Mexico.   Selling  to  Mexico 
required  opening  factories  south  of  the  border.   At  the  same  time,  Mexican  goods  could 
come  into  our  country  virtually  tariff-free.   The  United  States  feared  that,  unless  we 
continued  to  provide  trade-related  and  other  forms  of  one-way  economic  concessions,  a 
communist-inspired  revolution  would  explode,  threatening  U.S.  national  security  and 
driving  millions  of  Mexicans  into  the  United  States. 

By  1986,  the  United  States  had  a  $6  billion  trade  deficit  with  Mexico  because  of 
these  unfair  rules.   U.S.  companies  operating  in  Mexico  even  faced  "performance 
requirements,"  compelling  them  to  export  a  high  percentage  of  goods  to  the  United 
States  before  they  could  sell  in  Mexico.  This  unbalanced  trading  arrangement  actually 
encouraged  companies  to  move  to  Mexico  and  put  many  U.S.  companies  out  of  business. 
But  now,  the  Cold  War  has  ended  and  Mexico  is  adopting  free-market  economic  policies. 
The  United  States  finally  has  a  chance  to  carve  out  a  fair  deal  with  Mexico.  That's 
what  NAFTA  is  all  about. 

Since  1986,  as  Mexico  has  lowered  its  barriers  to  American  goods,  U.S. 
manufactured  exports  have  skyrocketed,  reaching  $41  billion  last  year.   And  this  does  not 
include  the  rapidly  expanding  services  trade  -  principally  U.S.  exports  to  Mexico.  The 
United  States  has  turned  its  $6  billion  trade  deficit  into  a  $5.4  billion  trade  surplus. 
Thanks  to  these  exports,  400,000  new  jobs  have  been  created  in  the  United  States.   With 
NAFTA,  all  remaining  barriers  will  come  down,  creating  200,000  additional  new  jobs  by 
1995  alone. 

Yet,  despite  these  significant  gains,  the  question  continues  to  be  raised:  Can  the 
United  States  compete  with  Mexico?  The  answer  is  an  emphatic  yes  —  we  already  are 
competing  with  Mexico  —  and  we  are  winning.   More  than  70  percent  of  Mexican  imports 
come  from  the  United  States.   With  NAFTA,  U.S.  products  will  enter  Mexico  duty-free  — 
giving  them  preferential  treatment  over  products  from  other  countries.   The  bottom  line 
is  that  American  products  will  be  more  competitive. 

Another  question  that  continues  to  be  raised:   Won't  NAFTA  encourage 
businesses  to  move  to  Mexico?     Put  simply,  there  is  nothing  to  stop  businesses  from 
moving  to  Mexico  now,  and  defeating  NAFTA  won't  change  that.   In  fact,  as  part  of  its 
economic  modernization,  Mexico  is  taking  the  initiative  to  get  rid  of  laws  which 
encourage  companies  to  relocate  to  Mexico  in  order  to  sell  their  products  there.   With 
NAFTA,  more  U.S.  companies  will  be  able  to  sell  more  products  to  Mexico  directly  from 
the  United  States.  That  is  why  NAFTA  is  so  important  to  America's  small  and 
medium-sized  companies,  many  of  which  will  be  able  to  sell  in  Mexico  for  the  first  time. 
Moreover,  the  eventual  elimination  of  all  tariffs,  along  with  NAFTA's  strong  North 
American  rules  of  origin,  will  further  encourage  U.S.  companies  already  in  Mexico  to  use 
U.S.  suppliers. 
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NAFTA  will  serve  as  a  model  of  what  fell  trade  should  be  like  —  and  we  should 
use  this  model  to  press  other  countries  to  open  their  markets  to  U.S.  goods. 

EXPORTS,  SMALL  BUSINESS  AND  THE  NAFTA 

Let  me  first  note  that  exports  have  driven  U.S.  economic  growth  over  the  past  few 
years,  and  that  small  businesses  have  generated  most  new  U.S.  jobs.   Putting  two  and  two 
together,  it  is  not  hard  to  conclude  that  increasing  small  business  exports  will  have  a 
particularly  beneficial  impact  on  job  creation.   As  explained  below,  NAFTA  will  make  it 
substantially  easier  for  U.S.  small  businesses,  and  indeed  U.S.  business  generally,  to 
export  to  Mexico--our  second-largest  and  most  rapidly  growing  export  market. 

More  specifically,  for  small  business,  NAFTA  would: 

•  Mean  fewer  risks  for  business  by  eliminating  many  export  obstacles.   NAFTA 

would  establish  fair  and  open  trade  rules  among  the  United  States,  Mexico,  and 
Canada. 

•  Phase  out  tariffs  on  all  9,000  goods  traded  between  Mexico  and  the  United  States. 

Many  goods  U.S.  companies  would  like  to  export  to  Mexico  face  relatively  high 
tariffs,  but  most  Mexican  goods  are  allowed  into  the  United  States  virtually 
tariff-free.   Because  Mexican  tariffs  are  higher,  U.S.  companies  will  gain  the  most. 
At  the  same  time,  import-sensitive  U.S.  industries  are  granted  up  to  a  15-year 
tariff  phase-in  adjustment  period. 

•  Eliminate  many  of  Mexico's  burdensome  licensing  requirements  and  user  fees, 
which  add  to  the  red  tape  of  doing  business  in  Mexico  today.   Import  licenses 
often  serve  as  an  informal  monitoring  system  and  can  limit  the  amount  of  certain 
goods  entering  the  country. 

•  Build  a  commercial  dispute-settlement  process  that  works.  NAFTA  would  build 
on  the  model  in  the  U.S.-Canada  free  trade  agreement  and  would  create  bi-  and 
tri-national  panels,  operating  under  a  clearly  defined  set  of  rules  and  regulations. 

•  Protect  intellectual  property.   New  global  standards  in  intellectual  property  rights 
would  provide  NAFTA  innovators  with  the  best  protection  available  for  their 
intellectual  creations. 

•  Keep  the  benePits  in  North  America.   Rules  of  origin,  which  determine  where  a 
good  is  made,  would  be  streamlined  to  reduce  paperwork  burdens  and  would 
work  to  the  advantage  of  small  U.S.  suppliers  by  favoring  U.S.-,  Mexican-,  and 
Canadian-made  parts  over  those  made  in  the  Far  East,  elsewhere  in  Asia,  or 
Europe,  for  example. 
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•  Create  new  opportunities  in  services.    Service  providers  would  benefit  from 
increased  access  to  many  sectors  of  the  Mexican  service  economy  which  were 
previously  closed. 

•  Establish  mechanisms  to  alert  small  business  to  commercial  opportunities. 
NAFTA  acknowledges  that  many  small  businesses  don't  export  because  of  a  lack 
of  information.    NAFTA  would  create  a  special  working  group  to  help  small 
businesses  gain  access  to  public  procurement  contracts  in  all  three  NAFTA 
nations.   Small  business  set-asides  in  all  three  nations  would  be  preserved. 

This  is  not  to  say  that  NAFTA  will  be  an  unmitigated  bonanza  for  all  concerned. 
There  will  be  some  dislocation,  at  least  in  the  short  run.   Some  companies  and  workers 
will  find  that  the  changing  economic  order  will  require  entry  into  new  lines  of  business 
and  acquisition  of  new  skills  to  meet  changing  market  conditions.   There  will  also  be  a 
less-than-even  accrual  of  benefits  to  all  U.S.  industries,  as  all  categories  of  tariffs  and 
other  restrictions  will  not  be  eliminated  over  the  same  time  period. 

However,  nearly  every  economic  study  released  to  date  (including  the 
Congressional  Budget  Office's  own  analysis)  suggests  that  NAFTA  will  generate  a  net 
increase  in  jobs.   Last  July,  the  CBO  conservatively  predicted  that  NAFTA  will  generate 
between  235,000  and  335,000  net  jobs  United  States.   While  predicting  an  overall 
increase  in  jobs,  CBO  estimates  that  over  the  15-year  course  of  NAFTA's 
implementation  between  100,000  and  200,000  jobs  might  be  lost  due  to  NAFTA.   This 
compares  with  an  estimated  loss  of  2  million  jobs  that  could  result  from  defense  cuts 
enacted  as  part  of  the  Omnibus  Budget  Reconciliation  Act  of  1983  (OBRA).   And, 
unlike  NAFTA,  OBRA's  defense  agenda  includes  as  yet  no  counterweights  that  will  even 
come  close  to  offsetting  those  mammoth  losses. 

Moreover,  when  one  considers  the  substantial  new  opportunities  resulting  from 
eliminating  Mexican  trade  barriers  with  the  increased  employment  opportunities 
throughout  the  region,  NAFTA's  overall  value  to  the  U.S.  economy  and  business 
community  is  evident. 

KEY  UNRESOLVED  ISSUES 

As  important  as  NAFTA's  implementation  will  be  for  the  Chamber's  members 
and  the  three  countries,  there  are  still  a  number  of  issues  left  unresolved  by  the 
negotiations.   For  example: 

•  It  is  not  yet  clear  whether  appropriate  Customs  and  infrastructure  resources  will 
be  made  available  to  ensure  adequate  border  enforcement,  e.g.,  protection  of 
intellectual  property,  enforcement  of  sanitary  and  phytosanitary  standards.   We 
encourage  Congress  to  authorize  commitment  of  such  resources  as  may  be 
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necessary  to  ensure  that  NAFTA's  tremendous  gains  in  these  areas  will  become  a 
reality. 

•  Mexico's  non-CoCom  status  will  dictate  that  U.S.  exports  to  Mexico  will  require 
special  licenses  far  more  often  than  will  U.S.  exports  to  Canada.  U.S.  exports  to 
Mexico  will  thus  continue  to  face  an  export  impediment  of  our  own  making. 

•  There  are  still  some  investment  sectors  in  both  Mexico  and  Canada  which  are 
closed  to  private  investment.  The  three  governments  should  work  to  open  those 
sectors  as  soon  as  possible. 

•  Canada's  "cultural  exemptions,"  which  permit  continued  discriminatory  treatment 
of  U.S.  copyrighted  goods,  were  not  eliminated  under  NAFTA. 

•  All  three  nations  should  meet  their  pledge  to  open  sub-federal  procurement  to 
increased  trade  during  the  life  of  the  agreement. 

•  All  three  countries  should  seek  elimination  of  remaining  subsidies  and  quotas 
through  the  GATT  Uruguay  Round  and  other  negotiating  fora  as  needed. 

All  of  these  issues  are  important  to  the  U.S.  business  community  and  need  to  be 
resolved.   If  such  resolution  requires  initiatives  outside  of  the  NAFTA  framework,  so  be 
it.   Furthermore,  it  is  doubtful  that  any  of  these  issues  will  be  addressed  if  NAFTA  is 
defeated. 

LABOR  AND  ENVIRONMENTAL  CONSIDERATIONS 

Even  without  the  inclusion  of  environment-specific  provisions,  the  effect  of  the 
NAFTA's  commercial  provisions  themselves  would  likely  be  beneficial:  increased 
economic  growth  deriving  from  NAFTA-induced  trade  will  permit  Mexico  to  afford 
stronger  enforcement  of  its  already  well-developed  environmental  laws.   However,  some 
critics  contend  that  while  the  NAFTA  has  some  good  environmental  provisions,  it  should 
have  gone  further.   Other  critics  contend  that  NAFTA  has  no  "good"  environmental 
provisions  and  that  negotiations  should  start  over  or  that  the  agreement  should  be 
scrapped.   While  there  is  debate  within  the  environmental  community,  the  leading 
environmental  groups  agree  with  the  Chamber  that  NAFTA  itself  contains  significant 
and  unprecedented  envirormientally  friendly  provisions.   Among  other  things,  it  provides 
for  (1)  the  sanctity  of  existing  U.S.  health,  safety,  and  environmental  standards;  (2) 
allowance  for  even  tougher  standards  in  the  future,  without  preemption;  (3)  continued 
limitations  on  trade  in  controlled  products;  and  (4)  allowance  for  environmental 
conditions  and  impact  statements. 

NAFTA  deems  it  "inappropriate"  for  a  party  to  hold  lax  environmental 
enforcement  as  an  incentive  to  attract  foreign  investment.   NAFTA  also  creates  a  dispute 
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settlement  mechanism  for  parties  to  complain  if  they  beheve  another  party  has  violated 
this  pledge. 

While  NAFTA  does  not  specifically  "earmark"  programs  for  infrastructure 
improvement,  it  does  phase  in  trucking  and  rail  liberalization  over  six  years,  to  give 
parties  time  to  make  necessary  improvements. 

NAFTA  AND  THE  SIDE  AGREEMENTS 

On  balance,  NAFTA's  tremendous  benefits  for  U.S.  business,  particularly  small- 
and  medium-sized  companies,  far  outweigh  the  Chamber's  concerns  over  some  of  the 
final  side  agreements'  provisions.  The  Chamber  continues  to  believe  that  use  of  trade 
sanctions  to  enforce  side  agreements  will  set  a  dangerous  and  counterproductive 
precedent,  even  as  a  last  resort.    However,  the  side  agreements'  final  draft  does  reflect 
an  increased  willingness  (when  compared  with  earlier  drafts)  by  the  negotiators  to  create 
cooperative  mechanisms  to  counter  the  agreements'  excessively  confrontational 
investigative  and  penalty  mechanisms. 

This  increased  cooperation,  combined  with  public  exposure  (or  "sunshine")  of 
enforcement  problems,  can  be  an  effective  tool  for  enhancing  environmental  conditions 
and  improve  worker  standards  throughout  the  region.   Whether  these  cooperative 
provisions  will  prevail  over  the  agreements'  acrimonious  (and  potentially  trade-distorting) 
dispute  resolution  provisions  will  depend  on  how  each  of  the  provisions  is  implemented. 
Because  significant  last-minute  changes  were  made  during  the  negotiations,  the  actual 
final  text  is  needed  to  fully  evaluate  the  implications  of  the  final  provisions  as  outlined  in 
the  negotiators'  summaries. 

ADJUSTMENT  FOR  COMPANIES  AND  WORKERS 

In  November  1990,  well  before  NAFTA  began  to  receive  serious  consideration  in 
either  branch  of  govenmient,  the  Chamber  noted  that  the  NAFTA  should  "allow 
temporary  safeguards  and  measures  to  deal  with  serious  injury  to  industries,  labor  and/or 
localities  resulting  from  the  liberalization  process."   NAFTA  will  present  some  significant 
short-term  adjustment  problems.  These  will  include  surging  competition  for  some 
businesses  and  unemployment  for  some  workers.   Where  adaptation  is  not  immediately 
feasible,  adjustment  and  retraining  assistance  must  be  made  available  to  ease  the 
transition.   Policymakers  will  be  faced  with  the  challenge  of  managing  this  transition 
period  as  effectively  as  possible.   Dislocated  businesses  and  workers  should  be  given  the 
best  possible  opportunity  to  redirect  their  resources  and  skills  toward  participation  in  the 
new,  integrated  North  American  market.   Export  counseling,  market  intelligence, 
increased  access  to  financing,  and  job  creation  and  training  are  all  critical  elements  of  a 
successful  NAFTA  adjustment  strategy.   To  succeed  will  require  pro-active  cooperation 
by  all  levels  of  the  private  and  public  sectors.   It  is  with  these  objectives  in  mind  that  the 
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Chamber  will  examine  NAFTA-related  proposals  on  assistance  to  American  companies 
and  workers. 


CONCLUSION 

NAFTA  represents  a  historical  undertaking  of  major  significance  to  the  North 
American  economy.   As  much  as  any  other  public  policy  initiative,  NAFTA  represents  a 
fork  in  the  road  in  the  U.S.'s  future  and  presents  the  U.S.  body  politic  with  a  simple 
choice:  either  to  embrace  the  future  or  to  try  to  hide  from  it.   But  the  fact  is,  there  can 
be  no  hiding.   We  must  compete,  not  retreat.   Our  relations  with  not  only  Mexico,  but 
the  rest  of  the  hemisphere,  depend  heavily  on  whether  we  approve  NAFTA.   Moreover, 
as  the  rest  of  the  world  also  moves  toward  regional  economic  integration  at  various 
paces,  NAFTA's  implementation  will  have  substantial  implications  for  commercial 
relations  between  North  America  and  other  regions.   It  is  our  hope  that  all  parties  will 
seize  the  opportunity  and  make  it  work  for  the  greater  good  of  all.   It  is  in  this  spirit  that 
the  Chamber  extends  its  wish  to  work  with  all  affected  parties  -  businesses,  labor  and 
environmental  organizations  and  others  --  to  see  to  it  that  our  collective  interests  are 
advanced. 
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Mr.  Matsui.  Mr.  Kersner. 

STATEMENT  OF  STEVEN  P.  KERSNER,  CHAIRMAN,  NORTH 
AMERICAN  FREE-TRADE  COMMITTEE,  AMERICAN  ASSOCIA- 
TION OF  EXPORTERS  &  IMPORTERS 

Mr.  Kersner.  Thank  you,  Mr.  Chairman.  My  name  is  Steven 
Kersner,  and  I  am  chairman  of  the  North  American  Free-Trade 
Committee  of  the  American  Association  of  Exporters  &  Importers. 
The  AAEI  is  a  national  association  representing  over  1,200  compa- 
nies. The  association  strongly  supports  NAFTA  and  has  done  so 
since  the  initial  announcement  of  the  intentions  of  the  three  gov- 
ernments to  negotiate  a  North  American  Free-Trade  Agreement. 

I  understand  the  hour  grows  late  and  our  statement  is  lengthy, 
so  I  am  just  going  to  briefly  summarize  it  and  highlight  a  few 
points  so  we  can  move  along. 

I  think  it  is  clear  from  the  discussions  this  morning  as  well  as 
the  debate  in  the  last  few  days,  weeks,  and  months  that  have 
passed  that  the  story  about  NAFTA  is  not  really  the  debate  over 
whether  the  opponents  like  NAFTA  because  what  they  don't  like 
is  trade  with  Mexico. 

NAFTA  itself  is  an  agreement  that  is  strongly  in  the  U.S.  inter- 
ests. NAFTA  deals  with  reducing  tariffs.  United  States  tariffs  are 
already  at  a  very  low  level.  Mexican  products  enter  the  United 
States  duty  free  already  in  approximately  45  percent  of  the  cases. 
So  the  lowering  of  U.S.  tariffs  is  something  that  the  United  States 
has  already  done  in  the  past  and  does  not  seriously  impede  U.S. 
interests. 

What  the  United  States  has  succeeded  in  doing  is  making  its 
products  duty  free  in  Mexico  by  lowering  those  20  percent  duties 
on  average  in  Mexico  to  United  States  products  and  also  keeping 
those  20  percent  duties  high  to  products  from  other  countries 
around  the  world,  including  most  importantly  Japan. 

The  entire  NAFTA  is  structured  in  such  a  way  that  it  ensures 
that  trade  between  United  States  and  Mexico  will  continue  to  in- 
crease. Increase  in  trade  between  United  States  and  Mexico  will 
only  be  to  the  benefit  of  United  States  industry  and  United  States 
workers.  It  will  be  so  because  it  will  make  it  more  preferential  for 
United  States  companies  to  sell  their  products  in  Mexico  compared 
to  Japanese  companies  selling  their  products  to  Mexico. 

The  high  tariffs  will  still  exist  against  Japanese  products.  Mak- 
ing the  United  States  more  competitive  against  countries  such  as 
Japan  and  the  European  Community  is  a  goal  which  NAFTA  is 
clearly  going  to  achieve. 

Turning  specifically  to  the  questions  of  labor  and  the  environ- 
ment. If  people  are  that  concerned,  which  I  believe  they  sincerely 
are,  about  labor  and  environment,  then  clearly  NAFTA  is  a  step  in 
addressing  the  environmental  and  labor  problems  that  are  per- 
ceived in  Mexico.  These  problems  exist. 

One  way  to  remedy  them  is  through  NAFTA,  through  the  envi- 
ronmental controls  that  are  set  forth  in  NAFTA,  and  that  is  a  step 
along  the  process  of  addressing  the  environmental  concerns. 
NAFTA  is  going  to  make  the  environmental  problems  go  away.  It 
is  not  going  to  hinder  them  in  any  way.  The  same  with  labor. 
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Labor,  as  you  pointed  out  earlier  and  as  many  people  have  in  the 
past,  continues  to  shift. 

People  migrate,  the  labor  advantages  which  Mexico  enjoys  today, 
they  will  continue  to  enjoy  with  or  without  a  NAFTA.  NAFTA 
doesn't  set  up  any  great  situation  for  American  companies  to  go  to 
Mexico.  They  can  go  today  and  enjoy  those  labor  advantages  if  they 
so  choose,  but  what  NAFTA  does  is  it  ensures  that  components. 
United  States  suppliers,  and  United  States  industry  in  joint  part- 
nership with  Mexico  and  Canada  will  continue  to  grow. 

So  I  think  I  would  just  like  to  conclude  and  say  that  the  AAEI 
in  our  statement  does  point  out  some  issues  of  concern  such  as  bor- 
der facilitation  and  the  need  to  address  some  of  these  problems,  but 
that  the  association 

Mr.  Matsui.  What  was  that  again? 

Mr.  Kersner.  The  border  facilitation,  the  need  to  ensure,  which 
is  not  addressed  in  NAFTA,  that  there  will  be  necessary  funding, 
not  through  user  fees,  to  ensure  that  all  the  goods  and  all  the  peo- 
ple that  this  agreement  is  going  to  enable  to  increase  in  greater 
numbers  is  handled  along  the  United  States-Mexican  border,  and 
of  course  the  customs  modernization  act  which  we  hope  will  be 
passed  this  coming  year  goes  a  long  way  to  accomplishing  some  of 
those  concerns,  but  in  sum  I  would  like  to  say  that  the  association 
has  in  the  past  strongly  supported  the  agreement,  will  continue  to 
do  so,  and  would  like  this  committee  to  recognize  that  the  agree- 
ment is  certainly  in  the  interests  of  both  American  labor,  American 
industry,  American  environmentalists  also. 

Thank  you. 

Mr.  Matsui.  Thank  you,  Mr.  Kersner. 

[The  prepared  statement  follows:] 
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BEFORE  THE  UNITED  STATES  HOUSE  WAYS  AND  MEANS  COMMITTEE 

WRITTEN  TESTIMONY  OF  STEVEN  KERSNER 

BROWNSTEIN,  ZEIDMAN  AND  LORE 

ON  BEHALF  OF 

THE  AMERICAN  ASSOCIATION  OF  EXPORTERS  AND  IMPORTERS 

Good  morning.  My  name  is  Steven  Kersner,  and  I  am  a  partner  in  the 
law  firm  of  Brownstein,  Zeidman  and  Lore  in  Washington,  D.C.  I  am 
also  Chairman  of  the  North  American  Free  Trade  Committee  (NAFTA)  for 
the  American  Association  of  Exporters  and  Importers  (AAEI) . 

AAEI  is  a  national  organization  with  over  1,200  U.S.  companies 
involved  in  every  aspect  of  international  trade.  In  April  1990,  the 
Association  formed  a  committee  to  monitor  and  advocate  the 
negotiation  of  a  free  trade  agreement  between  the  United  States  and 
Mexico  which  later  included  Canada  in  February  of  1991.  Currently, 
approximately  100  companies  are  participating  in  AAEI's  NAFTA 
Committee.  The  Committee  represents  the  interests  of  establishments 
conducting  trade  in  a  broad  range  of  goods  and  services  with  Mexico 
and  Canada. 

AAEI  fully  supports  NAFTA,  for  it  provides  an  opportunity  to  create 
an  economic  alliance  of  one  of  the  largest  marketplaces  in  the  world. 
NAFTA  would  allow  each  country  to  maximize  its  own  competitive 
advantages  and  to  share  in  those  of  its  neighbors.  A  free  trade 
agreement  between  the  U.S.,  Mexico  and  Canada  is  the  first  step 
toward  a  mutually  beneficial  hemispheric  free  trade  zone. 

Economic  Overview  of  NAFTA 

AAEI  believes  that  the  time  for  a  North  American  Free  Trade  Agreement 
has  arrived.  Today,  Canada  is  the  largest  trading  partner  of  the 
United  States,  and  Mexico  is  the  U.S. 's  third  largest  trading 
partner.  NAFTA  is  expected  to  create  a  market  with  more  than  360 
million  consumers  and  producers  and  an  economy  of  greater  than  $6 
trillion,  one  of  the  largest  markets  in  the  world. 

Moreover,  due  to  the  trade  benefits  conferred  by  the  Agreement,  NAFTA 
will  permit  each  of  the  signatory  countries  to  maximize  its  own 
competitive  advantage  and  to  share  in  those  of  its  neighbors.  For 
example,  the  reforms  undertaken  by  Mexico  since  its  succession  to  the 
GATT  on  August  24,  1986,  have  led  to  a  tremendous  expansion  of  trade 
with  the  United  States.  As  a  result  bilateral  trade  between  the  U.S. 
and  Mexico  over  the  past  four  years  has  increased  by  seventy-five 
percent  (75%) .  The  reforms  instituted  by  the  Mexican  government  have 
also  led  to  a  tremendous  expansion  of  U.S.  foreign  investment  in 
Mexico  which  currently  amounts  to  $12  billion.  This  figure 
represents  sixty  percent  (60%)  of  the  value  of  total  foreign 
investment  in  Mexico. 

The  changes  which  have  occurred  in  Mexico  over  the  past  five  years 
have  opened  its  market  tremendously,  with  U.S.  exporters  being 
primary  beneficiaries  of  the  trade  and  investment  liberalization.  A 
free  trade  agreement  will  build  on  these  growing  market  and 
employment  opportunities. 

Specific  Objectives  of  KAFTA 

AAEI  believes  the  specific  objectives  of  NAFTA  should  be  to  eliminate 
impediments  to  and  foster  the  expansion  of  trade  in  goods  and 
services  among  the  countries.  Most  importantly,  the  NAFTA 
implementing  legislation  should  not  be  exclusionary  so  as  to 
prejudice  trade  with  other  nations  of  the  world.  For  this  reason, 
the  following  must  be  ensured: 
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1.  NAFTA  should  be  consistent  with  the  principles  of  and  U.S. 
coiiunitinents  under  the  GATT,  such  as  non-discrimination  and 
transparency. 

2.  NAFTA  should  provide  a  structure  for  the  future  adherence  of 
other  Western  Hemisphere  countries,  as  envisioned  in  the 
"Enterprise  for  the  Americas  Initiative,"  with  all  signatories 
receiving  equal,  unrestricted  access  to  markets  of  member 
countries. 

Scope  and  Content  of  HAFTA 

The  U.S. -Canada  Free  Trade  Agreement  (US-CFTA)  has  provided  a  useful 
model  for  NAFTA.  In  addition  to  improved  protection  of  intellectual 
property  rights,  and  the  establishment  of  fair  and  expeditious 
dispute  settlement  mechanisms  similar  to  the  U.S. -Canada  Binational 
Panel,  AAEI  feels  strongly  that  four  technical  trade  issues  must 
still  be  addressed  with  respect  to  NAFTA:  1)  Border  Facilitation, 
User  Fees;  2)  Rules  of  Origin;  3)  Drawback;  and  4)  Caribbean  Basin 
Initiative  (CBI) . 

1.  Border  Facilitation  in  General 

Delays  in  clearing  goods  along  the  U.S. -Mexico  border  continue  to 
pose  an  economic  threat  to  companies  doing  business  in  Mexico.  These 
delays  affect  the  predictability  and  reliability  of  delivery  dates 
and,  with  the  growing  use  of  "just  in  time"  inventory  manufacturing, 
offset  the  benefits  of  proximity.  Also,  long  delays  encountered  by 
company  personnel  driving  back  and  forth  add  to  the  cost  and 
frustration  of  doing  business  along  the  border.  Existing  U.S.  border 
inspection  facilities  and  staffing  cannot  adequately  accommodate  the 
current  flow  of  commercial  traffic. 

A  successful  NAFTA  which  increases  bilateral  trade  will  only 
add  to  the  problem  unless  steps  are  taken  to  relieve  border 
congestion.  While  AAEI  recognizes  the  budgetary  constraints  on  both 
sides  of  the  border,  moving  goods  and  people  efficiently  is  a 
fundamental  prerequisite  to  increasing  trade.  In  considering  ways  to 
streamline  operations  at  the  border,  the  solutions  must  be  binational 
in  concept  and  implementation.  To  this  end,  AAEI  offers  the 
following  suggestions: 

a)  Operating  hours  should  be  extended,  and  the  number  of  inspectors 
at  the  border  crossings  should  be  increased  whenever  justified. 
Common  hours  of  operations  should  also  be  established.  As 
demand  grows,  24-hour  processing  and  additional  border  crossing 
should  be  considered.  In  the  interim,  current  commercial  border 
facilities  should  be  better  maintained  and  staffed. 

b)  Better  coordination  among  the  myriad  of  federal,  state  and  local 
agencies  involved  at  the  border  is  essential  and  must  be 
initiated. 

c)  Forms,  procedures  and  fees  should  be  harmonized. 

d)  Binational  inspection  stations  for  commercial  traffic  to  reduce 
the  cost  and  time  of  dual  inspections  should  be  considered. 

Border  Facilitation;  User  Fees 

AAEI  is  pleased  with  the  elimination  of  the  Merchandise  Processing 
Fee  with  regard  to  Canada  and  with  the  phaseout  of  the  fee  as  applied 
to  Mexican  goods.  However,  AAEI  is  deeply  concerned  about  the 
proliferation  of  other  user  fees  and  import  surcharges  imposed  on  the 
business  community.   Many  of  these  fees  do  not  accomplish  their 
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stated  goals  and  the  administration  of  collecting  fees  often  places 
an  even  greater  burden  on  the  resources  of  government  agencies. 

With  respect  to  the  Harbor  Maintenance  Fee,  collection  has  not  been 
uniform,  and  is  more  recently  embroiled  in  regional  politics.  The 
patchwork  and  poorly  written  law  has  left  the  U.S.  Customs  Service 
unable  to  devise  an  efficient  method  to  administer  collection.  In 
addition,  a  complex  cotton  product  fee  became  effective  last  year. 
Other  fees  under  consideration  include  a  fee  to  help  finance 
facilities  at  the  U.S. -Mexico  border.  The  overall  impact  of  these 
fees  is  a  quiet,  but  significant,  shift  to  taxation  of  the  business 
community  for  mandated  services  normally  financed  from  the  General 
Treasury  as  a  result  of  taxing  incomes  and  corporate  profits. 

A  border  facilitation  fee,  or  a  fee  imposed  for  the  environment, 
would  violate  the  spirit  of  NAFTA  and  reduce  the  benefits  NAFTA 
should  provide  to  U.S.  business  and  consumers.  Further,  depending  on 
how  the  fee  is  structured,  it  could  violate  U.S.  international 
obligations.  The  unresolved  questions  in  the  administration  of  a 
border  fee  are  numerous.   They  include: 

a)  How  and  what  government  agency  will  administer  the  fee? 

b)  Will  the  fee  be  administered  according  to  a  formula  based  on 
value  or  volume? 

c)  Will  the  fee  be  annual  or  based  on  each  border  crossing? 

d)  Will   the   fee   be   collected   from   the   shipper,   carrier   or 
broker / forwarder? 

e)  Will  the  fee  be  administered  in  a  parallel  manner  in  Mexico  and 
Canada? 

f)  How   will   Congress   exercise   oversight   and   avoid   regional 
rivalries  for  resources? 

g)  What  will  be  the  duration  of  any  fee? 

In  essence,  the  danger  of  a  border  crossing  fee  for  rebuilding  an 
infrastructure  is  that  it  will  neutralize  the  benefits  of  lower 
tariffs  under  NAFTA  and  constitute  yet  another  tax  on  business  and 
consumers.  Thus,  the  imposition  of  a  border  crossing  fee  would  be 
counterproductive  and  is  opposed  by  the  members  of  AAEI. 

2.  Rules  of  Origin 

Since  NAFTA  was  first  conceived,  AAEI  welcomed  the  opportunity  to 
negotiate  new  rules  of  origin  which  would  improve  and  simplify  the 
rules  contained  in  the  US-CFTA.  Rules  of  origin  have  the  potential 
to  become  significant  non-tariff  barriers,  and  AAEI  commends  the 
NAFTA  negotiators  for  their  efforts  to  draft  a  practical  rule  which 
would  not  inhibit  cross  border  trade. 

Although  the  NAFTA  rules  of  origin  represent  a  distinct  improvement 
over  the  US-CFTA  rules,  they  too,  could  possibly  become  trade 
barriers,  either  through  interpretation  or  application.  For  this 
reason,  we  urge  publication  of  advanced  rulings  by  Customs  for 
comment  by  the  trade  community  and  complete  training  of  both  Customs 
personnel  and  the  trade  on  proper  application  of  the  rules. 

This  testimony  will  evaluate  NAFTA  rules  of  origin  and  discuss 
whether  these  rules  meet  the  expectations  of  AAEI  members.  We  hope 
members  of  Congress  will  take  this  analysis  into  consideration  in  the 
broader  context  of  future  multilateral  negotiations. 
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The  NAFTA  rules  of  origin,  like  the  US-CFTA  rules,  are  based  on  the 
Harmonized  Tariff  System.  Under  NAFTA,  the  standard  rule  is  that  if 
non-originating  materials  used  in  the  production  of  a  finished  item 
undergo  a  shift  in  tariff  classification  at  the  six  digit  level,  the 
"new"  item  is  treated  as  a  product  of  the  country  where  the  change 
has  occurred.  AAEI  wishes  to  remind  Congress  and  the  Administration 
that  the  Harmonized  Tariff  System  was  not  structured  or  implemented 
with  a  tariff  shift  origin  system  in  mind.  Although  it  is  a  simple 
concept  to  state,  its  practical  application  is  not  as  clear. 

The  NAFTA  rules  do  not  represent  a  straightforward  tariff  heading 
shift  rule  since  compromises  were  made  due  to  pressures  from  certain 
domestic  industries  in  each  country.  For  example,  the  U.S. 
automobile,  textiles  and  computer  industries  were  successful  in 
obtaining  rules  for  their  industries  that  are  not  strictly  based  on 
tariff  classification  shift  principles.  Many  other  industries  must 
meet  a  value-added  test  to  qualify  their  products  for  NAFTA  benefits. 
Thus,  the  potential  for  trade  inhibition  is  present  within  the  NAFTA 
rules  of  origin.  AAEI  is  equally  concerned  about  possible 
application  of  these  rules  outside  of  NAFTA. 

In  general,  the  Association  is  concerned  with  the  technical  aspects 
of  trade  agreements.  Its  members  rely  on  technical  information  to 
ensure  Customs  compliance  and  smooth  flow  of  goods  and  components 
across  borders.  In  this  context  AAEI  members  are  opposed  to  certain 
aspects  of  the  NAFTA  rules  that  can  be  perceived  on  paper  and  in 
practice  as  non-tariff  trade  barriers.  Without  detailing  each 
product  section  a  few  examples  are  noteworthy.  In  the  auto  sector 
there  is  a  list  published  of  over  one  hundred  products  which  must  be 
traced  by  U.S.  industries  from  their  creation  to  their  final 
incorporation  into  a  new  and  different  product  or  into  the  automobile 
itself.  While  the  auto  industry  supported  such  a  tracing 
requirement,  it  has  the  potential  for  creating  huge  amounts  of 
paperwork  and  misunderstanding.  As  more  companies  expand  and 
globally  source  their  components,  the  task  of  tracking  every 
component  and  part,  and,  if  necessary,  proving  the  origin  to  Customs, 
grows  more  formidable. 

Another  concern  of  AAEI  members  regards  textiles  and  apparel.  The 
domestic  textile  industry  was  successful  in  obtaining  a  yarn-forward 
or  fabric-forward  transformation  requirement  for  textile  and  apparel 
articles  to  gain  the  benefit  of  NAFTA,  and  in  certain  circumstances, 
a  tariff  rate  quota  is  imposed.  This  type  of  compromise  ensures  only 
the  three  parties  of  the  NAFTA  benefit  from  it.  However,  it 
represents  a  more  restrictive  rule  which  does  little  to  enhance  trade 
or  to  account  for  the  realities  of  global  sourcing. 

If  an  importer  does  not  meet  the  tariff  shift  rule,  the  importer  is 
permitted  to  use  the  regional  value  content  rule  to  gain  NAFTA 
benefits.  In  some  circumstances,  however,  industries  are  not  given  a 
choice.  They  might  be  required  to  use  both  the  tariff  shift  and 
regional  value  content,  or  they  might  be  prohibited  from  using  a 
tariff  shift  rule  from  the  outset.  The  regional  value  content  is 
calculated  by  using  either  the  transaction  value  of  the  merchandise 
or  by  calculating  the  net  cost  of  the  components  of  the  final 
product.  Using  either  method,  the  importer  must  meet  a  specified 
percentage  of  content.  A  problem  with  the  transaction  value  rule  is 
that  the  transaction  value  contemplated  by  NAFTA  does  not  necessarily 
correspond  to  the  transaction  value  declared  by  an  importer  on  its 
Customs  documents.  This  has  the  practical  effect  of  burdensome 
recordkeeping  for  U.S.  business  and  U.S.  Customs.  Likewise,  the  net 
cost  method  would  require  a  myriad  of  calculations  and  a  substantial 
recordkeeping  system. 

Further,  certain  parties,  such  as  related  parties,  are  in  essence, 
denied  the  choice  of  using  the  transaction  value  method  and  must  use 
the  net  cost  method  to  claim  NAFTA  benefits.  Even  though  the  Customs 
transaction  value  is  accepted  for  their  other  Customs  entries,  NAFTA 


229 


prohibits  companies  from  using  the  transaction  value  calculation  if 
during  the  previous  six  months  over  85%  of  a  company's  total  sales  of 
a  product  are  to  a  related  party.  For  example,  a  U.S.  company  has  a 
subsidiary  in  Mexico  which  produces  keyboards.  The  Mexican  "sub" 
sells  these  keyboards  to  the  parent  company  in  the  U.S.  and  to  all 
the  other  subsidiaries  around  the  world.  Until  now,  U.S.  Customs  has 
accepted  the  transaction  value  of  the  keyboards  since  the  parent  and 
subsidiary  have  dealt  with  each  other  as  if  unrelated.  Even  though 
85%  of  the  keyboards  from  the  Mexican  "sub"  will  not  be  sold  to  the 
U.S.  parent,  NAFTA  includes  all  the  sales  of  the  keyboard  to  any 
related  company  around  the  world  in  calculating  the  85%  figure.  Once 
a  company  is  over  the  85%  limit,  it  must  use  the  net  cost  method,  an 
entirely  different  calculation  than  used  in  the  ordinary  course  of 
business.   This  is  quite  simply  an  unnecessary  impediment  to  trade. 

Finally,  AAEI  believes  that  the  de  minimis  rule  embodied  in  the  NAFTA 
falls  short  of  its  goals.  De  minimis  allows  for  a  percentage  of 
non-originating  components  in  the  finished  product.  The  absence  of  a 
de  minimis  rule  in  the  US-CFTA  was  a  significant  problem,  and  AAEI 
fought  hard  to  have  such  a  rule  written  into  NAFTA.  While  AAEI 
applauds  the  inclusion  of  the  rule  in  the  final  document,  the  current 
rule  is  far  more  restrictive  than  anticipated,  and  may  therefore  be 
of  little  practical  benefit.  Here,  and  in  similar  areas,  U.S. 
implementation  and  application  of  NAFTA  may  actually  inhibit  trade. 

3.  Duty  Drawback 

The  treatment  of  duty  drawback  under  NAFTA  is  of  great  importance  to 
those  U.S.  companies  involved  in  international  trade.  Duty  drawback 
allows  the  refund  of  99%  of  Customs  duties  paid  on  imported 
merchandise,  or  products  made  therefrom,  which  are  subsequently 
exported.  Duty  drawback  was  established  by  Congress  in  1789  as  a 
mechanism  to  enhance  and  promote  U.S.  exports  and  domestic 
manufacturing  by  facilitating  a  level  playing  field  for  U.S. 
exporters.   This  is  more  crucial  today  than  ever. 

AAEI's  Duty  Drawback  Committee,  constituting  the  largest  advocacy 
group  in  the  U.S.  on  duty  drawback,  is  composed  of  a  broad  range  of 
over  120  U.S.  companies  and  meets  bimonthly  in  various  locations 
around  the  nation.  The  Committee  takes  a  very  clear  position 
regarding  duty  drawback  under  NAFTA. 

Elimination  of  most  types  of  drawback  (i.e.  direct  identification, 
manufacturing  substitution)  is  provided  for  in  NAFTA,  by  the  year 
1996  between  the  U.S.  and  Canada,  and  by  the  year  2001  between  the 
U.S.  and  Mexico.  AAEI  encourages  application  of  a  similar  phaseout 
period  to  same  condition  substitution  drawback  which  will  be 
eliminated  immediately  according  to  the  final  NAFTA  text. 

AAEI  recommends  that  representatives  from  industry  drawback  groups 
work  closely  with  the  Administration  in  developing  implementing 
language  concerning  duty  drawback  within  NAFTA.  This  is  important 
for  ensuring  the  development  of  procedures  which  are  workable  for  the 
trade  community. 

4.  Caribbean  Basin  Initiative  (CBI)  NAFTA  Parity 

AAEI  supports  passage  of  the  Caribbean  Basin  Free  Trade  Agreements 
Act  since  NAFTA  parity  for  the  Caribbean  will  ensure  increased 
American  employment  and  more  competitive  U.S.  production  which  will 
lead  to  increased  exports.  NAFTA  parity  will  also  contribute  to 
economic  and  political  stability  of  countries  neighboring  the  U.S. 

AAEI  encourages  the  key  premise  of  NAFTA  parity  which  is  to  accord 
articles  currently  excluded  from  duty-free  treatment  under  the 
Caribbean  Basin  Economic  Recovery  Act  (CBERA)  identical  treatment  to 
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like  articles  imported  into  the  U.S.  from  Mexico.  The  principal 
articles  to  which  the  Act  applies  are  textiles  and  apparel  subject  to 
textile  agreements,  footwear,  handbags,  luggage,  flat  goods,  work 
gloves  and  leather  wearing  apparel.  Some  of  these  industries  are  the 
region's  largest  employers,  an  important  source  of  foreign  exchange, 
and  are  essential  to  the  continued  development  of  the  delicate 
Caribbean  Basin  Initiative  (CBI)  economies. 

AAEI  strongly  supports  the  Caribbean  Basin  Free  Trade  Agreements  Act 
because  NAFTA  parity  is  important  for  continuation  of  Caribbean  Basin 
efforts  toward  trade  liberalization  and  a  market  economy.  It  will 
also  aid  in  the  preservation  of  existing  economic  advantages  under 
CBI  and  prevent  diversion  of  investment  due  to  NAFTA  by  granting 
parity  to  CBI  countries.  Further,  it  will  promote  trade  under  CBI 
and  enhance  U.S.  export  opportunities  to  the  Caribbean  Basin. 

Supplemental  Agreements  to  the  NAFTA 

Labor 

There  is  certain  to  be  a  net  gain  in  U.S.  employment,  investment  and 
consumption  under  the  NAFTA.  Currently,  more  than  7.5  million  U.S. 
jobs  are  attributable  to  product  exports.  Of  these,  2.1  million  are 
the  result  of  trade  with  Canada  and  Mexico.  Over  600,000  Americans 
are  now  employed  due  to  U.S.  exports  to  Mexico,  and  this  number 
should  grow  to  one  million  by  1995.  More  than  1.5  million  Americans 
are  employed  in  jobs  related  to  U.S.  exports  to  Canada. 

Although  AAEI  acknowledges  there  is  likely  to  be  some  shift  in 
production  under  the  NAFTA,  experience  has  shown  that  industry  does 
not  migrate  to  the  extent  wage  differentials  might  suggest.  Rather, 
trade  liberalization  under  NAFTA  will  be  phased  in,  thus  providing 
U.S.  businesses,  and  the  labor  force,  the  opportunity  to  adjust  to 
the  changing  trade  regime.  However,  the  shift  in  jobs  caused  by  the 
NAFTA  will  require  labor  retraining  and  aid  to  communities  which  are 
particularly  hard-hit. 

In  many  instances,  the  question  is  not  whether  labor-intensive  jobs 
will  remain  here  or  move  to  Mexico  under  NAFTA  —  rather,  it  is  a 
question  of  whether  the  jobs  will  move  to  Mexico  or  whether  U.S. 
companies  will  move  their  operations  to  other  countries.  Given  the 
choice  of  losing  a  job  to  Mexico  or  losing  one  to  a  country  further 
from  our  shores,  we  should  opt  for  relocation  to  Mexico  because 
Mexican  consumers  already  spend  a  great  deal  of  money  on  U.S. 
products,  and  are  likely  to  increase  consumption  of  U.S.  goods 
significantly  under  NAFTA. 

Environment 

AAEI  believes  environmental  awareness  in  Mexico  will  grow  with  the 
economic  progress  brought  by  NAFTA.  Currently,  however,  NAFTA  is 
being  held  hostage  to  protectionist  groups  masquerading  as 
environmentalists.  At  this  stage,  it  is  important  that  legitimate 
environmental  concerns  be  met  in  a  responsible  manner,  or  NAFTA  will 
be  lost.  Progress  is  necessary  both  in  terms  of  substance  and  in 
terms  of  public  relations. 

AAEI  opposes  suggestions  that  the  U.S.  impose  countervailing  duties 
on  Mexican  exporters  who  fail  to  comply  with  pollution  control 
mandates  imposed  on  U.S.  factories.  We  believe  the  solution  is 
improved  enforcement  of  laws,  not  the  imposition  of  punitive  duties. 
Concerns  that  NAFTA  could  weaken  U.S.  public  health  standards  are 
largely  the  result  of  misleading  statements  by  some  environmental  and 
protectionist  groups  about  present  and  future  GATT  procedures. 
Simple,  brief  statements  in  the  NAFTA  can  resolve  any  problems 
regarding  this  issue. 
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Finally,  citizens  and  interest  groups  must  be  given  a  mechanism 
through  which  to  voice  concerns  regarding  the  environment.  Prompt 
public  response  to  legitimate  complaints  will  be  very  important.  We 
also  commend  the  creation  of  an  effective  dispute  settlement 
procedure  to  avoid  retaliation. 

Conclusion 

In  summary,  AAEI  believes  elimination  of  trade  barriers  among  the 
NAFTA  countries  will  enhance  the  competitiveness  of  U.S.  businesses. 
This  will  allow  for  expansion  of  U.S. -based  companies  into  the  global 
marketplace  and  lower  the  cost  for  U.S.,  Mexican,  and  Canadian 
consumers  of  imported  products.  Further,  NAFTA  should  help  to 
strengthen  Mexico's  commitment  to  continue  opening  its  markets  and 
modernizing  its  economy.  This,  in  turn,  will  benefit  U.S.  exporters, 
lead  to  new  manufacturing  and  supply  relationships,  and  help  to 
improve  Mexico's  economy.  Clearly,  these  benefits  will  also  serve  to 
promote  political  stability  in  Mexico  and  to  foster  a  spirit  of 
cooperation  which  will  extend  to  non-trade  areas  such  as  the 
environment,  immigration  and  illegal  drug  trafficking. 
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Mr.  Matsui.  Mr.  Kittredge.  You  have  been  here  all  morning.  I 
appreciate  that.  I  want  to  give  you  credit  for  endurance. 

STATEMENT  OF  FRANK  D.  KITTREDGE,  PRESIDENT,  NATIONAL 
FOREIGN  TRADE  COUNCIL,  INC. 

Mr.  Kittredge.  Very  interesting  morning  and  a  very  interesting 
subject  for  us. 

I  am  Frank  Kittredge,  president  of  the  National  Foreign  Trade 
Council.  We  represent  over  500  U.S.  companies,  who  account  for 
better  than  60  percent  of  U.S.  npnagricultural  exports,  all  very 
committed  to  exporting  and  very  interested  in  it. 

I  would  first  of  all  like  to  compliment  the  subcommittee  on  hold- 
ing these  hearings,  and  Mr.  Matsui,  to  compliment  you  personally 
on  your  leadership  and  commitment  to  this  whole  issue.  It  is  great- 
ly appreciated  by  the  whole  business  community,  you  should  know 
that. 

There  is  a  favorite  saying,  I  guess,  that  there  is  not  much  new 
after  the  first  5  minutes  of  the  sermon.  We  certainly  are  a  long  way 
towards  the  end  of  the  sermon,  but  I  would  like  to  make  just  a  cou- 
ple of  brief  comments. 

You  heard  so  much  today  on  statistics  from  Mr.  Levin  right  on 
down  to  our  labor  associates  in  the  panel  previously  on  trying  to 
argue  statistics.  I  would  like  to  put  that  aside,  the  wages,  produc- 
tivity, all  the  rest  of  it,  and  try  to  look  at  what  is  happening  on 
the  ground,  what  really  is  going  on,  and  what  will  go  on  as  a  result 
of  the  agreement.  And  to  quote  the  oft  overused  comment  about  the 
giant  sucking  sound,  really  nothing  is  stopping  that  from  happen- 
ing now;  and  you  heard  that  from  a  number  of  the  panelists,  par- 
ticularly Larry  Bossidy,  who  speaks  with  the  most  authority  on 
that  issue. 

Nothing  is  stopping  it  from  happening  right  now,  but  the  fact  of 
the  matter  is  it  isn't.  The  liberalization  has  essentially  already  oc- 
curred in  many  areas  and  that  is  not  happening.  At  the  same  time, 
much  in  the  agreement  makes  it  more  attractive  to  manufacture 
here  and  export  to  Mexico,  and  you  heard  Larry  say  that  earlier. 

Lower  tariffs:  Not  enough  is  made  of  the  fact  that  the  trade-re- 
lated investment  measures  [TRIMS]  the  trends,  however  you  want 
to  describe  them,  that  have  existed  in  Mexico  essentially  disappear, 
admittedly  over  a  period  of  time.  But  they  do  disappear  as  a  result 
of  the  agreement.  And  with  the  difference  in  productivity  getting 
less — and  you  heard  again  Larry  talk  about  that — there  is  just  no- 
where near  the  incentive  to  move  to  Mexico.  In  fact  there  is  an  in- 
centive on  a  number  of  parts,  and  our  companies  talk  about  it, 
large  construction  equipment  companies,  oil  service  companies, 
talking  about  moving  their  facilities  back  from  Mexico  to  the  Unit- 
ed States. 

In  fact,  the  chairman  of  Caterpillar  testified  to  the  Senate  Fi- 
nance Committee  about  1^2  years  ago  that  the  only  reason  they 
have  their  operation  in  Mexico  is  because  they  had  to  put  it  there 
in  order  to  participate  in  the  Mexican  market. 

When  that  requirement  disappears,  when  NAFTA  is  put  into  ef- 
fect, they  will  look  very  seriously  at  bringing  that  activity  back  to 
Peoria;  and  that  means  many  additional  jobs  for  Peoria.  I  just  don't 
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think  that  should  be  missed;  not  only  the  new  jobs  moving  there, 
but  ones  that  are  there  already  being  preserved  through  NAFTA. 

Third,  plant  locations  are  based  on  a  whole  slew  of  factors,  not 
just  the  labor  part  of  it,  and  some  people  just  won't  admit  that,  but 
it  is  absolutely  true:  the  markets,  transportation  requirements,  pro- 
ductivity level,  absenteeism,  local  business  practices — which  are 
very  difficult  in  many  cases  in  Mexico — access  to  technology,  the 
whole  problem  of  long-distance  management — which  even  though 
Mexico  is  not  that  far  away,  still  exists,  and  material  availability, 
which  someone  today  also  mentioned. 

And  as  I  pointed  out,  many  U.S.  manufacturers  are  bringing 
back  their  factories  to  the  United  States.  If  you  saw — and  Mr. 
Levin  was  fond  of  bringing  out  newspaper  articles  earlier — if  you 
saw  the  Wall  Street  Journal  this  morning,  the  right-hand  column's 
major  article  goes  chapter  and  verse  concerning  the  companies  that 
have  had  very  unfortunate  experiences  in  Mexico  and  are  bringing 
their  factories  back  to  the  United  States.  And  I  urge  you,  if  you 
have  not  seen  it,  to  read  that,  because  it  is  very  revealing. 

It  is  not  AlliedSignal  and  General  Motors,  it  is  small  companies, 
Wally's — Willard  Workman,  U.S.  Chamber  of  Commerce — compa- 
nies particularly  that  are  doing  that.  They  have  found  unfortunate 
problems  in  trying  to  conduct  operations  in  Mexico. 

The  last  point  I  think  that  we  cannot  miss,  and  it  has  been  men- 
tioned by  a  number  of  others,  is  the  competitive  advantage  in  the 
Mexican  market  that  NAFTA  gives  to  United  States  manufactur- 
ers. Talking  about  tilting  the  playing  field,  it  really  tilts  the  play- 
ing field  in  favor  of  U.S.  manufacturers,  primarily  in  terms  of  the 
preferential  tariff  treatment  of  United  States  products  sold  in  Mex- 
ico, as  provided  in  NAFTA.  And  it  opens  many  markets  that  have 
not  been  open  to  U.S.  manufacturers,  for  example,  autos.  The 
whole  auto  picture  changes  substantially.  Services.  A  whole  range 
of  services:  Banking,  insurance,  American  Express.  A  whole  range 
of  those. 

Oil  field  service  is  another  notable  example.  As  you  well  know, 
the  oil  companies  and  the  service  companies  in  the  oil  industry 
have  been  trying  to  get  into  Mexico  for  a  long  time.  Pemex  has 
been,  of  course,  a  government-owned  entity;  very  difficult  to  crack. 
This  agreement  makes  it  possible  to  do  so. 

If  you  look  at  the  oil  service  business,  5  years  ago  65  percent  of 
that  business  used  to  come  from  sales.  It  is  absolutely  changed  so 
that  now  70  percent  of  that  business  comes  from  overseas  sales. 
This  underscores  that  the  domestic  oil  field  service  market  has 
gone  to  hell. 

And  what  is  happening  is  that  companies  in  that  business,  Halli- 
burton and  Dresser  and  on  and  on,  have  turned  even  more  to  the 
international  market  to  satisfy  their  requirements  or  their  needs 
for  business;  and  Mexico  represents  a  prime  opportunity  under  this 
agreement.  And  United  States  industry  estimates  that  sales  in 
Mexico  will  triple  in  the  first  year  alone,  because  of  the  Mexican 
market  opening  guaranteed  under  NAFTA. 

The  last  point  I  want  to  make  is  that  Mexicans  do,  in  fact,  spend 
money  on  United  States  products.  In  1992,  the  average  Mexican 
spent  $450  a  year  on  United  States  products.  The  average  Japa- 
nese spent  $385,  although  the  Japanese  make  10  or  12  times  what 
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the  Mexican  makes.  There  is  a  propensity  on  the  part  of  Mexicans 
to  buy  United  States  products,  and  that  is  not  going  to  go  away. 
Indeed,  this  propensity  will  only  increase  as  United  States  products 
and  services  become  more  accessible  to  Mexicans,  largely  because 
of  the  preferential  treatment  our  goods  will  receive  in  Mexico  under 
NAFTA. 

To  sum  it  up,  the  National  Foreign  Trade  Council  companies 
strongly  support  NAFTA,  and  the  last  word  anybody  in  the  NFTC 
wants  to  hear  a  year  from  now  is  who  lost  Mexico? 

Mr.  Matsui.  Thank  you,  Mr.  Kittredge. 

[The  prepared  statement  follows:] 
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STATEMENT  OF 

FRANK  D.  KITTREDGE,  PRESIDENT,  NATIONAL  FOREIGN  TRADE  COUNCIL 

BEFORE  THE 

SUBCOMMITTEE  ON  TRADE,  COMMITTEE  ON  WAYS  AND  MEANS 

CONCERNING  THE 

NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

SEPTEMBER  15,  1993 

THANK  YOU,  MR.  CHAIRMAN,  FOR  YOUR  LEADERSHIP  IN  HOLDING  THIS 
HEARING,  AND  FOR  YOUR  IMPRESSIVE  OVERALL  EFFORTS  IN  THE  CAUSE  OF 
TRADE  LIBERALIZATION.  THE  NATIONAL  FOREIGN  TRADE  COUNCIL 
APPRECIATES  THE  OPPORTUNITY  TO  TESTIFY  ON  BEHALF  OF  OUR  500  MEMBER 
COMPANIES,  WHO  COLLECTIVELY  ACCOUNT  FOR  OVER  60%  OF  THE  NATION'S 
NON-AGRICULTURAL  EXPORTS. 

FIRST,  AMBASSADORS  KANTOR  AND  YERXA  AND  THE  ENTIRE  NEGOTIATING 
TEAM  DESERVE  CONGRATULATIONS  FOR  THE  JOB  THEY  HAVE  DONE  IN  WALKING 
AN  EXTREMELY  FINE  AND  POTENTIALLY -VOLATILE  LINE  THAT  POSED  REAL  AND 
CONSTANT  THREATS  TO  THE  FATE  OF  THE  SIDE  AGREEMENT  NEGOTIATIONS. 
WHILE  CONCERN  DOES  EXIST  IN  THE  BUSINESS  COMMUNITY  OVER  THE 
PRECEDENT-SETTING  IMPACT  OF  THE  SANCTIONS  ELEMENT  OF  THE 
SUPPLEMENTAL  ACCORDS,  THE  NFTC  ENTHUSIASTICALLY  SUPPORTS  SWIFT 
PASSAGE  OF  THE  COMPLETE  NAFTA  PACKAGE. 

AT  THE  SAME  TIME,  ENORMOUS  CREDIT  MUST  BE  GIVEN  TO  MEXICAN 
PRESIDENT  SALINAS  AND  TO  THE  MEXICAN  PEOPLE.  TOGETHER  THEY  ARE 
REVERSING  AN  OUTDATED  POLICY  OF  TURNING  INWARD  AND  ERECTING  NEW 
TRADE  BARRIERS  EVERY  TIME  THE  MEXICAN  ECONOMY  STUMBLES  OR  A  NEW 
COMPETITIVE  THREAT  IS  PERCEIVED.  UNDER  PRESIDENT  SALINAS,  MEXICO 
HAS  UNILATERALLY  REDUCED  TARIFF  AND  NON-TARIFF  BARRIERS  AND,  BY 
NEGOTIATING  NAFTA,  IS  COMMITTING  ITSELF  TO  STAYING  THE  ROAD  TO  TRUE 
ECONOMIC  DEVELOPMENT  AND  MODERNIZATION. 

THIS  UNQUESTIONABLY  ENLIGHTENED  APPROACH  IS  GOOD  FOR  MEXICO 
AND  ITS  PEOPLE,  FOR  THE  WESTERN  HEMISPHERE,  AND  FOR  THE  WORLD. 
THEREFORE,  WE  PROPOSE  TO  SHOW  IN  OUR  TESTIMONY  AT  THIS  MOST 
SIGNIFICANT  HEARING,  THAT  THE  LEGISLATIVE  EXPRESSION  OF  THIS 
ENLIGHTENED  APPROACH,  THAT  IS  THE  NORTH  AMERICAN  FREE  TRADE 
AGREEMENT,  IS  BOTH  BENEFICIAL  AND  ESSENTIAL  TO  THE  ECONOMIC  GROWTH 
AND  DEVELOPMENT  OF  THE  WESTERN  HEMISPHERE  AND  THE  U.S.  ECONOMY. 

ONE  OF  THE  MOST  DIRECT  AND  IMMEDIATE  BENEFITS  OF  NAFTA  IS  THE 
PREFERENTIAL  ACCESS  TO  THE  MEXICAN  MARKET  DERIVING  TO  U.S. 
SUPPLIERS.  NAFTA' S  CRITICS  SCOFF  AT  THE  NOTION  THAT  SUCH  ACCESS  IS 
REALLY  WORTH  ANYTHING.  THEIR  VIEW  IS,  MEXICANS  ARE  POOR  —  THEY 
CAN'T  AFFORD  TO  BUY  ANYTHING  FROM  US. 

YES,  THE  AVERAGE  MEXICAN  IS  STILL  RELATIVELY  POOR.  BUT 
CONSIDER  THIS:  ACCORDING  TO  FIGURES  FROM  THE  U.S.  TRADE 
REPRESENTATIVE'S  OFFICE,  LAST  YEAR  THE  AVERAGE  MEXICAN  PURCHASED 
MORE  THAN  $450  WORTH  OF  U.S.  MADE  PRODUCTS.  COMPARED  TO  THIS,  THE 
AVERAGE  JAPANESE  SPENT  $385  ON  U.S.  PRODUCTS,  DESPITE  THE  FACT  THAT 
THE  AVERAGE  JAPANESE  EARNS  ABOUT  10  TIMES  WHAT  THE  AVERAGE  MEXICAN 
EARNS.  [IT  SHOULD  ALSO  BE  NOTED  THAT  THE  AVERAGE  AMERICAN  PURCHASED 
ONLY  $170  WORTH  OF  MEXICAN  MADE  PRODUCTS  DURING  THE  SAME  PERIOD, 
NOTWITHSTANDING  THE  RELATIVELY  HIGHER  INCOME  OF  THE  AVERAGE 
AMERICAN  VERSUS  THE  AVERAGE  MEXICAN,  AND  THAT  THE  AVERAGE  TARIFF  ON 
U.S.  PRODUCTS  IMPORTED  INTO  MEXICO  IS  TWO-AND-A-HALF  TIMES  HIGHER 
THAN  THE  AVERAGE  TARIFF  ON  MEXICAN  PRODUCTS  IMPORTED  INTO  THE 
UNITED  STATES . ] 

NOW,  LET'S  DRAW  THIS  POINT  OUT  ONE  MORE  STEP.  IF  THE  AVERAGE 
MEXICAN  IS  ALREADY  SPENDING  MORE  ON  U.S.  PRODUCTS  THAN  HIS  OR  HER 
COUNTERPART  IN  JAPAN  AND  GERMANY,  JUST  IMAGINE  HOW  MUCH  MORE  HE  OR 
SHE  WILL  SPEND  AS  MEXICO'S  ECONOMIC  REFORM  IMPROVES  HIS  OR  HER 
PURCHASING  POWER,  WHILE  AT  THE  SAME  TIME  U.S.  PRODUCTS  ARE  BECOMING 
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EVEN  MORE  COMPETITIVE  UNDER  NAFTA.  THIS  IS  NOT  TO  MENTION  THE  FACT 
THAT  MEXICANS  SIMPLY  LIKE  TO  "BUY  AMERICAN."  ONE  HAS  TO  WONDER  IF 
THEY'D  BE  JUST  AS  EAGER  TO  BUY  OUR  GOODS  AND  SERVICES  IF  WE  WERE  TO 
REJECT  NAFTA. 

WHILE  YOU'VE  HEARD  THIS  NEXT  POINT  BEFORE,  IT  SIMPLY  CANNOT  BE 
OVERSTATED.  IF  U.S.  CORPORATIONS  ARE,  AS  ALLEGED,  IN  SUCH  A  HURRY 
TO  "SEND  JOBS  TO  MEXICO,"  THERE  HAS  BEEN  NOTHING  TO  PREVENT  THEM 
FROM  DOING  SO  UP  TO  NOW.  THE  FACT  OF  THE  MATTER  IS  THAT  IN  THE 
PAST,  U.S.  FIRMS  WANTING  TO  SELL  IN  MEXICO  HAVE  ESSENTIALLY  BEEN 
FORCED  ~  BECAUSE  OF  MEXICO'S  HISTORICALLY  STRICT  LOCAL  CONTENT 
REQUIREMENTS  AND  HIGH  TARIFF  RATES  —  TO  MOVE  PRODUCTION  TO  MEXICO 
IN  ORDER  TO  SERVE  THAT  MARKET. 

ONE  SUCH  EXAMPLE  OF  THIS  AMONG  OUR  MEMBERSHIP  IS  THAT  OF 
CATERPILLAR,  INC.,  WHO  BELIEVES  "NAFTA  WOULD  ACTUALLY  REDUCE 
PRESSURE  ON  COMPANIES  TO  MOVE  TO  MEXICO.  THAT'S  BECAUSE  UNDER 
TODAY'S  TRADING  RULES,  U.S.  COMPANIES  HAVE  AN  INCENTIVE  TO  MOVE 
OPERATIONS  TO  MEXICO.  BY  SETTING  UP  SHOP  IN  MEXICO,  COMPANIES  CAN 
AVOID  HIGH  MEXICAN  TARIFFS. 

"THE  NAFTA  WOULD  ELIMINATE  THIS  INCENTIVE  TO  MOVE  OPERATIONS 
TO  MEXICO.  BY  ELIMINATING  ALL  TRADE  BARRIERS  WITHIN  NORTH  AMERICA, 
U.S.  COMPANIES  WOULD  BE  BETTER  ABLE  TO  SERVE  THE  MEXICAN  MARKET  BY 
EXPORTING,  RATHER  THAN  BY  MOVING  PRODUCTION." 

ANOTHER  CASE  IN  POINT  IS  THAT  OF  THE  U.S.  AUTOMOTIVE  INDUSTRY. 
NAFTA  PHASES  OUT  CURRENT  LOCAL  CONTENT  REQUIREMENTS,  QUANTITATIVE 
IMPORT  RESTRAINTS,  ONEROUS  TRADE-BALANCING  REQUIREMENTS  AND  HIGH 
TARIFFS.  THE  NEW  NAFTA  REGULATIONS  INCREASE  THE  INCENTIVE  FOR  U.S. 
FIRMS  TO  SELL  DIRECTLY  INTO  MEXICO  BY  UTILIZING  EXISTING  CAPACITY 
AT  U.S.  PRODUCTION  FACILITIES,  RATHER  THAN  MAKING  COSTLY, 
UNECONOMIC  DECISIONS  TO  MOVE  PRODUCTION  TO  MEXICO  SOLELY  BECAUSE 
IT'S  THE  ONLY  WAY  TO  SELL  THERE. 

SOME  HAVE  ALLEGED  THAT  U.S.  FIRMS  WOULD  HAVE  AN  INCENTIVE  TO 
MOVE  TO  MEXICO  TO  TAKE  ADVANTAGE  OF  LOWER  WAGE  RATES  AND  RELATIVELY 
LAX  ENFORCEMENT  OF  MEXICAN  ENVIRONMENTAL  LAWS.  AS  MEXICO  CONTINUES 
ON  THE  PATH  TO  MODERNIZATION,  WAGE  RATES  AND  OTHER  LABOR-RELATED 
COSTS  WILL  ONLY  RISE;  SO  THAT  THIS  PRESUMED  INCENTIVE  FOR 
RELOCATING  PRODUCTION  TO  MEXICO  WILL  DIMINISH.  FURTHER,  WITH  THE 
ENVIRONMENTAL  SIDE  AGREEMENT,  ENVIRONMENTAL-RELATED  COSTS 
ASSOCIATED  WITH  PRODUCING  IN  MEXICO  (AS  COMPARED  TO  THE  STATUS  QUO) 
LIKELY  WILL  ALSO  RISE  WHEN  NAFTA  IS  APPROVED,  THUS  REDUCING  THE  LAX 
ENFORCEMENT  INCENTIVE  .  .  .  AGAIN,  INSOFAR  AS  IT  EVEN  IS  ONE. 

ANOTHER  EXTREMELY  IMPORTANT  ELEMENT  OF  NAFTA  IS  THE  FACT  THAT 
UNDER  THIS  AGREEMENT,  MANY  U.S.  INDUSTRIES  WILL  BE  AFFORDED  ACCESS 
TO  THE  MEXICAN  MARKET  WHICH,  HITHERTO,  HAS  BEEN  VIRTUALLY  CLOSED  TO 
U.S.  FIRMS.  GIVEN  THE  PAINFUL  CONTRACTION  WHICH  HAS  GRIPPED  A 
NUMBER  OF  THESE  INDUSTRIES  IN  RECENT  YEARS,  THE  OPPORTUNITY  TO 
PENETRATE  ONE  OF  THE  WORLD'S  LEADING  DEVELOPING  MARKETS,  WHICH  IS 
ALSO  EXPERIENCING  GROWTH  RATES  IN  THESE  SECTORS  AT  LEAST  SEVERAL 
TIMES  HIGHER  THAN  THE  CURRENT  GROWTH  IN  THE  U.S.  MARKET,  MEANS  THE 
ABILITY  TO  HELP  PRESERVE  REMAINING  AND  EVEN  CREATE  FUTURE  JOBS  FOR 
AMERICANS. 

CONSIDER  THE  PETROLEUM  EQUIPMENT  AND  SERVICES  INDUSTRY.  THIS 
KEY  U.S.  INDUSTRY  HAS  LOST  MORE  THAN  HALF  ITS  EMPLOYEES  —  OVER 
450,000  JOBS  —  OVER  THE  PAST  DECADE.  DURING  THE  SAME  PERIOD,  THIS 
INDUSTRY  HAS  HAD  TO  COMPENSATE  FOR  A  SHRINKING  U.S.  MARKET  BY 
SEEKING  OUT  OVERSEAS  CUSTOMERS  (IN  1987,  THE  OIL  AND  GAS  EQUIPMENT, 
SERVICE  AND  SUPPLY  INDUSTRY'S  U.S.  SALES  ACCOUNTED  FOR  NEARLY  65% 
OF  ITS  WORLDWIDE  BUSINESS;  BY  1992,  SALES  OUTSIDE  THE  U.S. 
CONSTITUTED  APPROXIMATELY  70%  OF  WORLDWIDE  SALES  ...  A  DRAMATIC 
TURNAROUND  OVER  A  FIVE-YEAR  PERIOD) . 


237 


THE  NAFTA  GOVERNMENT  PROCUREMENT  CHAPTER,  UNDER  WHICH 
PURCHASES  BY  MEXICO'S  PARASTATAL  OIL  &  GAS  ENTITY  (PEMEX)  AND 
ELECTRIC  UTILITY  (C.F.E.)  WILL  FALL,  PROVIDES  FORMAL  ACCESS  TO  THE 
MEXICAN  MARKET,  FOR  THE  FIRST  TIME,  TO  OIL  FIELD  SERVICE  AND  SUPPLY 
COMPANIES  FROM  THE  U.S.  FURTHER,  THE  NAFTA  MARKET  ACCESS  CHAPTER 
ESTABLISHES  A  TEN-YEAR  PHASE  OUT  OF  TARIFFS  ON  AMERICAN  OIL  FIELD 
EQUIPMENT,  WHICH  OVER  THE  LONG  TERM  WILL  GREATLY  ENHANCE  U.S. 
COMPETITIVENESS  IN  THAT  MARKET. 

COUPLE  THESE  MARKET-OPENING  MEASURES  —  AVAILABLE  TO  U.S.  (AND 
CANADIAN)  FIRMS,  NOT  TO  OUR  STRONGEST  FOREIGN  RIVALS  —  WITH  THE 
FACT  THAT  MEXICO'S  NATIONAL  ENERGY  MODERNIZATION  PROGRAM  CALLS  FOR 
$20  BILLION  IN  INVESTMENTS  OVER  A  FIVE-YEAR  PERIOD,  AND  YOU'VE  GOT 
A  MUCH-NEEDED  SHOT  IN  THE  ARM  FOR  AN  INDUSTRY  WHOSE  FIRMS  AND 
WORKERS  HAVE  EXPERIENCED  THEIR  SHARE  OF  DIFFICULT  TIMES. 

IN  FACT,  ACCORDING  TO  JOHN  J.  MURPHY  (CHAIRMAN  &  CEO  OF 
DRESSER  INDUSTRIES  INC.) ,  A  JUST-COMPLETED  SURVEY  OF  MEMBERS  OF  THE 
PETROLEUM  EQUIPMENT  SUPPLIERS  ASSOCIATION  (OF  WHICH  HE  IS  CHAIRMAN) 
"DEMONSTRATES  CLEARLY  WHY  WE  SUPPORT  NAFTA  WHOLEHEARTEDLY.  FIRST, 
OUR  MEMBERS  PROJECT  THAT  EXPORT  SALES  TO  MEXICO  OF  OIL  DRILLING 
EQUIPMENT  AND  SERVICES  WOULD  TRIPLE  IN  THE  FIRST  YEAR  NAFTA  IS 
IMPLEMENTED.  SECOND,  OUR  MEMBERS  FIND  THIS  INCREASE  IN  EXPORTS 
WILL  CREATE  NEARLY  3,000  U.S.  JOBS,  BOTH  UNION  AND  NON-UNION." 

THE  U.S.  FINANCIAL  SERVICES  SECTOR  IS  ANOTHER  WHICH,  FOR  THE 
MOST  PART,  IS  PRESENTLY  PROHIBITED  FROM  ESTABLISHING  AND  PROVIDING 
SERVICES  IN  MEXICO.  BUT  THE  NAFTA  CHANGES  THAT.  THE  NAFTA  WILL 
MAKE  IT  POSSIBLE,  IN  MANY  CASES  FOR  THE  FIRST  TIME,  FOR  U.S. 
FINANCIAL  SERVICES  FIRMS  TO  ENTER  THE  MEXICAN  MARKET  TO  SERVE 
EXISTING  CLIENTS  AND  DEVELOP  NEW  CUSTOMERS.  PRIOR  TO  NAFTA,  MEXICO 
STOOD  AS  ONE  OF  THE  MOST  RESTRICTIVE  MARKETS  FOR  U.S.  FINANCIAL 
SERVICES  FIRMS. 

ACCORDING  TO  A  FINANCIAL  SERVICES  GROUP  POSITION  PAPER  IN 
SUPPORT  OF  THE  NAFTA,  FOR  THE  U.S.  INSURANCE  INDUSTRY  THE  RESULTS 
OF  THE  NAFTA  ARE  CLEARLY  BENEFICIAL.  THE  NORTH  AMERICAN  MARKET 
REPRESENTS  40%  OF  GLOBAL  INSURANCE  PREMIUMS  AND  IS  THE  LARGEST 
REGIONAL  INSURANCE  MARKET  IN  THE  WORLD.  THE  MEXICAN  INSURANCE 
MARKET,  CURRENTLY  AT  $4.5  BILLION,  IS  GROWING  AT  A  RATE  OF  20%  PER 
YEAR,  COMPARED  TO  3%  OR  LESS  IN  THE  U.S.,  JAPAN  AND  WESTERN  EUROPE. 
CANADA  AND  THE  UNITED  STATES  ARE  ESSENTIALLY  MATURE  MARKETS  WITH 
INSURANCE  CONSUMPTION  OF  AROUND  $1,190  AND  $1,900  PER  CAPITA, 
RESPECTIVELY.  IN  CONTRAST,  MEXICO  IS  A  DEVELOPING  MARKET  WITH  PER 
CAPITA  INSURANCE  CONSUMPTION  OF  LESS  THAN  $30.  CLEARLY,  MEXICO 
REPRESENTS  TREMENDOUS  OPPORTUNITIES  FOR  INSURANCE. 

PERHAPS  THE  MOST  SIGNIFICANT  CONTRIBUTION  OF  NAFTA  TO 
AMERICA'S  ABILITY  TO  COMPETE  ~  A  POINT  SEEMINGLY  LOST  ON  THOSE  WHO 
HAVE  LONG  COMPLAINED  THAT  THE  U.S.  IS  ALWAYS  COMPETING  ON  AN  UNEVEN 
PLAYING  FIELD  ~  IS  THAT  THE  BENEFITS  OF  NAFTA  ACCRUE  ONLY  TO  NAFTA 
PARTNERS,  NOT  TO  GERMANY,  NOT  TO  FRANCE,  NOT  TO  JAPAN,  NOR  TO 
ANYBODY  ELSE  FOR  THAT  MATTER.  THE  PREFERENTIAL  TARIFF  AND  NON- 
TARIFF  TREATMENT  ACCORDED  UNDER  NAFTA  GOES  TO  AMERICAN  COMPANIES 
AND  AMERICAN  WORKERS  .  .  .  UNION  AND  NON-UNION  ALIKE. 

SEVERAL  COMPANIES,  AMONG  THEM  CATERPILLAR,  INC.,  HAVE  DONE  A 
SUPERIOR  JOB  OF  EXPLAINING  THE  REALITY  AND  IMPORTANCE  OF  THIS  KIND 
OF  PREFERENTIAL  ACCESS.  ACCORDING  TO  CATERPILLAR,  "THE  NAFTA  WOULD 
GIVE  CATERPILLAR'S  U . S . -MANUFACTURED  PRODUCTS  A  SIGNIFICANT 
COMPETITIVE  ADVANTAGE  IN  MEXICO  VIS-A-VIS  PRODUCTS  MADE  IN  EUROPE 
AND  ASIA.  THE  REASON:  UNDER  NAFTA  PROVISIONS,  CAT[ERPILLAR] 
PRODUCTS  MADE  IN  THE  UNITED  STATES  COULD  BE  SOLD  DUTY  FREE  IN 
MEXICO.  COMPETITIVE  PRODUCTS  ~  MADE  OVERSEAS  —  WOULD  STILL  BE 
SUBJECT  TO  MEXICO'S  NORMAL  10-20  PERCENT  DUTY  [ON  CONSTRUCTION 
EQUIPMENT] . 
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"FOR  THE  CONSTRUCTION  INDUSTRY,  CATERPILLAR  ESTIMATES  NAFTA- 
MANDATED  TARIFF  REDUCTIONS  ~  COUPLED  WITH  INCREASED  ECONOMIC 
GROWTH  ~  WILL  INCREASE  DEMAND  IN  MEXICO  BY  250-350  UNITS  ANNUALLY. 
THIS  COULD  BOOST  U.S.  EXPORTS  BY  15-20  PERCENT,  OR  $35-45  MILLION, 
OVER  LEVELS  EXPECTED  WITHOUT  THE  NAFTA. 

"AS  IN  CATERPILLAR'S  CASE,  NAFTA  GOES  BEYOND  LEVELING  THE 
'PLAYING  FIELD.'  U.S.  COMPANIES  WOULD  GAIN  A  COMPETITIVE  ADVANTAGE 
OVER  JAPANESE  AND  EUROPEAN  RIVALS  BECAUSE  ONLY  PRODUCTS  MADE  IN 
NORTH  AMERICA  WOULD  BE  GRANTED  DUTY-FREE  ACCESS  INTO  MEXICO." 

ANOTHER  BENEFIT  OF  NAFTA  NOT  TO  BE  MISSED  IS  THE  POSITIVE, 
STIMULATIVE  IMPACT  IT  CAN  HAVE  ON  OTHER  TRADE  NEGOTIATIONS,  NOT  THE 
LEAST  OF  WHICH  IS  THE  URUGUAY  ROUND  OF  GATT.  IN  SOME  AREAS  OF 
CRITICAL  IMPORTANCE  TO  U.S.  FIRMS  AND  WORKERS  STRIVING  TO  COMPETE 
GLOBALLY  —  INTELLECTUAL  PROPERTY  PROTECTION  AND  TRADE  IN  SERVICES 
TO  NAME  JUST  TWO  —  WE  HAVE  ACHIEVED  THROUGH  THE  NAFTA 
BREAKTHROUGHS  ON  A  REGIONAL  SCALE  THAT  HAVE  ELUDED  US 
MXn.TILATERALLY. 

WITH  PARTICULAR  RESPECT  TO  THESE  TWO  AREAS,  ITEMS  ON  WHICH  THE 
U.S.  HAS  HAD  CONSIDERABLE  DIFFICULTY  IN  THE  PAST  ACHIEVING  STRONG 
TRADE-LIBERALIZING  COMMITMENTS  FROM  LESSER-DEVELOPED  COUNTRIES,  THE 
FACT  THAT  MEXICO  HAS  FORGED  WITH  US  WHAT  ARE  ARGUABLY  THE  BEST 
AGREEMENTS  EVER  NEGOTIATED  IN  THESE  AREAS  WILL  MAKE  IT  HARDER  FOR 
OTHER  LDCs  TO  AVOID  MAKING  SIMILAR  COMMITMENTS  IN  FUTURE  BILATERAL 
OR  MULTILATERAL  NEGOTIATIONS. 

THESE  AND  OTHER  BREAKTHROUGHS  NEGOTIATED  IN  THE  NAFTA  CAN  BE 
HELD  UP  TO  THE  GATT  AS  PRIME  EXAMPLES  OF  THE  KIND  OF  GLOBAL  TRADE 
LIBERALIZATION  IT  HAS  A  RESPONSIBILITY  TO  HELP  ACHIEVE. 

IN  THE  FINAL  ANALYSIS  ONE  THING  IS  CERTAIN:  WITH  OR  WITHOUT 
NAFTA,  MEXICO  IS  ON  THE  PATH  TO  MODERNIZATION.  AND,  WITH  OR 
WITHOUT  NAFTA,  MEXICO  WILL  TURN  TO  SOMEONE  TO  SELL  IT  THE  KINDS  OF 
GOODS  AND  SERVICES  THAT  COUNTRIES  TRYING  TO  MODERNIZE  MUST  IMPORT. 

FROM  TELECOMMUNICATIONS  GOODS  AND  SERVICES,  TO  FINANCIAL 
SERVICES,  TO  COMPUTERS,  TO  CONSTRUCTION  EQUIPMENT  AND  SERVICES,  TO 
AUTOMOBILES  AND  AUTO  PARTS,  TO  CHEMICALS,  TO  CONSUMER  PRODUCTS,  TO 
POWER  GENERATION  EQUIPMENT,  TO  TEXTILES  AND  STEEL,  THE  UNITED 
STATES  IS  IDEALLY  SUITED  AND  SITUATED  TO  SEIZE  THE  OPPORTUNITIES 
THAT  WILL  INCREASINGLY  ABOUND  IN  MEXICO.  IF  WE  REJECT  NAFTA, 
MEXICO  WILL  UNDERSTANDABLY  REEVALUATE  THE  WISDOM  OF  TURNING  TO 
AMERICAN  FIRMS  AND  WORKERS  TO  SATISFY  THE  MAJOR  SHARE  OF  THAT 
COUNTRY'S  DEMAND  FOR  ALL  THE  GOODS  AND  SERVICES  WE  CREATE  SO  WELL, 
AND  THAT  THEIR  COUNTRY  NEEDS  SO  MUCH. 

BEYOND  THIS,  DEFEATING  NAFTA  DENIES  U.S.  FIRMS  AND  WORKERS  A 
BUILT  IN  ADVANTAGE  OVER  FOREIGN  COMPETITION  IN  THE  MEXICAN  MARKET 
.  .  .  AND  THAT  MAKES  NO  SENSE.  WE  MUST  PASS  NAFTA  TO  GIVE 
AMERICANS  EVERY  POSSIBLE  ADVANTAGE  IN  THIS  VITAL  AND  EXPANDING 
MEXICAN  MARKET. 

AGAIN,  MR.  CHAIRMAN,  THANK  YOU  FOR  HOLDING  THIS  IMPORTANT 
HEARING.  THE  NFTC  LOOKS  FORWARD  TO  WORKING  WITH  YOU  TO  SEE  THE 
NAFTA  THROUGH  TO  IMPLEMENTATION. 
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Mr.  Matsui.  Mr.  Wolfe. 

STATEMENT  OF  WESLEY  H.  WOLFE,  PRESIDENT,  AMERICAN 
CHAMBER  OF  COMMERCE  OF  MEXICO,  AND  PRESIDENT, 
MONTECARGAS  YALE,  MEXICO  CITY 

Mr.  Wolfe.  Thank  you,  Mr.  Chairman,  to  be  last  and  to  be  last 
during  lunch  is  quite  an  experience,  but  I  thank  the  subcommittee 
for  giving  the  American  Chamber  of  Commerce  the  opportunity  to 
testify  on  the  North  American  Free-Trade  Agreement.  We  seek  to 
provide  the  subcommittee  with  the  NAFTA  perspectives  of  United 
States  business  operating  in  Mexico. 

My  name  is  Wesley  Wolfe.  I  am  a  United  States  citizen  who  has 
resided  in  Mexico  for  the  past  17  years.  I  am  president  of  Yale 
Forklift  Trucks  of  Mexico,  a  medium-sized  company  that  I  have  op- 
erated in  Mexico  City  for  the  last  5  years.  I  am  also  president  of 
the  American  Chamber  of  Commerce  of  Mexico. 

As  the  largest  of  68  American  chambers  of  commerce  abroad, 
AmCham  Mexico  represents  2,900  corporate  members  who  control 
85  percent  of  United  States  direct  investment  in  Mexico.  In  mone- 
tary terms,  this  is  the  equivalent  of  $19.6  billion.  Our  charter  is 
to  promote  United  States-Mexico  trade  and  investment,  affirm  the 
benefits  of  private  investment  and  free  trade  in  Mexico,  encourage 
responsible  corporate  citizenship  and  advocate  for  our  members  in 
public  and  private  fora. 

AmCham  Mexico  activities  are  based  strongly  on  a  personal  in- 
volvement of  750  corporate  executives,  a  majority  who  represent 
major  United  States  companies  that  operates  in  Mexico.  From  our 
vantage  point,  the  acrimonious  and  sometimes  demagogic  campaign 
waged  by  NAFTA's  opponents  is  sometimes  reminiscent  of  a  not  too 
distant  past  in  Mexico  when  it  was  common  to  hear  similar  rhet- 
oric directed  at  both  the  United  States  Government  and  American 
business. 

I  recall,  for  example,  how  a  previous  Mexican  administration 
suggested  that  the  United  States  was  engaged  in  a  campaign  to 
seed  rain  clouds  over  the  southwestern  United  States  thereby  wors- 
ening the  severe  drought  affecting  farmers  in  northern  Mexico.  In- 
deed, for  many  years  Mexicans  blamed  so  many  of  their  economic 
and  even  social  problems  on  the  United  States.  The  United  States 
was  an  easy  repository  for  all  of  the  uncertainties  and  fears  of  the 
Mexican  people. 

The  current  debate  over  NAFTA  in  this  country  is  strikingly 
similar.  NAFTA  has  become  the  lightning  rod  for  the  host  of  the 
uncertainties  Americans  feel  about  their  jobs  and  their  country's 
economic  future.  NAFTA  opponents  like  Ross  Perot,  Pat  Buchanan, 
Jesse  Jackson,  and  Jerry  Brown  are  not  unlike  the  Mexican  politi- 
cians of  yesteryear  who  sold  fear  and  enmity  rather  than  foster 
desperately  needed  solutions  to  the  country's  problems. 

Mr.  Chairman,  I  would  like  to  share  with  you  a  statistic  that  I 
believe  summarizes  everything  that  NAFTA  is  about.  Before  Mexi- 
co's economic  liberalization  began  in  1986,  less  than  2  percent  of 
the  sales  in  Mexico  supermarkets  were  of  foreign  made  products. 
Recently,  I  learned  from  a  senior  executive  of  a  leading  Mexican 
supermarket  chain  that  over  30  percent  of  the  sales  in  Mexican  su- 
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permarkets  today  are  of  foreign  goods,  and  the  overwhelming  ma- 
jority of  those  are  products  made  in  the  United  States  of  America. 

AmCham  Mexico  supports  NAFTA.  Based  on  a  study  of  our 
membership  we  found  an  overwhelming  98  percent  in  support  of 
NAFTA.  Our  members,  based  on  their  experience,  believe  that 
NAFTA's  advantages  boil  down  to  six  arguments: 

One,  the  United  States-Mexico  business  climate  is  warming,  and 
as  a  result,  Mexico  is  becoming  an  important  market  for  United 
States  consumer  goods. 

Two,  NAFTA's  strict  rules  of  origin  present  new  opportunities  for 
United  States  industries. 

Three,  the  elimination  of  provisions  that  forced  investment  in 
Mexico  in  order  to  sell  to  Mexico  creates  new  advantages  for  Amer- 
ican companies. 

Four,  NAFTA  will  create  jobs  in  the  United  States. 

Five,  Mexico's  improving  its  environmental  enforcement  and 
worker  standards. 

And,  six,  without  NAFTA,  the  future  of  United  States-Mexican 
relations  may  be  jeopardized. 

Let  me  further  explain  each  of  these  reasons  for  supporting 
NAFTA.  As  you  are  aware,  it  used  to  be  hard  for  Americans  to  do 
business  in  Mexico.  This  is  changing  dramatically  across  the  board. 
Once  severely  limited  by  import  permits,  quotas  and  high  tariffs, 
a  multitude  of  United  States  products  from  those  of  high-tech- 
nology areas  such  as  software  to  products  as  familiar  as  peanut 
butter  are  now  in  strong  demand  in  Mexico.  Mexico's  growing  mid- 
dle class  favors  American  products.  On  a  per  capita  basis,  Mexican 
consumers  spend  $450  a  year.  This  is  more  than  they  spend  on  im- 
ports from  any  other  country  in  the  world. 

One  sector  that  has  experienced  particularly  robust  growth  has 
been  consumer-ready  agricultural  products,  such  as  meat  and  poul- 
try, horticulture  products,  dairy  products  and  snack  foods.  These 
have  enjoyed  a  35-percent  increase  in  sales  in  Mexico  over  the  last 
5  years,  in  spite  of  the  fact  that  they  are  still  subject  to  a  20-per- 
cent import  tariff.  NAFTA's  elimination  of  these  tariffs  will  un- 
doubtedly result  in  United  States  agricultural  products  in  Mexico 
rising  significantly. 

NAFTA's  strict  rules  of  origin  will  greatly  augment  the  use  of 
North  American  source  components.  The  United  States  will  play  a 
leading  role  in  supplying  many  of  such  parts,  especially  in  the 
high-tech  industries  where  the  United  States  technological  lead 
and  scale  of  production  will  increase  opportunities  for  American 
companies  and  workers. 

For  example.  United  States  automobile  companies  not  only  ex- 
pect to  dramatically  increase  sales  of  United  States  cars,  of  United 
States  made  cars  in  Mexico,  but  also  their  manufacturing  oper- 
ations in  Mexico  will  source  more  parts  from  United  States  auto 
parts  manufacturers. 

Much  NAFTA  criticism  has  focused  on  movement  of  investment 
to  Mexico.  It  is  argued  that  NAFTA's  major  flaw  is  that  it  is  essen- 
tially designed  to  encourage  movement  of  production  to  Mexico  by 
guaranteeing  protection  for  United  States  investment  there.  In 
fact,  NAFTA  will  eliminate  border  restrictions,  which,  in  the  past, 
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forced  companies  to  invest  in  Mexico  in  order  to  simply  gain  access 
to  its  market. 

In  addition,  some  industries  manufacturing  in  Mexico  were  sub- 
ject to  performance  requirements  that  mandated  that  a  certain  per- 
centage of  Mexican  production  be  exported  to  the  United  States. 
NAFTA  will  consolidate  the  elimination  of  regulations  encouraging 
United  States  companies  to  move  offshore  to  Mexico  rather  than 
export  directly  from  the  United  States. 

A  recent  AmCham  survey  backed  the  many  studies  which  assert 
that  NAFTA  will  create  jobs.  More  than  three-fifths  of  the  compa- 
nies surveyed  by  AmCham  indicate  that  NAFTA  will  cause  their 
imports  from  the  United  States  to  rise.  The  survey  told  us  that  im- 
ports from  Mexico  have  already  increased  by  an  average  of  57  per- 
cent since  Mexico  liberalized  trade  policies  in  1986.  Under  NAFTA, 
an  increasing  percentage  of  imports  will  go  into  production  aimed 
at  the  Mexican  market. 

Defeating  NAFTA  will  make  it  more  difficult  to  reach  any  solu- 
tion to  the  labor  and  environmental  issues  existing  between  our 
two  countries.  A  vote  against  NAFTA  will  assure  that  problems 
cited  by  NAFTA  opponents  not  only  continue  but  intensify,  just  at 
a  time  when  these  problems  can  and  should  be  dealt  with  coopera- 
tively. 

In  an  AmCham  environmental  survey,  73  percent  of  125  compa- 
nies responding  indicated  that  over  the  coming  years  comparative 
environmental  protection  costs  will  provide  little  or  no  incentive  to 
relocate  plants  to  Mexico.  NAFTA  will  help  eliminate  the  lower  en- 
vironmental compliance  costs  which  today  might  serve  as  an  incen- 
tive for  investment  in  Mexico.  Without  NAFTA,  it  will  be  more  dif- 
ficult for  Mexico's  environmental  protection  agency  to  achieve  that 
goal. 

On  labor  standards,  the  AmCham  survey  on  labor  practices  of 
companies  operating  in  Mexico  found  Mexican  workers  in  these 
companies  to  be  well  protected  and  well  represented.  In  fact,  there 
is  significantly  higher  union  representation  among  workers  in 
United  States  companies  in  Mexico,  43  percent,  than  in  Mexican 
companies,  22  percent.  More  than  in  the  U.S  work  force,  generally, 
which  is  14  percent.  Average  daily  base  wages  for  blue  collar  work- 
ers in  United  States  companies  operating  in  Mexico  are  more  than 
twice  the  minimum  wage  there. 

The  warming  of  bilateral  United  States-Mexico  relations  spurred 
by  the  NAFTA  negotiations  has  set  a  tone  of  partnership  and  prob- 
lem solving  that  extends  well  beyond  the  trade  arena.  Discussions 
on  difficult  issues,  such  as  efforts  to  curtail  a  legal  narcotics  traf- 
ficking, once  consisted  mainly  of  blame  shifting  rancor.  Today,  our 
two  nations  talk  enthusiastically  about  jointly  sponsored  solutions 
to  mutuailly  shared  problems. 

AmCham  Mexico  firmly  believes  the  benefits  of  NAFTA  expected 
to  bring  both  our  countries  will  extend  well  beyond  jobs  and  trade 
to  all  bilateral  issues  of  our  two  nations. 

Again,  I  thank  you  for  this  opportunity  to  testify  and  I  welcome 
any  questions.  Thank  you. 

[The  prepared  statement  follows:] 
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I  thank  the  Subcommittee  for  giving  the  American  Chamber  of  Commerce  of  Mexico 
(AmCham  Mexico)  the  opportimity  to  testify  on  the  North  American  Free  Trade  Agreement. 
We  seek  to  provide  the  subcommittee  with  the  NAFTA  perspectives  of  the  U.S.  business 
community  operating  in  Mexico. 

My  name  is  Wesley  H.  Wolfe.   I  am  a  United  States  Citizen  who  has  resided  in 
Mexico  for  the  past  17  years.   I  am  president  of  Yale  forklifts  of  Mexico  (Montecargas  Yale, 
S.A.  de  C.V.),  a  medium-sized  company  that  I  have  operated  in  Mexico  City  for  the  past  five 
years.   I  am  also  the  president  of  the  American  Chamber  of  Commerce  of  Mexico. 

As  the  largest  of  68  American  Chambers  of  Commerce  abroad,  AmCham  Mexico 
represents  2,900  corporate  members  who  control  85  percent  of  U.S.  direct  investment  in 
Mexico.   In  monetary  terms,  this  is  the  equivalent  of  US$19.6  billion  dollars.   Our  charter  is 
to  promote  U.S.-Mexico  trade  and  investment,  affirm  the  benefits  of  private  investment  and 
free  trade  in  Mexico,  encourage  responsible  corporate  citizenship,  and  advocate  for  our 
members  in  public  and  private  fora.   AmCham  Mexico  activities  are  based  strongly  on  the 
personal  involvement  of  750  corporate  executives,  the  majority  of  whom  head  major  U.S. 
companies  that  operate  in  Mexico. 

AmCham  Mexico  serves  as  liaison  between  the  U.S.  business  community  in  Mexico 
and  the  public  sectors  of  both  our  countries.   As  such,  we  have  been  called  upon  by  our 
membership  to  express  our  support  for  NAFTA.   Founded  in  1917,  we  collectively  believe 
that  our  first-hand  and  day-to-day  business  experience  in  Mexico  can  add  a  unique 
perspective  to  the  NAFTA  debate,  explaining  how  this  historic  accord  will  benefit  the  U.S. 
and  Mexico. 

From  our  vantage  point,  the  acrimonious  and  sometimes  demagogic  campaign  waged 
by  NAFTA's  opponents  in  the  United  States  is  somewhat  reminiscent  of  a  not  too  distant  past 
in  Mexico  when  it  was  common  to  hear  similar  rhetoric  directed  at  both  the  United  States 
government  and  American  business. 

I  recall,  for  example,  how  a  previous  Mexican  administration  suggested  that  the  United 
States  was  engaged  in  a  campaign  to  seed  rain  clouds  over  the  Southwestern  U.S.,  thereby 
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worsening  the  severe  draught  affecting  fanners  in  the  Sonoran  dessert  of  northern  Mexico. 
Indeed,  for  many  years  Mexicans  blamed  so  many  of  their  economic  -  and  even  social  — 
problems  on  the  United  States.   The  U.  S.  was  an  easy  repository  for  all  of  the  uncertainties 
and  fears  of  the  Mexican  people. 

The  current  debate  over  the  NAFTA  in  this  country  is  strikingly  similar.   NAFTA  has 
become  the  lightning  rod  for  the  host  of  imcertainties  Americans  feel  about  their  jobs  and 
their  country's  economic  future.    NAFTA  opponents  like  Ross  Perot,  Pat  Buchanan,  Jesse 
Jackson  and  Jerry  Brown  are  not  unlike  the  Mexican  politicians  of  yesteryear  who  sold  fear 
and  enmity  rather  than  fostering  desperately  needed  solutions  to  the  country's  problems. 

Under  the  visionary  leadership  of  President  Salinas,  Mexico  has  stabilized  and 
modernized  its  economy,  lowered  trade  barriers  and  reduced  the  size  of  its  bloated  federal 
bureaucracy.   The  principal  beneficiaries  of  this  forward-thinking  liberalization  have  been  the 
Mexican  people  who  have  seen  their  standard  of  living  rise  with  better  working  conditions 
and  higher  wages. 

AmOiam  Mexico's  member  companies  and  American  workers  have  benefited  from  the 
"new"  Mexico  as  well.   Since  1987,  U.S.  manufactured  exports  to  Mexico  have  skyrocketed 
from  $14.6  billion  to  nearly  $41  billion,  and  these  figures  do  not  even  take  into  account  the 
huge  trade  in  services  that  has  benefitted  U.S.  companies. 

Quickly  disappearing  are  the  days  when  American  companies  had  to  invest  and 
manufacture  in  Mexico  in  order  to  sell  their  products  there.   Nearly  three-quarters  of 
everything  Mexico  imports  now  comes  from  the  United  States.   AmCham  Mexico's   member 
companies  are  increasingly  able  to  rely  on  American  suppliers  for  their  numufacturing 
operations.   We  have  seen  American  companies  move  operations  back  from  the  Far  East  to 
Mexico,  allowing  them  to  source  over  50%  of  their  input  from  American  suppliers. 

Mr.  Chairman,  I'd  like  to  share  with  you  a  statistic  that  I  think  summarizes  everything 
that  NAFTA  is  about.  Before  Mexico's  economic  liberalization  began  in  1986,  less  than  two 
percent  of  the  shelf -space  in  Mexico's  supermarkets  was  stocked  with  foreign-made  products. 
Recently,  I  learned  from  the  senior  executive  of  a  Mexican  supermarket  chain  that  over  30  to 
40  percent  of  the  sales  in  Mexican  supermarkets  represent  imported  goods  -  and  the 
overwhelming  majority  of  those  products  are  made  in  the  USA. 

American  retailers,  including  J.C.  Penny,  Walmart,  Price  Qub  and  many  others,  are 
now  responding  to  the  strong  opportunities  in  the  Mexican  market.   This  is  the  real  story 
behind  the  remarkable  rise  in  exports  to  Mexico  summarized  in  our  trade  figures. 

We  invite  members  of  this  subcommittee  and  your  colleagues  in  this  Congress  to  look 
at  both  NAFTA  and  Mexico  from  the  perspective  of  American  companies  who  do  business 
there.   When  you  visit  Mexico,  don't  just  look  the  problems  stUl  remaining  from  yesterday's 
Mexico  -  such  as  border  pollution.   Instead,  look  at  the  new  opportunities  for  American 
companies  that  are  already  becoming  available  in  the  expanding  Mexican  consumer  market 
Examine  the  Mexican  market  that  is  already  supporting  over  700,000  jobs  in  the  United 
States.  A  market  that,  with  NAFTA,  will  support  an  additional  200,000  new  U.S.  jobs  by 
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1995.   Whether  your  concern  is  U.S.  jobs,  illegal  immigration,  environment,  labor  standards 
or  narcotics  trafficking  -  NAFTA  is  an  essential  step  toward  the  solution. 

We  believe  NAFTA  will  further  improve  the  competitive  position  of  our  member 
companies  in  the  Mexican  market  and  ensure  that  Mexico  never  retxuns  to  the  days  when 
American  products  were  blocked  at  the  border. 

AmCham  Mexico  supports  NAFTA  based  on  a  survey  of  our  membership  that  foimd 
an  overwhelming  98  percent  support  NAFTA.   Our  members,  based  on  their  experience, 
believe  that  NAFTA's  advantages  boil  down  to  six  arguments. 

1)  The  U.S.-Mexico  business  climate  is  warming,  and  as  a  resuU  Mexico  is 
becoming  an  important  market  for  U.S.  consumer  goods; 

2)  NAFTA's  strict  rules  of  origin  present  new  opportunities  for  U.S.  industries; 

3)  The  elimination  of  provisions  that  forced  investment  in  Mexico  in  order  to  sell 
to  Mexico  creates  new  advantages  for  American  companies; 

4)  NAFTA  will  create  jobs  in  the  U.S.; 

5)  Mexico  is  improving  its  environmental  enforcement  and  worker  standards;  and, 

6)  Without  NAFTA,  the  futxire  of  U.S.  Mexican  relations  may  be  jeopardized. 

Let  me  further  explain  each  of  these  reasons  for  supporting  NAFTA: 

1.  A  WARMING  BUSINESS  CLIMATE  FOR  U.S.  COMPANIES  -  As  you  are 

aware,  it  used  to  be  hard  for  Americans  to  do  business  in  Mexico.   This  is  changing 
dramatically  across  the  board.    Once  severely  limited  by  import  permits,  quotas  and 
high  tariffs,  a  multitude  of  U.S.  products  -  from  those  in  high-tech  areas  such  as 
software,  to  products  as  familiar  as  peanut  butter  -  are  now  in  strong  demand  in 
Mexico.   Mexico's  growing  middle  class  favors  American  products.     Mexican 
consumers,  on  average,  spend  $450  dollars  a  year  in  U.S.  goods.   This  is  more  than 
they  spend  on  imports  from  any  other  country  in  the  world. 

One  sector  that  has  experienced  particularly  robust  growth  has  been  consumer- 
ready  agriculttiral  products  such  as:  meat  and  poultry,  horticultural  products,  dairy 
products,  and  snack  foods.   These  have  enjoyed  a  35  percent  increase  in  sales  in 
Mexico  over  the  last  five  years  in  spite  of  the  fact  that  they  are  still  subject  to  a  20 
percent  import  tariff   NAFTA's  elimination  of  these  tariffs  wUl  undoubtedly  result  in 
U.S.  agricultural  exports  to  Mexico  rising  significantly. 

This  room  for  growth  is  due  in  large  part  to  the  fact  that  only  17  percent  of 
Mexico's  territory  is  arable.   As  Mexico's  population  of  90  million  consumers  grows  in 
size  and  wealth,  NAFTA  will  help  America's  farmers  and  agro-industry  take  advantage 
of  this  market. 

Mexico  is  our  fastest  growing  export  market  and  third  largest  trading  partner. 
Between  1986-1992,  U.S.  exports  to  Mexico  more  than  doubled,  and  the  U.S. 
merchandise  trade  balance  with  Mexico  reversed  from  a  $5  billion  deficit  to  a  $5.4 
billion  surplus.   It  is  interesting  to  note  that  when  the  Canada-U.S.  Free  Trade 
Agreement  took  effect  in  1989,  there  was  barely  a  ripple  of  protest  in  the  United 
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States.  This  despite  the  fiact  that  the  U.S.  had  a  job  costing  trade  deficit  with  Canada 
of  nearly  $10  billion. 

RULES  OF  ORIGIN  FAVORING  U.S.  INDUSTRY:    NAFTA's  strict  rules  of 
origin  will  greatly  augment  the  use  of  North  American-soinced  components.   The  U.S. 
will  play  a  leading  role  in  supplying  many  of  parts,  especially  in  the  high-tech 
industries  where  the  U.S.  technological  lead  and  scale  of  production  will  increase 
opportunities  for  American  companies  and  workers.   For  example,  U.S.  automobile 
companies  not  only  expect  to  dramatically  increase  sales  of  U.S. -made  cars  in  Mexico, 
but  also  their  manufacturing  operations  in  Mexico  will  source  more  parts  from  U.S. 
automobile  parts  manufacturers. 

COMPANIES  WILL  SELL  DIRECTLY  FROM  THE  UNITED  STATES  - 
WFTHOUT  HAVING  TO  INVESTMENT  IN  MEXICO:    Much  NAFTA  criticism 
has  focused  on  movement  of  investment  to  Mexico.    It  is  argued  that  NAFTA's  major 
flaw  is  that  it  is  essentially  designed  to  encourage  movement  of  production  to  Mexico 
by  guaranteeing  protection  for  U.S.  investments  there. 

In  fact,  NAFTA  will  eliminate  border  restrictions  which,  in  the  past,  forced 
companies  to  invest  in  Mexico  in  order  to  simply  gain  access  to  its  market.    In 
addition,  some  industries  manufacturing  in  Mexico  were  subject  to  performance 
requirements  which  mandated  that  a  certain  percentage  of  Mexican  production  be 
exported  to  the  United  States.   Furthermore,  the  maquiladora  program  was  specifically 
designed  to  ensure  that  companies  taking  advantage  of  Mexico's  labor  force  would  not 
have  access  to  the  domestic  market,  instead  re-exporting  all  of  their  production  back  to 
the  United  States.   NAFTA  will  consolidate  the  elimination  of  regulations  encouraging 
U.S.  companies  to  move  offshore  to  Mexico  rather  than  export  directly  from  the  U.S. 

With  NAFTA's  gradual  elimination  of  remaining  barriers  on  a  range  of  U.S.  . 
products,  U.S.  producers  will  enjoy  the  added  advantage  of  maintaining  their 
production  -  and  their  jobs  -  on  U.S.  soil,  while  expanding  their  export  base  in 
Mexico.   This  is  particularly  important  for  small  and  mediimi-sized  U.S.  industry, 
which  cannot  afford  to  set-up  manufacturing  facilities  in  Mexico  to  overcome  the  "sold 
in  Mexico,  made  in  Mexico"  rules  of  the  past. 

NAFTA  WILL  CREATE  JOBS  IN  THE  UNITED  STATES:    More  than  three- 
fifths  of  companies  surveyed  by  the  AmCham  indicate  that  NAFTA  will  cause  their 
imports  from  the  United  States  to  rise.   Sixty-three  percent  said  that  imports  from  the 
U.S.  have  increased  by  an  average  of  57  percent  since  Mexico  liberalized  its  trade 
policies  in  1986.   Under  NAFTA,  an  increasing  percentage  of  these  imports  will  go 
into  production  aimed  at  the  Mexican  market. 

In  our  most  recent  survey,  conducted  in  June,  a  random  cross-section  of  300 
member  executives  responded  to  a  very  simple  question:   Within  two  years  of  NAFTA 
implementation,  how  many  jobs  will  your  company  add  in  the  United  States?  These 
300  executives  told  us  that  NAFTA  would  cause  their  companies  to  create  32,460  new 
jobs  in  the  United  States  due  to  the  rapidly  growing  demand  for  U.S.  goods  and 
services  in  Mexico.   This  is  not  a  new  study  based  on  an  abstract  economic  model. 
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These  32,460  new  U.S.  jobs  are  based  on  the  carefully  drawn-out  business  plans  of  a 
fraction  of  the  U.S.  companies  operating  in  Mexico.   We  already  know  that  increased 
U.S.  exports  to  Mexico  have  created  400,000  jobs  in  the  U.S.  over  the  last  five  years. 
Now,  we  have  specific  evidence  that  NAFTA  will  help  U.S.  companies  expand  on  that 
impressive  track  record. 

NAFTA  will  benefit  the  United  States  by  assiuing  all  American  exports  free 
access  to  the  Mexican  market,  after  a  suitable  transition,  with  guarantees  that  barriers 
caimot  be  re-erected. 

An  often  overlooked  advantage  of  NAFTA  for  U.S.  exporters  is  that,  while 
current  average  Mexican  duties  are  about  10  percent  (2V2  times  U.S.  duties),  without 
NAFTA  Mexico  would  be  able  to  quadruple  duties  without  violating  its  GATT 
commitments. 

Perhaps  even  more  important,  since  our  third-country  competitors  will  continue 
to  pay  the  full  MFN  duties  when  exporting  to  Mexico,  and  would  be  vulnerable  to  a 
quadrupling  of  Mexican  tariffs,  U.S.  exporters  will  enjoy  a  significant  comparative 
advantage  over  their  Asian  or  European  competitors. 

Best-on-earth  protection  for  creative  inventions:  With  NAFTA,  Mexico  will  become 
a  growing  market  especially  for  goods  sensitive  to  intellectual  property  protection. 

Of  all  the  factual  errors,  half-truths  and  lies  in  Ross  Perot's  booklet  on  NAFTA, 
his  analysis  of  the  new  levels  of  world-class  intellectual  property  protection  afforded 
to  U.S.  creative  inventions  in  Mexico  is  the  most  absurd. 

Perot  claims,  on  page  92  of  "Save  Your  Job.  Save  our  Country"  that  "the 
underlying  goal  of  this  section  [of  NAFTA]  is  to  make  operating  within  Mexico  as 
safe  for  investors  as  operating  with  either  the  U.S.  or  Canada.  ...  It  will  offer 
additional  incentives  for  moving  operations  and  jobs  to  Mexico." 

American  exporters,  particularly  those  from  smaller  companies  who  can  easily 
be  put  out  of  business  by  foreign  pirates  and  who  can  least  afford  profracted  legal 
disputes  to  enforce  their  patents,  trademarks  and  copyrights,  have  long  made 
intellectual  property  protection  around  the  world  one  of  their  top  priorities.   Indeed, 
strong  IPR  protection  in  Mexico  will  protect  U.S.  jobs,   eliminating  the  entry  of 
pirated  goods  from  Mexico  into  the  United  States,  in  addition  to  removing  the  fear  of 
theft  for  our  exporters. 

WITH  NAFTA,  ENVIRONMENTAL  AND  WORKER  STANDARDS  WILL  BE 
IMPROVED:    Defeating  NAFTA  will  make  it  more  difficult  to  reach  any  solution  to 
the  labor  and  environmental  issues  existing  between  our  two  countries.   A  vote  against 
NAFTA  will  assure  that  problems  cited  by  NAFTA  opponents  not  only  continue  but 
intensify. 
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We  have  separately  surveyed  our  members  to  evaluate  Mexico's  progress  on 
environmental  issues  and  scientifically  evaluate  labor  conditions  at  U.S.  companies 
operating  in  Mexico. 

In  an  environmental  survey,  73%  of  125  companies  indicated  that  over  the 
coming  years,  comparative  environmental  protection  costs  would  provide  little  or  no 
incentive  to  relocate  plants  to  Mexico.   NAFTA  wiU  help  eliminate  the  lower 
environmental  compliance  costs  which  today  might  serve  as  an  incentive  for 
investment  in  Mexico.     Without  NAFTA,  it  will  be  more  difficult  for  Mexico's 
environmental  protection  agency  to  achieve  that  goal. 

Our  most  recent  AmCham  Mexico  survey  of  94  manufacturing  companies 
operating  in  diverse  sectors  of  the  economy  confirms  that  Mexico's  environmental 
protection  and  enforcement  is  on  the  rise.    Virtually  all  respondents  agreed  that 
government  enforcement  of  environmental  laws  has  been  more  stringent  at  all  levels 
over  the  past  five  years.    For  the  last  year,  companies  have  reported  frequent 
inspections  by  federal,  state  and  municipal  authorities,  especially  in  areas  suffering 
most  from  pollution.    Companies  in  high-pollution  areas  reported  high  frequencies  of 
environmental  inspection,  averaging  2.6  visits  per  year.    These  inspections  have 
increased  significantly  since  1990,  with  the  number  of  inspectors  quadrupling  between 
1991-1992  alone. 

Furthermore,  the  quality  and  preparedness  of  inspectors  has  improved  markedly 
in  terms  of  thoroughness,  technical  proficiency,  imderstanding  of  laws,  and  honesty. 
Mexico  is  enforcing  comprehensive  legislation  enacted  as  recentiy  as  1988  covering 
air,  water,  and  hazardous  waste  pollution.   Conversely,  similar  statutes  enacted  by  the 
United  States  were  implemented  gradually  over  a  period  spanning  two  decades. 

The  AmCham  environmental  survey  found  that  companies  based  in  Mexico  arp 
investing  more  in  the  environment,  both  in  pollution  and  contamination-  abating 
technologies,  as  well  as  in  training  and  education.   Environmental  spending  has 
jumped  85%  over  the  past  five  years. 

Much  of  this  spending  is  on  U.S.  technology  and  products.    Our  members  are 
enthusiastic  about  the  current  opportimities  for  the  sale  of  environmental  equipment, 
technology  and  services,  and  expect  NAFTA  to  provide  an  even  greater  impetus  to 
such  sales.    Of  the  growing  number  of  companies  importing  environmental  equipment 
and  technology,  nearly  89  percent  import  it  from  the  United  States.   U.S. 
environmental  services  providers  are  also  widely  used. 

On  labor  standards,  the  AmCham's  survey  of  labor  practices  of  companies 
operating  in  Mexico  found  Mexican  workers  in  these  companies  to  be  well  protected 
and  well  represented.    In  fact,  there  is  significantly  higher  union  representation  among 
workers  in  U.S.  companies  in  Mexico  (43%)  than  in  Mexican  companies  (22%),  or  in 
the  United  States  work  force  generally  (14%).    Average  daily  base  wages  for  blue 
collar  workers  in  U.S.  companies  operating  in  Mexico  are  more  than  twice  the 
minimum  wage  there.   Nearly  four  fifths  of  the  companies  surveyed  have  established 
written  procedures  for  compliance  with  Mexican  labor  laws. 
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DEFEAT  OF  NAFTA  WOULD  JEOPARDIZE  MORE  THAN  TRADE:   The 

warming  of  bilateral  U.S.-Mexico  relations,  spurred  by  the  NAFTA  negotiations,  has 
set  a  tone  of  partnership  and  problem-solving  that  extends  well  beyond  the  trade  arena. 
Discussions  on  difficult  issues  such  as  efforts  to  curtail  illegal  narcotics  trafficking 
once  consisted  mainly  of  blame-shifting  rancor.  Today,  our  two  nations  talk 
enthusiastically  about  jointly-sponsored  solutions  to  mutxially-shared  problems. 

NAFTA  essentially  formalizes  abeady  existing  economic  ties  and  furthers  a 
process  of  regional  integration  that  will  help  North  America  compete  with  formal  and 
de  facto  blocs  in  Emope  and  Asia.     Given  that  the  U.S.  already  has  a  relatively  open 
market  to  foreign  imports  and  investment,  NAFTA's  benefits  to  Mexico  will  be 
minimal.   Rejecting  NAFTA  will  not  slow  U.S.  imports  from  Mexico,  nor  will  it 
address  domestic  U.S.  economic  problems,  including  job  loss  resulting  from  foreign 
competition. 

On  the  other  hand,  NAFTA's  failure  could  have  serious  negative  consequences 
on  all  fronts  of  our  bilateral  relationship.   It  would  likely  lead  to  a  resurgence  of  anti- 
American  feeling  in  Mexico,  and  a  reversal  of  the  economic  reforms  which  have 
yielded  such  benefits  to  the  United  States,  especially  at  a  time  when  industrialized 
country  markets  are  faltering.    In  recent  years,  we  have  taken  a  modernizing,  forward- 
looking  Mexico  for  granted.   Opponents  of  NAFTA  complain  of  bilateral  problems 
ranging  from  illegal  immigration  to  drug  trafficking,  seeking  to  reserve  approval  of 
NAFTA  for  a  perfect  Mexico.   They  do  not  recognize  the  recent  progress  made  in 
these  areas,  the  promise  that  NAFTA  holds  for  futiue  progress  or,  most  importantly, 
the  fact  that  an  xmfriendly  Mexico  will  severely  impede  productive  cooperation  on 
many  bilateral  issues. 

NAFTA's  defeat  would  slow  Mexican  economic  progress,  consigning  it  to  the 
status  NAFTA  opponents  so  fear:   that  of  a  low  wage  nation  incapable  of  either 
absorbing  U.S.  exports  or  of  devoting  resources  to  environmental  and  labor  protection, 
growing  only  as  a  source  of  illegal  immigrants. 

NAFTA's  failure  could  also  stymie  U.S.  access  to  fast  growing  markets 
throughout  Latin  America  and  the  Caribbean.  These  countries  have  been  spurred  by 
NAFTA  to  undergo  economic  reform  and  integration  efforts,  again  to  the  benefit  of 
U.S.  exporters. 

Finally,  NAFTA's  defeat  could  forever  dash  the  hopes  of  those  who  call  for 
labor  and  envirorunental  concerns  to  be  brought  to  the  negotiating  table  not  only 
within  North  America  but  in  multilateral  negotiations.    At  the  same  time,  the  U.S.  is 
likely  to  continue  importing  products  from  countries  free  from  NAFTA  constraints  in 
these  areas. 

AmCham  Mexico's  experience  in  Mexico  leads  us  to  believe  that  the  defeat  of 
NAFTA  could  deal  a  significant  blow  to  the  strengthening  parmership  our  countries 
now  share.   As  is  the  intent  of  this  historic  accord,  AmCham  Mexico  firmly  believes 
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that  the  benefits  NAFTA  is  expected  to  bring  both  our  countries  will  extend  well 
extend  beyond  jobs  and  trade  to  all  bilateral  issues  between  our  two  nations. 

I  again  thank  the  Subcommittee  for  the  opportunity  to  testify,  and  welcome  your 
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Mr.  Matsui.  Thank  you.  I  would  like  to  thank  all  of  you  for  your 
testimony.  I  will  be  very  brief  in  my  questions,  given  the  fact  you 
have  been  here  a  while,  and  particularly  Mr.  Kittredge. 

Yesterday  at  the  White  House  when  President  Clinton  an- 
nounced and  signed  the  side  agreements,  he  had  three  ex-Presi- 
dents, one  of  whom  was  President  Carter. 

And  President  Carter — actually  President  Carter,  President 
Bush,  and  President  Ford,  all  three,  discussed  this  subject  but  it 
was  President  Carter  who  perhaps  made  the  most  cogent  observa- 
tion, and  that  was  to  challenge  Ross  Perot,  and  he  used  his  words 
very  boldly,  and  he  then  suggested  we  need  more  people  of  courage 
to  do  this. 

I  know  that  Mr.  Perot  is  a  member  of  the  business  community, 
and  so  he  has  credibility  with  the  American  public  when  he  earlier 
spoke  during  the  1992  campaign  he  was  presenting  himself  as  a 
member  of  the  business  community,  somebody  who  could  clean  up 
the  act  and  problems  in  Washington,  and  I  think  that  is  why  he 
was  so  popular,  particularly  with  suburban  Americans. 

We  now  find  him  to  be  a  demagogue.  We  find  him  to  be  some- 
body who  has  political  ambitions  that  are  probably  larger  than  all 
of  the  buildings  in  Washington.  And,  as  a  result  of  that,  I  think  it 
is  incumbent  upon  the  private  sector  to  challenge  him  because  I 
think  he  has  probably  done  more  damage  to  the  private  sector,  to 
industry  and  business  in  America,  than  any  politician  in  the  last 
50  years.  If  I  would  say  some  of  the  things  about  the  private  sector 
that  he  has  said,  you  would  condemn  me  to  purgatory  forever,  but 
for  some  reason  there  is  a  reluctance. 

And  I  just  think  that  private  sector  must  show  the  same  kind  of 
courage  that  some  members  are  trying  to  show,  and  particularly 
former  President  Carter  showed  yesterday,  to  meet  his  challenge. 
I  have  heard  a  lot  of  the  members  of  the  private  sector  refuse  to 
do  it  because  they  just  don't  want  to  interfere,  because  of  the  con- 
cern, the  impact  it  may  have  on  themselves  or  their  company,  and 
I  just  don't  think  we  can  allow  that  to  happen. 

Demagoguery  in  this  country  is  something  that  has  to  be  chal- 
lenged if  in  fact  we  are  going  to  successfully  have  a  flourishing  de- 
mocracy. I  was  outraged  last  week  when  he  appeared  on  Larry 
King  Live — less  than  10  days  ago,  I  guess — and  I  think  the  talk 
shows,  unfortunately,  have  been  very,  very  destructive  to  the  demo- 
cratic process  because  we  all  believe  in  free  speech  and  the  right 
to  present  your  views  before  the  media.  At  the  same  time,  I  would 
hope  that  there  would  be  a  challenge  in  these  so-called  journalists 
and  others  have  not  challenged  him  sufficiently. 

He  threw  out  the  fact  that  5.9  million  jobs  will  be  lost  under 
NAFTA,  and  Larry  King  said,  that  is  a  lot  of  jobs;  let's  go  to  a  call- 
er from  Arizona.  And  they  went  right  on  from  there.  I  just  don't 
think  that  contributes  to  the  democratic  process.  That  may  be  fine 
for  entertainment  but  that  is  not  democracy. 

I  would  like  to  make  one  other  observation  as  well.  We  are  going 
to  have  to  have  a  border  cleanup  bank.  Those  of  you  that  live  in 
Mexico  know  that  there  are  problems,  significant  problems,  and  I 
think  Mr.  Kersner  was  concerned  about  how  that  was  going  to  be 
funded. 
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Now,  the  Treasury  Department  has  unveiled  and  will  try  to  come 
up  with  a  mechanism  that  would  spread  the  cost  over  a  number 
of  years  by  using  tax  exempt  bonds  and  hopefully  will  be  able  to 
lift  the  caps  so  no  state  would  be  adversely  impacted.  We  would 
hope  that  the  Mexican  Government  will  finance  most  of  this  cost 
over  a  period  of  years. 

But,  at  the  same  time,  there  will  be  a  cost  involved  in  this  and 
companies  that  are  along  the  border  will  undoubtedly  have  to  par- 
ticipate in  that  cost.  Now,  if  that  falls  apart,  if  that  does  not  occur, 
or  it  appears  that  that  is  not  going  to  work,  I  am  afraid  that 
NAFTA  itself  could  be  in  jeopardy  because  they  come  part  and  par- 
cel to  a  large  extent. 

Second  area,  as  you  probably  well  know,  yesterday  Secretary 
Reich  testified  before  the  Ways  and  Means  Committee  and  talked 
about  the  fact  that  we  are  going  to  have  worker  adjustment  pro- 
gram and  this  will  be  broad  and  will  include  not  only  NAFTA  but 
the  spotted  owl  and  military  conversion  funds  and  corporate  re- 
structuring as  well.  Now,  we  are  not  expecting  to  have  that  passed 
this  year,  but  at  least  the  debate  will  go  on. 

There  will  have  to  be  some  provisions,  obviously,  for  both  income 
support,  that  is  the  unemployment  benefits,  and,  secondly,  there 
will  have  to  be  some  provision  for  training  of  workers  who  have 
lost  their  jobs. 

One  thing  I  noticed  is  that  we  have  phaseouts  for  tariffs  on  both 
sides  of  the  border,  up  to  15  years,  and  on  the  U.S.  side  there  is 
some  industries  that  need  additional  protection.  So  before  our  tar- 
iffs are  dropped  to  zero,  there  is  a  15-year  phaseout. 

We  are  protecting  those  companies.  And  we  should.  We  should 
give  these  companies  an  option  of  becoming  more  efficient  or  phas- 
ing out  and  moving  into  another  type  of  business  as  Mexican  ex- 
ports coming  into  this  country.  At  the  same  time,  we  have  an  obli- 
gation not  only  to  business  but  also  to  the  workers. 

I  think  all  of  us  have  to  participate  in  this  if  in  fact  we  want  to 
make  this  work.  The  President's  position  is  to  support  free  and 
open  trade  but  at  the  same  time  try  to  deal  with  the  issue  of  dis- 
location that  undoubtedly  occurs  in  a  dynamic,  viable  economy  that 
is  subject  to  change. 

And  so  I  hope  that  as  the  debate  continues  and  as  the  weeks  pro- 
ceed ahead,  we  can  have  a  dialog,  but  that  is  the  basic  area  that 
those  of  us  that  support  NAFTA  will  be  moving  in. 

Does  any  one  of  you  wish  to  comment?  Perhaps  Mr.  Kittredge 
and  then  Mr.  Workman. 

Mr.  Kittredge.  Yes,  on  the  worker  retraining.  And  I  don't  think 
it  is  anything  you  don't  understand  very  fully,  but  the  whole  ques- 
tion of  restructuring  and  the  whole  problem  of  worker  retraining 
is  so  much  broader  than  NAFTA  alone,  and  anything  this  group  or 
anybody  else  can  do  to  make  the  public  understand  that  the  re- 
structuring going  on  in  IBM  or  Procter  &  Gamble  or  GM  or  on  and 
on  and  on,  and  because  of  environmental  problems,  as  you  referred 
to  the  spotted  owl  or  whatever,  there  are  enormous  restructurings. 

The  amount  that  NAFTA  may  or  may  not  have  on  that  is  ex- 
tremely small  and  that  is  something  that — I  mean,  the  problem  is 
a  very  large  one,  you  are  quite  right,  and  it  has  to  be  addressed. 
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but  to  paint  NAFTA  with  that  brush  the  way  it  is  being  done  is 
very  unfortunate. 

Mr.  Matsui.  I  appreciate  your  comment,  sir,  because  what  we  in- 
tend to  do  is  make  this  a  larger  program.  I  should  not  say  we,  I 
should  say  the  Secretary  of  Labor,  with  the  President,  intend  to 
make  this  a  much  larger  program,  and  certainly  NAFTA  is  a  very, 
very  minuscule  part  of  this. 

But  the  larger  one  is,  for  example,  military  conversion  in  certain 
areas. 

Mr.  KiTTREDGE.  It  is. 

Mr.  Matsui.  I  appreciate  your  making  certain  that  point  is  clari- 
fied because  we  intend  to  clarify  that  point  and  continue  to  bring 
that  home. 

Mr.  KiTTREDGE.  Right. 

Chairman  Gibbons.  Mr.  Workman. 

Mr.  Workman.  This  may  come  as  a  surprise  to  some  people,  but 
in  November  1990,  before  we  even  really  got  into  the  fast  track  de- 
bate and  now  the  NAFTA  debate,  our  board  of  directors,  as  part 
of  their  authorizing  us  to  go  forward  and  support — at  that  time  we 
were  only  talking  about  a  United  States-Mexico  agreement — one  of 
the  nine  conditions  that  they  had  was  that  there  had  to  be  and  we 
would  support  a  worker  retraining  and  adjustment  assistance  pro- 
gram, and  also  one  that  dealt  with  some  of  the  problems  that  our 
member  companies,  especially  the  small  ones  were  going  to  deal 
with. 

We  have  been  consistent  supporters  of  that,  and  we  want  to  look 
at  the  details.  I  just  got  a  copy  of  Secretary  Reich's  plan  about  an 
hour  and  a  half  ago,  so  I  won't  completely  commit  to  support  it. 

Mr.  Matsui.  We  have  not  either.  ^ 

Mr.  Workman.  In  principle,  we  think  this  is  something  that 
needs  to  be  done.  I  would  reinforce  what  Frank  was  saying.  While 
we  are  committed  to  doing  it  on  NAFTA,  we  view  it  as  part  of  a 
much  larger  problem,  that  is  not  only  retraining  and  initial  train- 
ing workers,  but  also  the  concerns  that  a  lot  of  American  compa- 
nies have  about  our  whole  education  process. 

We  have  been,  as  you  well  know,  the  chamber  has  been  working 
for  several  years  on  that  effort  to  improve  education  in  general  in 
this  country.  So  you  are  not  going  to  get — ^you  are  going  to  find  a 
friend,  at  least,  at  the  Chamber  building  on  this  issue. 

Mr.  Matsui.  Well,  I  would  like  to  thank  all  four  of  you  for  your 
testimony  and  your  involvement  on  this  issue  and  look  forward  to 
working  with  you.  Thank  you  very  much. 

Mr.  Wolfe.  Thank  you,  Mr.  Chairman. 

Mr.  Matsui.  At  this  time,  we  will  call  upon  my  colleague  elected 
in  1982  from  Ohio,  Representative  Marcy  Kaptur.  Marcy. 

STATEMENT  OF  HON.  MARCY  KAPTUR,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  OHIO 

Ms.  Kaptur.  Good  afternoon,  Mr.  Chairman. 

Mr.  Matsui.  I  am  sorry  I  am  the  only  one  here.  We  had  a  num- 
ber of  Members  that  were  here  earlier  in  the  day,  but  I  think,  as 
I  noted,  the  chairman  wanted  to  be  here  but  he  did  have  another 
meeting  that  had  been  previously  scheduled. 


253 

Ms.  Kaptur.  I  know,  Mr.  Chairman,  and  you  are  working  beyond 
the  call  of  duty  here  and  I  am  sure  you  have  other  places  to  be. 

I  wanted  to  testify  for  the  record,  however,  as  you  begin  this  very 
important  set  of  hearings,  and  you  know  my  high  regard  for  you 
and  for  your  work.  And  though  we  do  not  agree  at  all  on  this  issue, 
I  am  very  grateful  for  your  willingness  to  endure  here  over  the  next 
few  minutes.  That  is  something  that  will  not  happen  in  the  Nation 
of  Mexico,  and  that  is  what  makes  our  country  great,  and  it  is  an 
honor  for  me  to  appear  before  you  here  this  afternoon. 

I  will  have  several  pieces  of  information  to  submit  for  the  record, 
and  I  will  ask  unanimous  consent  to  do  that.  I  will  try  to  summa- 
rize from  my  testimony  as  well  but  will  submit  that  in  full  for  the 
record. 

I  want  to  focus  today  on  the  supplemental  agreements  to  the  pro- 
posed North  American  Free-Trade  Agreement.  To  say  the  least,  the 
agreement  and  the  side  accords  are  not  only  inadequate,  in  my 
opinion,  but  also  not  Democratic  in  the  best  sense  of  the  word. 

In  reading  through  the  body  of  the  treaty  itself,  as  I  have  done 
several  times  now,  and  the  side  accords,  at  least  the  information 
I  have  available  to  me,  I  find  it  ironic  that  the  words  "people"  and 
"workers"  and  "farmers"  are  notably  absent  from  the  documents, 
while  words  like  "intellectual  property  rights,"  "investors"  and 
"competition"  are  rife  throughout  the  documents. 

For  the  record,  let  me  say  I  am  a  Jeffersonian  democrat,  with  a 
small  D.  I  believe  in  people  and  in  treating  them  with  respect.  I 
have  spent  my  life  in  this  Congress  trying  to  demonstrate  that  the 
connections  between  arcane  trade  laws  and  jobs  in  our  country  are 
absolute  and  direct. 

This  accord  will  lay  in  place  a  system  beyond  the  reach  of  ordi- 
nary people.  In  fact,  it  will  sever  the  connection  between  people, 
economic  forces  and  political  systems  meant  to  ease  the  forces  be- 
yond their  own  control.  Let  me,  for  purposes  of  the  record,  restate 
a  few  of  the  phrases  from  the  preamble  of  our  own  Constitution, 
which  begins  with  the  words:  "We  the  people,  in  order  to  form  a 
more  perfect  union  to  establish  justice,  to  promote  the  general  wel- 
fare, and  to  secure  the  blessings  of  liberty  for  ourselves  and  our 
posterity." 

Now  as  I  understand  it,  under  the  labor  side  agreement,  if  a  fac- 
tory worker  in  Ohio  loses  her  job  as  a  result  of  exploitative  labor 
rates  in  Mexico,  she  cannot  enter  a  case  in  the  United  States  court 
system  to  seek  redress.  Rather,  her  case  would  be  taken  to  the  U.S. 
National  Administrative  Office,  something  called  an  NAO,  under 
the  side  agreement. 

Now,  we  don't  yet  know  how  the  NAO  would  be  structured,  be- 
cause the  side  agreements  leave  the  structure  and  funding  of  each 
national  office  up  to  the  individual  country.  The  USTR,  our  Trade 
Representative,  has  described  the  NAO  as — and  I  quote  directly — 
"a  point  of  contact  for  public  input  and  unit  for  gathering  and  dis- 
seminating information  on  labor  matters." 

Action  on  this  worker's  case  would  depend  first  on  documenting 
that  her  job  loss  was  the  direct  result  of  Mexico's  failure  to  enforce 
their  own  laws.  Only  violations  that  are  part  of  a  persistent — and 
I  underline  that  word — persistent  pattern  of  failure  to  enforce  the 
laws  are  subject  to  the  dispute  resolution  process  under  these  side 
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agreements.  This  sounds  to  me  that  it  is  only  open,  perhaps,  to 
class  action  suits  and  not  to  claims  of  individual  lawsuits  which  we 
permit  in  this  country. 

Will  the  NAO  require  that  the  jobless  worker  build  her  own  case? 
Let's  assume  the  best  scenario;  that  the  U.S.  NAO  has  been 
charged  with  providing  full  support  and  assistance  to  our  workers 
seeking  redress.  On  page  2  of  my  testimony  and  part  of  page  3,  I 
summarize  the  absolutely  incredible  process  that  this  U.S.  worker 
who  probably  earns  $23,000  a  year,  if  she  is  lucky,  at  a  factory  job 
in  my  community  would  have  to  undergo  after  she  has  lost  her  job. 

The  NAO  would  begin  a  preliminary  review.  As  part  of  this  proc- 
ess, the  NAO  is  supposed  to  be  consulting  with  the  NAO  of  Mexico, 
which  has  not  been  set  up  yet,  to  clarify  the  relevant  law  in  Mex- 
ico. There  is  no  required  timetable  for  a  response  and  no  require- 
ment in  the  agreement  that  Mexico's  NAO  be  larger  than  a  single 
individual.  So  there  can  be  one  person  sitting  down  in  Mexico. 

Now,  if  you  think  about  it,  and  I  know  your  background  as  an 
attorney,  compare  this  with  the  process  that  is  available  in  this 
country  through  our  court  system.  If  the  U.S.  NAO  considered  that 
the  case  was  valid,  it  would  ask  that  the  case  be  considered  at 
what  is  called  in  the  side  agreement  ministerial  consultations.  But 
if  the  NAO  did  not  accept  the  case,  our  worker  would  have  no  re- 
course. If  the  ministers  believed  it  would  be  useful  to  call  in  inde- 
pendent outside  experts,  they  could  create  an  ad  hoc — and  this  is 
another  new  name  in  the  agreement — evaluation  committee — and 
I  love  this  one — of  experts  that  would  provide  an  objective  analysis 
of  how  this  labor  issue  is  handled  in  each  of  the  three  countries. 

The  issue  would  then  go  back  to  the  same  three  ministers  for  fur- 
ther consultation.  If  they  could  still  not  agree,  the  United  States 
could  request  an  arbitral  panel.  If  the  U.S.  Government  decided  not 
to  pursue  the  matter,  our  Ohio  worker  would  have  no  recourse.  Nor 
would  there  be  any  recourse  if  the  issue  was  not  related  to  health 
and  safety,  child  labor  or  minimum  wage  laws  because  other  issues 
are  not  even  subject  to  this  dispute  resolution  process. 

The  request  for  an  arbitral  panel  requires  the  vote  of  two  of  the 
three  countries,  so  Canada  must  agree  with  the  United  States  that 
this  issue  should  be  resolved  formally.  The  arbitral  panel  is  chosen 
from  a  previously  agreed  upon  roster  of  experts.  The  report  of  the 
panel  will  be  made  publicly  available  5  days  after  it  is  transmitted 
to  the  parties. 

If  this  unelected  panel  finds  that  our  Ohio  worker  has  indeed  lost 
her  job  as  a  result  of  Mexico's  persistent  pattern  of  failure  to  effec- 
tively enforce  its  own  labor  laws  the  parties  have  60  days  to  agree 
on  a  mutually  satisfactory  action  plan. 

She,  of  course,  would  not  be  permitted  to  be  a  party  to  that  nego- 
tiation. And  if  there  is  no  agreed-upon  action  plan  between  60  and 
120  days  after  the  final  plan  report,  the  panel  may  be  reconvened 
to  consider  an  action  plan  developed  by  the  United  States. 

The  panel  would  also  determine  the  amount  of  monetary  com- 
pensation to  be  paid.  The  monetary  enforcement  assessment  would 
be  paid  by  Mexico  to  our  Government.  But  there  is  no  provision  for 
any  penalty  for  the  companies  involved  in  the  infraction  nor  would 
the  workers  who  lost  their  jobs  as  a  result  receive  any  compensa- 
tion at  all.  If  Mexico  failed  to  pay  this  assessment,  the  United 
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States  could  suspend  NAFTA  benefits  based  on  the  amount  of  the 
assessment. 

Mr.  Chairman,  there  is  no  way  this  process  protects  my  Ohio 
worker.  It  is  not  designed  to  address  the  real  grievance  of  those 
who  lose  their  jobs  to  unfair  competition  and  it  offers  only  an  end- 
less and  opaque  bureaucratic  process. 

I  would  urge  you  and  members  of  this  distinguished  panel  to 
really  look  closely,  knowing  your  own  experience  in  the  law,  to 
what  has  actually  been  created  in  this  particular  section  that  is 
supposed  to  be  the  labor  rights  section  of  the  agreement. 

The  real  winners  of  this  entire  dispute  resolution  process  will  be 
lawyers.  NAFTA's  preamble  states,  and  I  just  want  to  say  this,  if 
you  read  back  through  the  first  page  of  the  accord  itself — and  this 
is  the  only  place  they  even  get  close  to  talking  about  the  philo- 
sophical goals  of  this  entire  effort — they  want  to  "preserve  their 
flexibility  to  safeguard  the  public  welfare,  to  promote  sustainable 
development,  and  to  strengthen  the  development  and  enforcement 
of  environmental  laws  and  regulations." 

But  the  first  article  of  the  agreement  itself  goes  on  to  undercut 
those  very  goals  by  allowing  only — and  then  there  come  the  words 
"necessary"  and  I  put  that  in  quotes — environmental  and  safety 
standards. 

Which  lawyers  will  define  "necessary?"  Necessary  standards  are 
further  restricted  to  ensure — and  again,  I  will  quote  directly  from 
the  agreement — "each  party  shall  ensure  that  any  sanitary  or 
phj^osanitary  measure  that  it  adopts,  maintains  or  applies  is  ap- 
plied only  to  the  extent  necessary  to  achieve  its  appropriate  level 
of  protection,  comma,  taking  into  account  technical  and  economic 
feasibility." 

Who  will  interpret  appropriate?  And  which  technical  and  eco- 
nomic experts  will  set  the  feasibility  standards? 

As  I  read  the  provisions,  NAFTA  will  permit  challenges  when 
standards  adopted  for  public  policy  and  precautionary  reasons  have 
the  perceived  effect  to  injure  another  party.  No  timetables  are  es- 
tablished to  hear  or  adjudicate  complaints.  I  expect,  as  so  often 
happens  with  unelected  tribunals,  the  victims  will  be  dead  before 
the  hearings  have  been  completed  and  action  taken. 

The  entire  bureaucratic  maze  of  dispute  settlement  is  a  black 
hole. 

Now,  I  want  to  switch  to  farmers  for  a  second  because  I  think 
the  agreement  also  leaves  farmers  enormously  vulnerable.  I  will 
turn  to  a  particular  problem  we  are  now  having  in  this  country, 
which  we  thought  we  had  wiped  out. 

An  outbreak  of  tuberculosis  in  cattle  can  wipe  out  a  farmer's  live- 
lihood and  we  have  a  lot  of  cattle  producers  in  Ohio.  Forty  States 
in  the  United  States  have  been  certified  to  be  free  of  bovine  tuber- 
culosis. If  only  a  single  affected  heard  is  found,  the  State  loses  its 
certification.  In  Mexico,  bovine  tuberculosis  is  on  the  rise.  USDA's 
veterinary  service  has  called  Mexican  steers  the  most  formidable 
source  of  exposure  potential  to  bovine  tuberculosis  in  the  United 
States. 

I  might  just  quote  here  as  a  member  of  the  agriculture  sub- 
committee, last  year  we  had  over  220  bovine  related  TB  cases  in 
this  country.  That  is  six  times  as  many  as  we  had  back  in  1988. 
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Ninety  percent  of  those  cases  have  been  directly  traced  to  imported 
meat  from  Mexico.  This  is  not  a  small  problem. 

As  a  result,  States  like  North  Dakota  have  adopted  a  special  rule 
that  requires  supplemental  testing  by  United  States  veterinarians 
before  cattle  can  enter  North  Dakota  regardless  of  any  Mexican 
test.  This  rule  would  be  subject  to  challenge  under  this  agreement 
as  a  barrier  to  trade.  Therefore,  any  farmer  who  loses  his  herd  as 
a  result  of  bovine  TB  from  exposure  to  Mexican  cattle  would  have 
little  or  no  recourse.  First,  his  State  could  not  enact  mechanisms 
to  protect  or  detect  bovine  TB.  Second,  if  he  opted  for  dispute  reso- 
lution, he  would  not  be  given  a  simple  open  hearing. 

Under  NAFTA,  even  the  State's  commissioner  of  agriculture,  act- 
ing on  behalf  of  the  farmers  of  the  entire  State,  could  not  attend 
a  hearing  or  obtain  copies  of  briefs,  even  if  the  State  regulation  is 
being  challenged.  Maybe  this  is  why  Pat  Buchanan  is  a  little  con- 
cerned about  this  agreement,  with  his  concern  for  States  rights.  In 
that  particular  situation,  I  agree  with  him. 

NAFTA  dispute  resolution  is  secret.  Under  NAFTA,  the  judges — 
and  I  quote  here  "the  judges  would  be  10  trade  experts  from  each 
country,  usually  big  city  corporate  lawyers,  who  will  operate  in  se- 
cret. They  do  not  have  to  disclose  the  briefs  they  receive  or  the 
names  of  experts  they  select  on  scientific  issues." 

Similarly,  if  a  U.S.  farmer  is  confused  by  the  complicated  tariff 
schedule  NAFTA  imposes  for  agriculture,  where  does  that  farmer 
go  to  get  an  expeditious  answer  to  his  questions?  Let  me  explain. 

In  agriculture,  in  the  sections  of  NAFTA  that  affect  agriculture, 
NAFTA  adds  many  new  tariffs  and  barriers  and  restricts  existing 
markets.  You  say  that  cannot  be  possible,  this  is  supposed  to  be  a 
tariff  reducing  measure.  But  com,  barley,  wheat,  beans,  milk  and 
cheese  products  will  have  less  access  and  higher  tariffs  than  they 
presently  do  in  the  Mexican  market,  if  NAFTA  goes  into  effect. 

For  example — and  I  am  going  to  submit  a  complete  chart  for  the 
record  on  this,  and  I  can't  go  through  all  the  commodity  areas — 
the  agreement  cuts  by  half — half — our  current  tariff  free  shipments 
of  com  to  Mexico  and  imposes  a  215-percent  tariff  on  any  shipment 
over  that  amount. 

This  chart  was  compiled  by  the  State  Commissioner  of  Agri- 
culture for  North  Dakota,  Sarah  Vogel.  What  happens  if  Mexico 
has  a  crop  failure  or  reduction  or  its  consumers  want  more  com 
than  allowed  by  the  quota?  Obviously,  they  will  not  buy  in  the 
United  States  where  tariffs  in  this  case  215  percent  over  quota, 
would  be  too  high.  They  will  go  to  a  country  where  the  tariffs  are 
lower  or  nonexistent. 

What  happens  if  Mexico  wants  more  than  the  quota  amount?  If 
Mexico  were  flexible  about  the  imposition  of  the  tariff,  the  agree- 
ment must  specify  how  our  farmers  will  be  notified  and  when  and 
by  whom.  It  must  spell  out  the  conditions  under  which  tariffs  will 
be  waived  and  by  whom  and  when.  The  agreement  we  have  before 
us,  including  the  side  agreements,  do  not  do  that. 

I  wanted  to  move  on  to  jobs  for  a  second  here  because  I  was  very 
interested  in  the  testimony  of  our  U.S.  Trade  Representative,  deliv- 
ered here  yesterday.  He  made  a  statement  on  page  4  of  his  testi- 
mony that  in  the  new  global  economy  he  is  confident  that  Ameri- 
cans are  up  to  the  challenge  of  NAFTA.  We  don't  have  to  speculate 
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about  the  results  from  the  change  that  will  occur  because  we  have 
gone  through  a  7-year  trial  run  already. 

That  was  a  very  interesting  statement  to  me  and  I  would  say, 
yes,  we  have.  When  I  testified  before  this  subcommittee  last  March, 
I  conveyed  my  deep  concerns  about  the  initial  agreement  nego- 
tiated by  the  Bush  administration  and  its  impact  on  the  people  of 
our  continent.  I  outlined  my  hopes  for  content  in  the  side  agree- 
ments. If  the  Americas  are  to  realize  the  mutual  benefits  of  trade 
expansion,  despite  our  different  national  histories  and  levels  of  de- 
velopment, trade  must  be  part  of  a  comprehensive  strategy  for 
growth,  not  only  in  the  low-wage  nations,  but  for  growth  here  in 
the  United  States  and  Canada  as  well. 

I  was  very  interested  to  hear  some  of  the  words  the  previous  wit- 
nesses used.  Retraining  and  adjustment  should  not  be  the  only  cer- 
tainties this  agreement  holds  out  for  the  people  of  our  country  who 
have  already  seen  over  700,000  of  their  jobs  move  south  of  the  bor- 
der to  Mexico.  Since  my  original  testimony  in  which  I  laid  out  the 
precepts  of  any  comprehensive  accord,  and  I  would  seriously  com- 
mend those  to  your  attention,  much  has  happened. 

I,  along  with  seven  women  Members  of  this  Congress,  in  a  bipar- 
tisan delegation,  went  on  a  factfinding  mission  to  Mexico  back  in 
early  May  to  probe  the  human  face  of  trade,  to  judge  its  impact  on 
people,  and  to  get  at  the  root  of  United  States  job  relocation  to 
Mexico.  Our  journey  included  a  meeting  with  nearly  30  women 
leaders  in  Mexico  City,  who  represented  education,  agriculture, 
human  rights,  church  associations,  and  labor  leaders. 

Many  of  these  heroic  women  took  their  lives  in  their  hands  just 
by  talking  with  us,  for  Mexico  remains  one  of  the  worst  human 
rights  violators  in  this  hemisphere.  I  know  you  know  that,  Mr, 
Chairman,  because  you  have  been  a  leader  on  those  issues  on  other 
bills  before  us. 

We  also  conducted  the  first  interparliamentary  meeting  between 
elected  women  of  the  Mexican  Parliament  and  ourselves.  It  was  the 
very  first  meeting  of  women  parliamentarians  from  our  two  na- 
tions. It  was  historic  and  quite  revealing  as  we  witnessed  opposi- 
tion party  leaders,  with  our  support  and  encouragement,  gain  the 
opportunity  to  speak  out  publicly  along  with  the  ruling  party  mem- 
bers about  their  views  on  this  accord.  It  was  a  debate  we  knew 
they  would  not  be  afforded  in  their  own  Parliament. 

Then  our  journey  took  us  to  the  neighborhoods  of  Mexico  City 
and  the  border  communities  along  the  United  States-Mexico  border 
in  Reynosa  and  Matamoros  where  our  objective  was  to  meet  with 
the  ordinary — and  I  might  change  that  word  to  extraordinary — 
women  of  Mexico.  Their  harsh  lives  were  evident  in  their  faces  and 
their  hands  and  we  experienced  firsthand  the  ebb  and  flow  of 
trade. 

It  is  difficult  to  put  into  words  the  profound  effect  this  trip  had 
on  every  single  woman  Member  of  Congress  who  journeyed  with 
us.  We  saw  the  devastating  effect  that  unbridled  economic  power 
without  concomitant  social  compacts  and  without  a  caring  govern- 
ment can  have  on  people.  It  reminded  me — maybe  I  should  show 
you  a  picture  here — this  is  one  of  the  families  we  met  with,  one  of 
the  women  whose  husband  works  in  one  of  the  U.S.  companies. 


258 

This  was  in  front  of  their  Httle  home — ^well,  dwelling — ^where  they 
reside  in  one  of  the  colonias  at  the  border. 

It  reminded  me  of  stories  my  mother  told  me  about  what  this 
country  used  to  be  like  before  our  workers  gained  dignity  through 
law.  Although  we  know  by  their  first  names  people  in  our  respec- 
tive communities  who  have  lost  their  jobs  to  Mexico,  it  was  equally 
heart  rending  to  meet  their  Mexican  replacement  workers  who  live 
at  the  edge  of  abject  poverty. 

For  purposes  of  this  hearing  today,  I  submit  for  the  record  a  copy 
of  two  news  articles  from  my  own  community  of  Toledo,  OH,  a  com- 
munity that  well  knows  the  connection  between  lost  jobs  at  home 
and  their  relocation  to  Mexico. 

The  articles  spell  out  the  familiar  story  of  workers  in  our  country 
being  pitted  against  the  low-wage  workers  of  Mexico  by  firms  that 
can  move  anywhere  in  the  world.  It  was  this  saga  we  witnessed 
over  and  over  again. 

And  the  article  I  am  submitting  is  of  a  company  in  our  commu- 
nity that  in  1987  opened  a  facility  in  Mexico  and  2  years  later 
asked  the  workers  in  our  community  to  take  a  $4  an  hour  cut  in 
pay  from  $12  an  hour,  which  included  benefits,  down  to  $8  or  they 
would  move  to  Mexico  where  they  had  already  opened  a  companion 
facility.  That  facility  in  my  community  is  now  closed. 

Over  2,100  United  States  companies  have  already  moved  to  Mex- 
ico, and  the  pace  has  quickened  at  an  alarming  rate  since  the  mid- 
1980's  as  the  Government  of  Mexico  lowered  tariffs  and  fully  ex- 
ploited the  maquiladora  free-trade  zone  program.  By  any  measure, 
as  I  read  it,  NAFTA  will  increase  United  States  corporate  move- 
ment to  Mexico  as  tariffs  are  reduced  further,  as  United  States  in- 
vestment is  secured  from  expropriation  by  the  Government  of  Mex- 
ico, along  with  compensation  by  article  1110,  and  wage  rates  in 
Mexico  continue  to  be  held  well  below  the  rate  of  inflation  by  the 
Government-imposed  wage  pact.  El  Pacto. 

In  reading  the  labor  accord,  and  I  have  read  closely  the  provi- 
sions dealing  with  productivity,  there  is  no  guarantee  that  wages 
there  will  rise  above  the  rate  of  inflation.  Whatever  effect 
transnational  corporations  have  had  on  the  United  States  and  Mex- 
ico up  to  now,  this  accord  will  merely  amplify. 

This  week,  Briggs  &  Stratton  Co.  in  Glenn  Dale,  WI,  announced 
it  is  laying  off  230  more  workers  in  our  country  and  preparing  to 
expand  its  employment  in  its  Mexican  operations  after  August 
1994.  Just  a  few  weeks  ago,  when  we  were  back  home  in  August, 
I  guess  it  was,  the  President's  Council  of  Economic  Advisers  cut  its 
estimates  of  GNP  growth  for  this  year  by  nearly  half,  now  hovering 
around  2  percent. 

While  in  Mexico,  we  found  many  of  the  companies  that  had  left 
our  own  communities:  Proctor  Silex,  of  North  Carolina,  and  we  had 
Eva  Clayton  of  North  Carolina  with  us;  Trico  of  Buffalo,  NY,  and 
Nydia  Velazquez  of  New  York  was  with  us;  Delco,  from  Indiana; 
General  Motors,  from  throughout  the  United  States;  Converse 
Shoes;  Green  Giant,  I  am  sure  you  know  about  that  one,  it  is  close 
to  you  at  home  in  California;  and  Dura  Corp.,  from  my  own  home 
community  of  Toledo,  OH. 

I  cannot  read  all  2,100  names  into  the  record  today,  but  I  will 
submit  a  partial  list  of  the  companies  we  located  in  the  Matamoros- 
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Reynosa  area.  We  discovered  Zenith  Corp.,  which  now  employs 
12,000  people  in  Mexico,  and  what  made  that  discovery  more 
poignant  was  that  those  jobs  had  moved  from  the  congressional  dis- 
tricts of  two  of  the  women  on  our  trip,  Congresswoman  Cardiss 
Collins  of  Illinois  and  Congresswoman  Pat  Banner  of  Missouri. 

I  literally  stood  at  the  comer  of  Ohio  and  Michigan  Avenues  in 
Matamoros,  Mexico,  and  looked  down  the  street  at  companies  that 
had  left  the  Northeast  and  Midwest.  Delco  Corp.,  Trico  Corp.,  Gen- 
eral Motors,  the  list  was  endless.  What  an  experience. 

What  about  the  workers  of  Mexico?  I  submit  for  the  record  the 
check  of  a  Zenith  worker  who  after  10  years  of  work  at  that  com- 
pany in  Mexico,  where  all  the  production  comes  back  to  the  United 
States,  after  a  40-hour  workweek  takes  home  $15.35.  And  some- 
body said  to  me,  Marcy,  you  didn't  convert  the  pesos  right.  I  said, 
no,  I  did  convert  the  pesos  right.  That  is  exactly  what  she  takes 
home. 

What  is  interesting  about  that,  when  we  were  in  Mexico  still,  we 
were  informed  by  the  Government  that  the  people  were  getting 
help  with  their  housing.  And  as  I  looked  down  her  check,  I  saw  a 
major  deduction.  We  were  told  the  companies  paid  for  the  workers 
housing.  And  as  I  looked  down  at  her  check  and  I  picked  out  this 
one  line,  I  said  what  is  that,  enfosa?  She  said  that  is  my  housing 
contribution. 

As  we  were  standing  outside  one  of  these  humble  dwellings,  I 
said,  "Is  this  what  they  pay  for?"  She  said,  "Oh,  no,  we  don't  know 
where  that  money  goes."  Our  own  consulate  north  of  the  border 
told  us  the  Government  of  Mexico  collects  $62.5  million  a  year  up 
north,  goes  down  to  Mexico  City  and  it  never  comes  back.  Very  in- 
teresting. 

We  also  learned  that  that  company  made  her  a  loan  for  a  wash- 
ing machine.  And  I  said,  "What  is  this  deduction  for?"  And  she 
said,  "Well,  I  bought  a  washing  machine."  Of  course,  they  have  no 
electricity.  They  run  these  things  off  batteries,  and  there  is  no  run- 
ning water  in  the  homes.  I  said,  "How  much  does  it  cost  you?"  She 
said,  "I  bought  it  for  $200.  By  the  end  of  the  year,  it  will  cost 
$400." 

Very  interesting  to  look  at  the  people's  checks  and  to  see  what 
is  happening  to  them.  It  reminds  me  of  the  old  script  they  used  to 
use  in  the  mining  communities  of  Pennsylvania  and  Southern  Ohio 
before  workers  gained  their  full  rights. 

I  also  submit  for  the  record  a  partial  list  of  companies  that  have 
left  the  State  of  Ohio  which  has  already  lost  100,000  jobs  directly 
to  Mexico  and  from  the  State  of  Michigan.  We  are  to  have  a  major 
rally  this  weekend  trying  to  point  out  the  costs  of  this  treaty. 

I  ask  myself,  why  doesn't  the  press  more  fully  report  on  the 
workers  of  the  United  States  who  used  to  work  at  those  plants? 
Where  are  the  stories  of  the  thousands  and  thousands  of  U.S.  citi- 
zens whose  lives  have  been  shattered  by  the  movement  of  these 
jobs  south?  It  is  an  exodus  without  a  voice. 

I  asked  myself  throughout  our  visit,  who  would  want  to  benefit 
from  all  of  the  dislocation  and,  frankly,  exploitation  of  ordinary 
working  people  in  our  country  and  in  Mexico?  It  is  simply  not 
right.  In  Mexico,  worker  after  worker  related  their  personal  stories 
of  subsistence  pay. 
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One  woman  said  to  me,  when  I  couldn't  understand  how  they 
could  earn  so  little  for  so  many  hours  of  work,  she  said,  "Marcy, 
you  have  to  understand  I  work  for  hunger  wages."  She  does  not 
earn  enough  to  support  her  family.  Since  Mexico  has  no  welfare 
system  nor  functioning  unemployment  compensation  system,  she 
lives  at  the  edge  of  survival. 

And  dangerous  working  conditions  are  common  and  there  are  no 
protections  in  this  agreement  for  occupational  safety  and  health. 
We  met  a  man  who  worked  at  a  U.S.  company.  It  was  his  job  each 
day  to  crawl  into  an  industrial  furnace  and  clean  it  without  protec- 
tive clothing  and  with  no  facilities  to  wash  the  chemicals  off  his 
body.  His  wife  told  me  he  comes  home  at  night  blue  in  the  face, 
very  sick,  with  bad  headaches  and  he  does  that  6  days  a  week. 

No  one  cares.  There  is  no  occupational  safety  and  health  protec- 
tion for  workers  in  that  country  and  these  are  our  companies  oper- 
ating in  Mexico,  and  these  side  agreements  will  not  assure  it.  What 
a  tragedy. 

In  Mexico,  Government  officials  will  tell  you  the  workers  have 
these  protections.  We  were  told  that  when  we  were  in  Mexico  City. 
But  the  facts  are  that  the  laws  are  not  enforced,  and  I  do  not  ex- 
pect any  different  behavior  by  the  Gk)vemment  of  Mexico  than  I 
have  seen  with  the  current  nonenforcement  of  laws  already  on  the 
books  when  they  are  faced  with  trying  to  implement  these  side  ac- 
cords. 

Exploitation  also  comes  from  our  side,  from  U.S.  managers  and 
companies.  On  a  previous  trip  to  Mexico,  I  journeyed  to  Tijuana  to 
go  through  a  company  that  had  left  from  Ohio,  and  I  watched 
women  in  Mexico  spray  glue  for  10  hours  a  day  with  no  face  masks 
and  no  fans.  And  when  I  asked  a  plant  manager  who  drove  down 
into  Tijuana  every  day  and  back  to  California  at  night  why  they 
didn't  have  their  masks  on,  or  if  they  had  masks,  he  said,  "Oh,  the 
women  don't  like  to  wear  masks." 

We  went  around  the  comer  to  watch  men  pressing  rubber  seals 
for  automobiles.  Very  heavy  presses.  No  arm  guards.  Over  100  de- 
grees in  that  room.  I  said  to  the  plant  manager,  "Do  these  people 
get  any  social  security  benefits?  How  do  you  pay  for  any  of  their 
social  benefits?"  He  said,  "Congress woman,  I  don't  worry  about 
that,  I  worry  about  the  bottom  line."  That  is  what  he  said  to  me. 
I  guess  he  was  honest.  But  if  he  doesn't  care  about  it,  who  really 
does? 

In  Reynosa,  on  visits  to  where  people  actually  lived,  in  the  coun- 
tryside, we  were  told  about  a  series  of  violations  of  Mexican  labor 
law  by  the  Mexican  workers  working  in  these  companies.  Women 
workers  told  us  about  having  to  perform  work  high  on  scaffolding 
to  repair  lights  in  ceilings,  work  for  which  they  were  not  trained 
as  they  had  been  hired  as  assembly  workers.  They  told  us  about 
harassment  and  abuse. 

The  workers  told  us  that  their  pay  was  often  in  script,  which  is 
a  violation  of  the  Mexican  labor  law.  Workers  absent  from  work 
were  fined  by  losing  25  pesos  of  script  per  day.  For  young  women, 
promotions  often  were  based  on  doing  favors  for  supervisors,  and 
if  those  incidents  resulted  in  pregnancy,  the  workers  were  fired. 
Night  shift  workers  were  only  14  and  15  years  old. 
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If  these  gross  violations  of  worker  rights  were  permitted  by  a 
U.S. -owned  company  under  the  maquiladora  program,  what  can  we 
expect  with  the  NAFTA,  with  no  teeth  and  no  enforcement  stand- 
ards and  no  penalties  and  no  sanctions? 

Mr.  Chairman,  when  President  Clinton  was  campaigning,  I  lis- 
tened to  what  he  said  in  North  Carolina  on  this  issue,  and  he  has 
chosen  to  try  to  negotiate  in  three  areas,  labor,  environment,  and 
import  surges.  There  were  other  areas  we  thought  and  hoped  that 
he  would  also  be  negotiating  to  add,  such  as  democracy  building 
and  free  elections,  border  inspection  and  drug  interdiction,  agricul- 
tural adjustment,  in  both  countries,  and  immigration  and  migra- 
tion. 

On  the  first  issue,  of  election  rights,  I  submit  for  the  record  a 
story  that  was  in  the  New  York  Times  this  week  on  a  battle  which 
the  ruling  party  will  win,  that  is  going  on  inside  the  Mexican  par- 
liament, an  attempt  by  the  opposition  party  leaders  to  gain  free 
elections  in  Mexico.  If  this  country  cannot  put  the  weight  of  free 
elections  and  election  observers  as  a  precondition  of  this  agree- 
ment, how  sad  for  us.  I  submit  that  for  the  record  as  well. 

I  think  what  really  troubles  me  about  all  of  this  is  I  feel  Bill 
Clinton  has  the  intelligence  to  negotiate  and  so  do  you,  Mr.  Chair- 
man, if  you  had  all  the  power  to  really  negotiate  a  fine  continental 
agreement  with  a  50-year  timed  horizon,  maybe  100  when  you  look 
at  the  standard  of  living  there,  that  have  all  the  protections  that 
you  and  I  believe  in. 

We  know  this  is  only  the  third  free-trade  agreement  that  our 
country  has  negotiated.  The  first  with  Israel,  a  country  with  3  mil- 
lion people;  the  second  with  Canada,  a  country  with  about  20  mil- 
lion people,  whose  standards  of  living  are  very  close  to  ours;  and 
this  agreement,  with  a  nation  of  80  million  people,  whose  stand- 
ards of  living  and  principles  of  their  country  very  different  from 
ours.  We  know  that  the  differences  between  them  and  us  are  not 
only  economic,  we  know  they  do  not  share  our  record  of  Democratic 
process  nor  our  commitment  to  individual  liberty.  This  is  one  of  the 
major  troubling  factors  over  these  side  agreements  and  the  dispute 
settlement  mechanisms  that  are  proposed. 

Their  court  system  does  not  ensure  justice.  Their  judges  are  not 
elected  or  subject  to  recall  and  they  really  lack  safeguards  that  we 
take  for  granted,  including  independence  and  accountability  of  the 
judiciary.  And  there  is  no  tradition  of  balance  of  power  between  the 
local,  the  State  and  the  Federal  levels.  They  are  not  a  republic  as 
we  understand  a  republic. 

I  would  also  question  seriously  the  lack  of  professionalism  of  the 
police  forces  in  that  country.  For  the  record,  I  submit  the  photo  of 
an  unmarked  Mexican  police  vehicle  that  constantly  followed  our 
delegation  as  we  were  up  in  the  north  Mexico  area.  We  attempted, 
but  have  not  been  able  to  determine  who  it  was.  Several  of  our 
members  ran  up  to  the  vehicle.  It  stayed  about  a  quarter  mile  be- 
hind us,  an  eighth  of  a  mile  behind  us,  as  we  were  going  down  the 
public  streets  of  that  country. 

And  upon  our  approach,  as  we  tried  to  reach  it — we  had  to  run 
both  ways  to  try  to  catch  it — it  sped  away  very  dangerously,  nearly 
harming  members  of  our  delegation,   including  Congresswoman 
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Velazquez,  who  is  a  good  long-distance  runner  and  got  the  closest 
to  it. 

These  types  of  incidents  give  us  pause  for  thought  about  Mexico's 
political  and  judicial  systems  and  their  long-term  relationship  to 
growth  in  this  country. 

I  have  some  additional  information  that  I  have  submitted  for  the 
record  that  includes  testimony  from  international  as  well  as  the 
nongovernment  Human  Rights  Commission  of  Mexico  that  we  had 
the  pleasure  of  being  involved  with  many  of  the  women  that  are 
involved  in  that  dangerous  work  in  Mexico.  I  believe  these  do  have 
a  relationship  to  economic  growth. 

I  also  have  concerns  about  how  NAFTA  will  erode  our  existing 
leverage  under  the  Generalized  System  of  Preference  by  which 
most  of  Mexico's  current  exports  enter  our  country  duty  free.  Quite 
frankly  there  has  been  a  GSP  petition  documenting  persistent 
rights  abuses  in  Mexico  currently  pending  in  our  office  of  the 
USTR,  and  we  have  had  no  response  on  that. 

I  am  submitting  information  for  the  record  on  labor  productivity. 
We  saw  some  of  the  most  modern  technology,  the  most  productive 
workers,  and  I  have  no  question  Mexico  will  be  extremely  competi- 
tive if  this  agreement  is  approved. 

I  am  also  concerned  about  the  costs  of  cleanup,  and  we  are  hear- 
ing the  administration  is  negotiating  an  $8  billion  cleanup  package, 
and  I  must  say  as  the  cochair  of  the  Northeast-Midwest  coalition, 
we  are  very  interested  to  see  where  that  $8  billion  is  coming  from, 
how  much  of  it  is  coming  out  of  general  revenues  of  this  Govern- 
ment or  any  program  that  our  taxpayers  contribute  to  because  we 
in  the  Midwest  and  Northeast  have  43  toxic  hot  spots  that  many 
of  these  same  industries  have  left  us  along  in  the  Great  Lakes  re- 
gion, and  we  don't  have  the  money  to  clean  it  up,  and  what  an 
irony  it  would  be  if  the  very  same  companies  that  left  us  this  herit- 
age of  toxic  waste  were  now  to  go  down  to  the  border  and  do  the 
very  same  thing  and  we  would  end  up  helping  them  to  pay  their 
bill.  We  refuse  to  do  that. 

Finally,  Mr.  Chairman,  let  me  just  say  that  I  make  a  plea  to  you 
and  to  the  President  of  our  country  to  try  to  help  build  democracy 
throughout  our  continent  along  with  any  trade  agreement  to  which 
the  United  States  is  a  party.  As  Europe  has  already  discovered,  the 
international  economic  policy  challenge  for  the  21st  century  will  be 
how  to  negotiate  a  trade  agreement  that  recognizes  the  economic 
realities  of  differing  nations  and  standards  of  living  while  respect- 
ing the  interests  of  parties  on  all  sides  of  our  borders. 

I  believe  that  we  should  consolidate  our  efforts  toward  creating 
a  common  market  with  development  and  social  funds,  and  these 
can  be  used  to  pay  for  much  of  the  needed  infrastructure  and  envi- 
ronmental cleanup  to  ensure  enforcement  of  labor,  health,  and  safe- 
ty laws  and  to  provide  for  a  minimum  North  American  wage  and 
to  provide  for  all  the  costs  of  integrating  such  diverse  societies.  We 
have  been  calling  for  this  for  a  very  long  time. 

I  would  hope  that  a  new  Democratic  President  and  Democratic 
leadership  in  this  Congress  would  do  no  less. 

Thank  you  for  your  patience.  It  is  long  beyond  lunchtime.  I  great- 
ly appreciate  your  attention. 

[The  prepared  statement  and  attachments  follow:] 
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STATEMEHT  BY  C0N6RES8WQIAH  lOSCY  KAPTUR 

SEPTEMBER  15,  1993 

BEFORE  THE  COMMITTEE  OH  WAYS  AND  MEANS 

SUBCOMMITTEE  OH  TRADE 


INTRODUCTION 

Mr.  Chairman  and  Members  of  the  Subcommittee,  thank  you  for  the 
opportunity  to  testify  before  you  about  the  Supplemental  Agreements 
to  the  North  American  Free  Trade  Agreement.   These  agreements  and 
the  accord  itself  are  not  only  inadequate.   They  are  not  democratic 
in  the  best  sense  of  the  word.   In  fact,  I  find  it  ironic  that  the 
words  "people,"  "workers,"  and  "farmers"  cure  notably  absent  from  the 
documents,  while  "intellectual  property  rights,"  "investor",  and 
"competition"  are  rife  throughout  the  documents. 

I  am  a  Jeffersonian  democrat.   I  believe  in  people  and  in  treating 
them  with  respect.   I  have  spent  my  life  in  this  Congress  attempting 
to  demonstrate  that  the  connection  between  arcane  trade  laws  and 
jobs  in  America  are  absolute  and  direct.  This  accord  will  lay  in 
place  a  system  beyond  the  reach  of  ordinary  people.   In  fact,  it 
will   sever  the  connection  between  people,  economic  forces,  and 
political  systems  meant  to  ease  the  forces  beyond  their  control.  Let 
me  refresh  all  our  memories  by  stating  the  first  three  words  of  our 
Constitution:  "WE  THE  PEOPLE  of  the  United  States. . .to  form  a  more 
perfect  union... to  establish  justice... to  promote  the  general 
welfare...  and  to  secure  the  blessings  of  liberty  to  ourselves  and 
our  posterity." 

As  I  understand  it,  under  the  labor  side  agreement,  if  a  factory 
worker  in  Ohio  loses  her  job  as  a  result  of  exploitative  labor  rates 
in  Mexico,  she  cannot  enter  a  case  in  the  U.S.  court  system  to  seek 
redress.   Rather,  her  case  would  be  taken  to  the  U.S.  National 
Administrative  Office,  or  NAO.   We  don't  yet  know  how  the  NAO  would 
be  structured,  because  the  side  agreements  leave  the  structure  and 
funding  of  each  national  office  up  to  the  individual  country.  The 
USTR  has  described  the  NAO  as  a  "point  of  contact  for  public  input 
and  unit  for  gathering  and  disseminating  information  on  labor 
matters . " 

Action  on  this  worker's  case  would  depend  first  upon  documenting 
that  her  job  loss  was  the  direct  result  of  Mexico's  failure  to 
enforce  their  own  laws.   Only  violations  that  are  part  of  a 
persistent  pattern  of  failure  to  enforce  the  laws  are  subject  to  the 
dispute  resolution  process  under  these  side  agreements.   Will  the 
NAO  require  that  the  jobless  worker  build  the  case?   Let's  assume 
the  best  scenario  ~  that  the  U.S.  NAO  has  been  charged  with 
providing  full  support  and  assistance  to  our  workers  seeking 
redress . 
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The  U.S.  NAO  would  undertake  the  preliminzury  review  of  her 
case.   As  part  of  this  process,  it  would  consult  with  the  NAO 
of  Mexico  to  clarify  the  relevant  law  in  Mexico.   There  is  no 
required  timetable  for  response,  emd  no  requirement  in  the 
Agreement  that  Mexico's  NAO  be  larger  than  a  single  individual. 

If  the  U.S.  NAO  considered  the  case  valid,  it  would  ask  that 

the  case  be  considered  at  Ministerial  Consultations.   (If  the 

NAO  did  not  accept  the  case,  our  worker  would  have  no 
recourse . ) 

If  the  Ministers  believed  that  it  would  be  useful  to  call  on 
independent  outside  experts,  they  could  create  an  ad  hoc 
Evaluation  Committee  of  Experts  (ECE)  that  would  provide  cui 
"objective"  analysis  of  how  this  labor  issue  is  handled  in  each 
of  the  three  countries.   The  ECE  report  could  include  problem 
solving  recommendations. 

The  issue  would  go  back  to  the  same  three  Ministers  for  further 
consultation.   If  they  still  cannot  agree,  the  U.S.  may  request 
an  arbitral  panel.   If  the  U.S.  government  decided  NOT  to 
pursue  the  matter,  our  Ohio  worker  would  have  no  recourse.   Nor 
would  there  be  any  recourse  if  the  issue  was  not  related  to 
health  and  safely,  child  labor  or  minimum  wage  laws,  because 
other  issues  aren't  even  subject  to  the  dispute  resolution 
process. 

The  request  for  an  arbitral  panel  requires  the  vote  of  two  of 
the  three  countries,  so  Canada  must  agree  with  the  U.S.  that 
this  issue  should  be  resolved  formally. 

The  arbitral  panel  is  chosen  from  a  previously  agreed  upon 

roster  of  experts.  The  report  of  the  panel  will  be  made 

publicly  available  five  days  after  it  is  transmitted  to  the 
parties. 

If  this  unelected  panel  finds  that  our  Ohio  worker  has  indeed 
lost  her  job  as  a  result  of  Mexico's  persistent  pattern  of 
failure  of  effectively  enforcing  its  own  labor  laws,  the 
Parties  have  60  days  to  agree  on  a  mutually  satisfactory  action 
plan.   She,  of  course,  is  not  party  to  this  negotiation. 

If  there  is  no  agreed  upon  action  plan,  between  60  and  120  days 
after  the  final  panel  report,  the  panel  may  be  reconvened  to 
consider  an  action  plan  developed  by  the  U.S.  The  panel  would 
also  determine  the  amount  of  monetary  compensation  to  be  paid. 

The  monetary  enforcement  assessment  would  be  paid  by  Mexico,  to 
the  U.S.  government.  There  is  no  provision  for  any  penalty  for 
the  companies  involved  in  the  infraction,  nor  would  the  workers 
who  lost  their  jobs  as  a  result  receive  any  compensation. 
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*    If  Mexico  failed  to  pay  this  assessment,  the  U.S.  could  suspend 
NAFTA  benefits  based  on  the  cunount  of  the  assessment. 

Mr.  Chairman,  there  is  no  way  this  process  protects  American 
workers.  It  is  not  designed  to  address  the  real  grievances  of  those 
who  lose  their  jobs  to  unfair  competition;  it  offers  only  an  endless 
and  opaque  bureaucratic  process. 

JOBS  FOR  LAVf^ERS 

The  real  winners  of  the  NAFTA  dispute  resolution  processes  will  be 
laT-fyers.   In  the  most  general  of  terms  and  with  mentioning  people 
NAFTA 's  preamble  states  that  the  three  nations  are  committed  to 
"preserve  their  flexibility  to  safeguard  the  public  welfare", to 
promote  sustainable  development"  and  to  strengthen  the  development 
and  enforcement  of  environmental  laws  and  regulations."  But  the 
First  article  goes  on  to  undercut  those  goals  by  allowing  only 
"necessary"  environmental  and  safety  standards.   Which  lawyers  will 
define  necessary.  "Necessary"  standards  are  further  restricted  to 
ensure  that  "Each  party  shall  ensure  that  any  sanitary  or 
phytosanitary  measure  that  it  adopts,  maintains  or  applies  is 
applied  only  to  the  extent  necessary  to  achieve  its  appropriate 
level  of  protection,  taking  into  account  technical  and  economic 
feasibility." 

Who  will  interpret  "appropriate"  and  which  technical  and  economic 
experts  will  set  feasibility  standards?  As  I  read  the  provisions, 
NAFTA  will  permit  challenges  when  stan.dards  adopted  for  public 
policy  and  precautionary  reasons  have  the  perceived  effect  to  injury 
another  Party.   No  timetables  are  established  to  hear  or  adjudicate 
complaints.   I  expect  as  so  often  happens  with  unelected  tribunals, 
the  victims  will  be  dead  before  the  hearings  has  been  completed  and 
action  taken.   The  entire  bureaucratic  maze  of  dispute  settlement  is 
a  "black  hole"  which  none  of  the  parties  to  the  agreement  choose  to 
admit. 

AGRICULTURE 

This  Agreement  also  leaves  farmers  enormously  vulnerable.   For 
example,  an  outbreak  of  tuberculosis  in  cattle  can  wipe  out  a 
farmer's  livelihood.  Forty  states  in  the  U.S.  have  been  certified  to 
be  free  of  bovine  tuberculosis.   If  only  a  single  affected  herd  is 
found,  the  state  loses  its  certification.   In  Mexico,  bovine 
tuberculosis  is  on  the  rise.   USDA's  veterinary  service  has  called 
Mexican  steers  the  most  "formidable"  issue  concerning  exposure 
potential  to  bovine  tuberculosis  in  the  U.S.   As  a  result,  the  State 
of  North  Dakota  has  adopted  a  special  rule  that  requires 
supplemental  testing  by  U.S.  veterinarians  before  cattle  can  enter 
North  Dakota,  regardless  of  any  Mexican  test.   This  rule  would  be 
subject  to  challenge  as  a  barrier  to  trade.   Therefore,  any  farmer 
who  loses  his  herd  as  a  result  of  bovine  TB  from  exposure  to  Mexican 
cattle  would  have  little  or  no  recourse. 
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First,  his  state  could  not  enact  mechanisms  to  protect  or  detect 
bovine  TB.   Second,  if  he  opted  for  dispute  resolution  he  would  not 
be  given  a  simple  open  hearing.   Under  NAFTA,  even  the  state 
Commissioner  of  Agriculture  acting  on  his  behalf  or  on  behalf  of  the 
farmers  of  the  entire  state,  could  not  attend  a  hearing,  or  obtain 
copies  of  briefs,  even  if  a  state  regulation  is  being  challenged. 
NAFTA  dispute  resolution  is  secret.   Under  NAFTA  the  "judges  would 
be  ten  trade  experts  from  each  country  (usually  big  city  corporate 
lawyers)  who  will  operate  in  secret.   They  do  not  have  to  disclose 
the  briefs  they  receive  or  the  names  of  "experts"  they  select  on 
scientific  issues. 

Similarly,  if  a  U.S.  farmer  is  confused  by  the  complicated  tariff 
schedule  NAFTA  imposes  for  agriculture,  where  does  that  farmer  go  to 
get  an  expeditious  answer  to  his  questions?  Let  me  explain.   In 
agriculture,  NAFTA  adds  many  new  tariffs  and  restricts  existing 
markets.   Corn,  barley,  wheat,  beans,  and  milk  and  cheese  products 
will  have  less  access  or  high  tariffs,  or  both  for  the  immediate 
future  if  NAFTA  goes  into  effect.   For  example,  the  agreement  cuts 
by  half  our  current  tariff  free  shipments  of  corn  to  Mexico  and 
imposes  a  215%  tariff  on  any  shipment  over  that  amount.   I  would 
like  to  submit  an  appendix  to  my  testimony  that  illustrates  this 
effect.   The  chart  was  compiled  by  Sarah  Vogel,  the  Commissioner  of 
Agriculture  for  North  Dakota. 

What  happens  if  Mexico  has  a  crop  failure  or  reduction,  or  its 
consximers  want  more  corn  than  allowed  by  the  quota?  Obviously,  they 
will  not  be  bought  in  the  U.S.  where  tariffs  may  be  high.   They  will 
go  to  a  country  where  the  tariffs  are  lower  or  non-existent.   And 
what  happens  if  Mexico  wants  more  than  a  quota  amount?   If  Mexico 
were  flexible  about  the  imposition  of  the  tariff,  the  agreement  must 
specify  how  our  farmers  will  be  notified,  and  when  and  by  whom.   It 
must  spell  out  the  conditions  under  which  tariffs  will  be  waived, 
and  by  whom  and  when.   The  agreement  we  have  before  us  does  not. 

JOBS 

When  I  testified  before  this  Subcommittee  in  March  of  this  year,  I 
conveyed  my  deep  concerns  about  the  initial  Agreement  negotiated  by 
the  Bush  Administration  and  its  impact  on  the  people  of  our 
continent.  I  outlined  my  hopes  for  content  in  the  side  agreements. 
For  if  the  Americas  are  to  realize  the  mutual  benefits  of  trade 
expansion,  despite  our  different  national  histories  and  levels  of 
development,  trade  must  be  part  of  a  comprehensive  strategy  for 
growth  not  only  in  the  low-wage  nations,  but  for  growth  here  in  the 
U.S.  and  Canada  as  well.  "Retraining,"  and  "adjustment"  should  not 
be  the  only  certainties  this  agreement  holds  out  for  the  people  of 
our  country  who  have  already  seen  over  700,000  of  their  jobs  moved 
south  of  our  border  to  Mexico. 


267 


since  my  original  testimony  in  which  I  laid  out  the  precepts  of  any 
comprehensive  accord,  much  has  happened.   I,  along  with 
Congresswoman  Helen  Bentley  of  Maryland,  led  a  Congressional 
bipartisan  delegation  of  eight  women  members  on  a  fact-finding 
mission  to  Mexico  to  probe  the  human  face  of  trade,  to  judge  its 
impact  on  people,  and  to  get  at  the  root  of  U.S.  job  relocation  to 
Mexico.   Our  journey  included  a  major  meeting  with  women  leaders  of 
Mexico  —  in  education,  agriculture,  human  rights,  church 
associations,  labor  leaders.   Many  of  these  heroic  women  took  their 
lives  in  their  hands  just  by  talking  with  us,  for  Mexico  remains  one 
of  the  worst  human  rights  violators  in  this  hemisphere. 

We  also  conducted  the  first  interparliamentary  meeting  between 
elected  women  of  the  Mexican  Parliament  and  ourselves.  It  was 
historic  and  quite  revealing  as  we  witnessed  opposition  par-ty 
leaders,  with  our  support,  gain  the  opportunity  to  speak  out 
publicly  along  with  the  ruling  party  about  their  views  on  this 
accord.   It  was  a  debate  we  knew  they  would  not  be  afforded  in  their 
own  Parliament.  Then  our  journey  took  us  to  the  neighborhoods  of 
Mexico  City  and  the  border  communities  of  Reynosa  and  Matamoros 
where  our  objective  was  to  meet  with  the  ordinary,  and  I  might  add 
extraordinary,  women  of  Mexico  whose  harsh  lives  were  evident  in 
their  faces  and  hands.  We  experienced  first  hand  the  ebb  and  flow  of 
trade.  It  is  difficult  to  put  into  words  the  profound  effect  this 
trip  had  on  each  woman  Member  who  journeyed  with  us. 

We  saw  first  hand  the  devastating  effect  that  unbridled  economic 
power,  without  concomitant  social  compacts  and  without  a  caring 
government,  can  have  on  people.  It  reminded  me  of  stories  my  mother 
told  me  about  what  this  country  used  to  be  like  before  our  workers 
gained  dignity  through  law.  Although  we  know  by  their  first  names 
people  in  our  respective  communities  who  have  lost  their  jobs  to 
Mexico,  it  was  equally  heart  rending  to  meet  their  Mexican 
replacement  workers  who  live  at  the  edge  of  abject  poverty. 

For  purposes  of  this  hearing  today,  I  submit  for  the  record  a  copy 
of  two  news  articles  from  my  own  community  of  Toledo,  Ohio,  a 
community  that  well  knows  the  connection  between  lost  jobs  at  home 
and  their  relocation  to  Mexico.  The  articles  spell  out  the  familiar 
story  of  workers  in  our  country  being  pitted  against  the  low  wage 
workers  of  Mexico  by  firms  that  can  move  anywhere  in  the  world.   It 
was  this  saga  we  witnessed  over  and  over  again. 

Over  2,100  U.S.  companies  have  already  moved  to  Mexico,  and  the  pace 
has  quickened  at  an  alarming  rate  since  the  mid-1980s  as  the 
government  of  Mexico  lowered  tariffs  and  fully  exploited  the 
maquilladora  free  trade  zone  program. 

By  any  measure,  NAFTA  will  increase  U.S.  corporate  movement  to 
Mexico  as  tariffs  are  reduced  further,  U.S.  investment  is  secured 
from  expropriation  by  the  government  of  Mexico  along  with 
compensation  by  Article  1110,  and  waae  T-=»tes  in  Mexico  held  well 
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below  the  rate  of  inflation  by  the  government-imposed  wage  pact  "El 
Pacto."  Whatever  effect  transnational  corporations  have  had  on  the 
U.S.  and  Mexico  up  to  now,  this  accord  will  amplify.   This  week, 
Briggs  and  Stratton  company  of  Glendale,  Wisconsin  cuinoiinced  it  is 
laying  off  230  more  workers  in  the  U.S.  and  preparing  to  expand  its 
employment  in  its  Mexican  operations  after  August  1994.   Last  month, 
it  is  not  surprising,  39,000  more  U.S.  payroll  jobs  were  eliminated 
and  the  President's  Council  of  Economic  Advisors  cut  its  estimates 
of  GNP  growth  for  this  year  by  nearly  half... now  hovering  around  2%. 

While  in  Mexico,  we  found  many  of  the  companies  that  had  left  our 
communities. . .Proctor  Silex  of  North  Carolina;  Trico  of  Buffalo,  New 
York;  Delco  from  Indiana;  General  Motors  from  throughout  the  U.S. 
Converse  Shoes;  Green  Giant  from  California;  and  Dura  Corporation 
from  my  home  community  of  Toledo,  Ohio.   I  cannot  read  all  2,100 
names  this  morning,  but  I  will  submit  for  the  record  a  partial  list 
of  the  companies  we  located  in  the  Matamoros/Reynosa  areas. 

We  discovered  Zenith  Corporation  which  now  employs  12,000  people  in 
Mexico.   What  made  that  discovery  more  poignant  was  that  those  jobs 
had  moved  from  the  Congressional  districts  of  two  of  the  women 
Members  on  our  trip  —  Congresswoman  Cardiss  Collins  of  Illinois  and 
Congresswoman  Pat  Danner  of  Missoxiri.   I  literally  stood  at  the 
corner  of  Ohio  and  Michigan  avenues  in  Matamoros,  Mexico  and  looked 
down  the  street  at  companies  that  had  left  the  northeast  and 
midwest —  Delco,  GM,  Trico. . .what  an  experience. 

And  what  about  the  workers  of  Mexico?   I  also  submit  for  the  record 
the  check  of  a  Zenith  worker,  who  after  10  years  of  work  at  that 
company  in  Mexico,  and  after  a  48  hour  work  week,  takes  home  $15.75. 
You  say  it  can ' t  be . . . but  it  is . 

I  also  submit  for  the  record  a  partial  list  of  companies  that  have 
left  Ohio  and  Michigan  for  Mexico.   I  asked  myself,  why  doesn't  the 
press  more  fully  report  on  the  workers  of  the  U.S.  who  used  to  work 
at  these  plants?   Where  are  the  stories  of  the  thousands  and 
thousands  of  U.S.  citizens  whose  lives  have  been  shattered  by  the 
movement  of  these  jobs  south.   It  is  an  exodus  without  voice. 

WORKING  CONDITIONS 

I  asked  myself  throughout  our  visit:   who  would  want  to  benefit  from 
all  of  this  dislocation  and,  frankly,  exploitation  of  ordinary 
people  in  the  U.S.  and  Mexico?  It  simply  is  not  right.   In  Mexico, 
worker  after  worker  related  their  personal  stories  of  subsistence 
pay.   One  woman  said  to  me,  "Marcy,  you  must  understand,  I  work  for 
hunger  wages."   She  does  not  earn  enough  to  support  her  family  since 
Mexico  has  no  welfare  or  functioning  unemployment  compensation 
system.   She  lives  at  the  edge  of  survival. 


Dangerous  working  conditions  are  common.  We  met  a  man  who  worked 
for  a  U.S.  company,  whose  job  it  was  each  day  to  crawl  into  an 
industrial  furnace  and  clean  it,  without  protective  clothing  and 
with  no  facilities  to  wash  off  the  chemicals  that  stick  to  him. 
His  wife  told  me  that  he  comes  home  at  night  blue  in  the  face,  and 
very  sick,  with  bad  headaches.   No  one  cares.   There  is  no 
occupational  safety  and  health  protection  for  workers  in  that 
country.   And,  these  side  agreements  will  not  assure  it.   What  a 
tragedy.  In  Mexico,  government  officials  will  tell  you  the  workers 
have  these  protections,  but  the  fact  is  the  laws  are  not  enforced. 
And  neither  will  be  side  agreements. 

Exploitation  also  comes  from  U.S.  managers  and  companies.   On  a 
previous  trip  to  Mexico,  I  talked  to  a  plant  manager  who  drove  into 
Tijuana  each  day  and  drove  back  to  California  in  the  evening.   I 
said,"  Sir,  how  much  do  these  workers  in  your  plant  contribute  to 
social  security  benefits?  Do  they  get  to  put  aside  social 
security?"  He  said,  "Congresswoman,  I  don't  worry  about  that.   I 
worry  about  the  bottom  line."   I  said,  "Well,  sir  if  you  don't,  who 
does  worry  about  those  workers?"  He  was  silent.   The  workers  have  no 
voice.   They  are  denied  basic  labor  rights.   You  can  read  it  in 
their  silent  faces  and  cautious  eyes. 

In  Reynosa  home  visits,  our  delegation  met  with  individuals  who  work 
for  American  firms.   They  told  us  about  a  series  of  violations  of 
Mexican  labor  law.  Women  workers  told  us  about  having  to  perform 
work  high  on  scaffolding  for  which  they  were  not  trained,  as  they 
had  been  hired  as  assembly  workers.   They  told  us  about  harassment 
and  abuse. 

The  workers  also  told  us  their  pay  was  often  in  script  which  is  a 
violation  of  the  Mexican  labor  law.   Workers  absent  from  work  were 
fined  by  losing  25  pesos  of  script  per  day.   For  young  women, 
promotions  were  based  on  doing  "favors"  for  supervisors.  If  those 
incidents  resulted  in  pregnancy,  the  workers  were  fired.   Night 
shift  workers  were  only  14  and  15  years  old.   If  these  gross 
violations  of  worker  rights  were  permitted  by  a  U.S.  owned  company 
under  the  maquiladora  program,  what  can  we  expect  with  a  NAFTA  with 
no  enforcement  standards? 

SIDE  AGREEMENTS 

During  his  campaign,  President  Clinton  acknowledged  the  shortcomings 
of  this  Agreement  in  three  critical  areas  -  environment,  labor  and 
import  surge  protection.   He  neglected  to  mention  others  such  as 
democracy  building  and  free  elections  and  human  rights;  border 
inspection  and  drug  interdiction;  agricultural  adjustment;  and 
immigration  and  migration.   Unfortunately,  even  the  side  agreements 
that  his  Administration  negotiated  to  address  those  concerns  fall 
far  short  of  what  is  needed  to  fix  this  flawed  agreement.    And  in 
fact  the  failure  of  the  side  agreements  only  serves  to  highlight 
that  the  flaws  in  this  NAFTA  are  fundamental.   No  amount  of 
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tinkering  at  the  edges  could  make  it  acceptable  for  our  country.   It 
is  not  an  excellent  accord.   Nor  is  it  even  good.   It  is  niunrow, 
shortsighted,  and  will  create  growing  tensions  between  our  nations 
as  time  ensues. 

Mr.  Chairman,  this  is  only  the  third  Free  Trade  Agreement  our 
country  has  negotiated.   The  first,  with  Israel,  joined  us  in  the 
1980s  with  a  country  of  3  million  people.  The  second,  with  Canada, 
joined  us  with  a  country  of  20  million.  Now  we  are  asked  to  join 
with  a  country  of  over  80  million  people,  a  country  with  a 
dramatically  different  political  system  and  a  much  lower  level  of 
economic  development.   When  we  remember  that  Europe  has  tcUcen  over 
40  years  to  unify  economies  with  much  lesser  differences,  we  can  see 
just  how  risky  the  NAFTA  proposal  really  is.   And,  fundamental  to 
entering  the  European  union  must  be  a  nation's  commitment  to 
functioning  as  a  democracy. 

The  differences  between  the  U.S.  and  Mexico  aren't  only  economic. 
Mexico  does  not  share  our  record  of  democratic  process,  nor  oior 
commitment  to  individual  liberty;  their  coxirt  system  does  not  insure 
justice  and  lacks  safeguards  that  we  taJce  for  granted,  including 
independence  and  accountability;  and  there  is  no  tradition  of 
balance  of  power  between  federal,  state  and  local  government. 
And,  I  would  guestion  seriously  the  lack  of  professionalism  of  the 
police  forces  in  Mexico.   For  the  record,  I  submit  the  photo  of  an 
unmarked  Mexican  police  vehicle  that  constantly  followed  our 
delegation.  Upon  our  approach,  it  sped  away  dangerously,  nearly 
harming  Members  of  our  delegation  who  were  forced  to  jump  away  from 
the  vehicle.   These  serious  guestions  about  Mexico's  political  and 
judicial  system  and  their  relationship  to  long-term  economic  growth 
cannot  be  ignored  in  any  trade  agreement  of  this  magnitude. 

LABOR  SIDE  AGREEMENTS 

The  side  agreement  on  labor  in  this  treaty  has  come  up  seriously 
deficient.   If  there  is  a  violation,  there  is  no  sanction.   It  is  a 
toothless  side  agreement.   And  even  if  it  were  an  agreement  with 
teeth,  our  delegation  was  told  by  Mexico's  Secretary  of  Commerce 
"that  the  side  agreements  have  no  ability  to  affect  anything  in  the 
body  of  the  agreement."  This  is  too  thin  a  reed  on  which  to  rest 
workers'  rights  for  the  people  of  our  continent. 

Few  Americans  understand  just  how  abysmal  Mexico's  record  is  on 
hiunan  rights  and  basic  liberties.   But  Mexicans  know.   A  Member  of 
the  General  Assembly  of  Mexico  City,  told  our  delegation  that  in 
Mexico,  human  rights  are  attacked  every  day  because  of  the  political 
system.   Workers'  rights  -  the  right  of  free  association,  the  right 
to  form  independent  unions,  to  bargain  collectively  and  to  strike  - 
are  guaranteed  by  Article  123  of  the  Mexican  Constitution.   But  in 
Mexico  today,  those  guarantees  are  meaningless.   Mexico  has  a 
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shameful  record  of  obstructing  and  harassing  workers  who  attempt  to 
organize  independent  unions.   In  Mexico,  the  government  controlled 
union  is  one  of  the  linchpins  of  the  ruling  psurty's  power. 

The  Administration's  original  draft  for  the  side  agreements  expected 
that  Mexico  would  enforce  its  own  laws  on  workers  rights;  failure  to 
do  so  would  have  subjected  Mexico  to  trade  sanctions.   But  the 
government  of  Mexico  and  U.S.  corporate  interests  united  in  vehement 
opposition.   The  final  side  agreement  contains  no  real  protection 
for  workers  rights.   By  agreeing  to  exempt  violations  from  the 
sanctions  process,  the  Clinton  Administration  turns  a  blind  eye  to 
this  historical  pattern  of  abuse.   And  Amnesty  International  and  the 
non-governmental  Human  Rights  Commission  of  Mexico  document  the 
torture  and  assassination  of  dozens  of  Mexicans  who  are  fighting  for 
the  liberties  we  enjoy.   I  will  submit  copies  of  those  reports  for 
the  record. 

At  the  same  time,  NAFTA  erodes  our  existing  leverage  under 
Generalized  System  of  Preference  (GSP) ,  by  which  much  of  Mexico's 
current  exports  to  the  U.S.  enter  duty  free.   GSP  accords  duty  free 
access  to  the  US  markets  only  to  those  countries  that  respect 
workers  rights.   A  GSP  petition  documenting  persistent  rights 
abuses  in  Mexico  is  currently  pending  in  the  office  of  the  U.S. 
Trade  Representative.   Instead  of  full  investigation,  this 
Administration  wants  to  let  Mexico  entirely  off  the  hook. 

My  entire  career  in  Congress  has  been  a  journey  to  connect  the  issue 
of  trade  as  it  relates  to  our  working  families.  We  know  that 
unfettered  access  to  low  paid  Mexican  workers  awards  the  real  prize 
in  NAFTA  solely  to  corporate  America,  not  to  our  workforce  nor  to 
Mexico's  workers.   Why  else  would  both  U.S.  business  and  the  Mexican 
government  dig  in  their  heels  and  refuse  to  accept  guarantees  on 
labor  rights  that  U.S.  workers  have  enjoyed  for  decades?  Or 
continental  standards  on  wages  for  transnationals  doing  business  on 
both  sides  of  the  border?   If  Mexico's  people  are  denied  the  right 
to  organize,  to  form  independent  unions  and  to  strike,  how  will  the 
workers  of  Mexico  ever  win  pay  increases  comparable  to  their 
productivity  increases?   It  is  clear  that  one-party  state  will 
decide. 

Mexican  consumers  may  prefer  U.S.  products,  but  they  aren't  going  to 
be  buying  more  while  their  wages  are  restricted.   At  our  Women's 
Forum,  an  economist  from  Mexico  City  noted  that  "85%  of  Mexico's 
population  does  not  have  income  to  make  them  consumers."  The  Labor 
Supplemental  Agreements  only  serve  to  document  that  NAFTA  turns  its 
back  on  ordinary  workers  in  the  U.S.  and  in  Mexico. 

The  Mexican  government's  tragic  performance  on  workers'  rights  is 
consistent  with  what  we'd  expect  from  a  country  that  has  not  yet 
democratic  processes  is  vividly  demonstrated  by  recent  legislation 
to  prohibit  foreign  observers  of  their  national  elections.  I  will 
submit  for  the  record  copies  of  recent  reports  of  this. 
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For  over  40  years,  Mexican  politics  has  been  not  just  dominated,  but 
completely  controlled,  by  a  single  party,  which  is  overwhelmingly 
responsive  to  Mexico's  oligarchic  business  coamunity.   A  handful  of 
wealthy  investors  own  85%  of  the  stock  on  Mexico's  stock  market  and 
Mexico's  largest  companies  have  been  defacto  monopolies.   The 
Mexican  elite  is  serious  about  developing  a  world-class  economy,  and 
NAFTA  will  give  them  the  means  to  do  so  by  holding  their  workforce 
hostage . 

LABOR  PRODUCTIVITY 

NAFTA  supporters  tell  us  that  Mexican  labor  is  far  less  productive 
than  U.S.  labor.  But  when  companies  like  Ford  Motor  and  SONY  have 
introduced  modern  capital  equipment  and  good  management,  they  have 
found  Mexican  workers  capable  of  world-class  productivity  levels. 

And  that's  just  what  NAFTA  is  designed  to  provide:  foreign 
investment  in  capital  equipment  and  modern  production  methods,  which 
will  raise  the  average  productivity  of  Mexican  labor  to  much  higher 
levels.  According  to  INEGI,  the  official  Mexican  statistics  agency, 
average  labor  productivity  per  hour  increased  by  41  percent  between 
1980  and  1992.  Meanwhile,  tight  wage  controls  will  keep  the  lid  on 
labor  costs. 

Mr.  Chairman,  this  is  a  recipe  for  disaster  here  in  the  U.S.  The 
Ford  plant  in  Hermosillo  Mexico  saves  $130  million  annually  on  wages 
alone.   What  company  would  NOT  be  tempted  to  achieve  comparable 
savings  by  moving  to  Mexico?   Certainly  the  potential  to  build  in 
Mexico  and  built-in  low  wages  would  figure  in  many  investment 
decisions. 

Please  understand,  I  am  not  arguing  that  U.S.  workers  are 
unproductive.   In  fact,  productivity  of  U.S.  workers  has  risen  in 
recent  years,  and  now  far  exceeds  that  of  workers  in  Germany  and 
Japan.   But  NAFTA  creates  an  open  market  for  labor  without  providing 
Mexican  workers  with  any  means  to  achieve  income  parity. 

NAFTA  supporters  argue  that  the  U.S.  should  concentrate  on 
manufacturing  the  highest  technology  products  here  at  home.   But  we 
need  jobs  for  ALL  Americans,  not  just  nuclear  engineers.   We  haven't 
seen  the  President's  proposal  for  worker  adjustment,  but  we  know  it 
is  badly  needed  right  now  to  ease  the  adjustment  of  the  defense 
industry  and  to  help  the  thousands  whose  jobs  have  already  been  lost 
to  foreign  production.   Will  we  also  need  it  for  NAFTA?  And  why 
should  U.S.  taxpayers  pay  the  cost  of  corporate  relocation  to 
Mexico?  We  should  spend  our  money  on  worker  adjustment  for  those 
who  are  already  in  the  unemployment  lines  and  renew  our  commitment 
to  preserving  jobs  which  are  at  risk... and  that  means  defeating  this 
NAFTA. 
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NAFTA  IS  MEXICO'S  BUSINESS  PLAN 

NAFTA  is  a  business  plan  for  Mexico's  elite,  a  one-sided  response  to 
Mexico's  economic  picture.   Even  after  the  Brady  Plan,  Mexico's  debt 
load  is  unparalleled  —  now  over  $106  billion,  much  of  it  owed  to 
U.S.  banks  and  the  U.S.  government  —  so  Mexico  expects  export 
growth  to  finance  the  repayment  of  its  debt.   But  foreign  investors 
have  been  wary  of  Mexico's  historical  record  of  protectionism  and 
nationalization.   Thus,  many  of  the  Salinas  government's  actions  to 
open  the  Mexican  economy  are  the  result  of  executive  decree  that 
could  be  reversed  by  a  future  President.   However,  NAFTA  would  lock 
in  these  changes  and  guarantee  access  to  the  U.S.  markets.  (Article 
11  of  the  Agreement) . 

NAFTA  also  transforms  Mexico's  demographic  time  bomb  into  a  major 
asset.   With  exceedingly  high  unemployment  and  over  one  million  new 
workers  entering  the  workforce  every  year,  Mexico  needs  jobs.   NAFTA 
provides  investment  safeguards  and  market  access;  the  side 
agreements  preserve  Mexico's  controls  on  wage  growth  and  union 
activities;  and  the  concentration  of  Mexican  wealth  in  the  hands  of 
a  tiny  elite  generates  domestic  private  investment. 

The  Mexicans  have  studied  the  export-led  economic  models  of  Taiwan 
and  Korea.   With  wages  held  down,  Mexico  will  become  a  platform  for 
export  production  by  foreign  corporations  lured  by  NAFTA.   In  fact, 
the  State  of  Yucatan  in  Mexico  has  placed  advertisements  in  our 
trade  magazines  in  which  they  tout  $15,000  per  year  savings  per 
worker . 

Many  of  Mexico's  citizens  do  not  agree  with  this  development  plan. 
A  representative  of  the  Citizens  Movement  for  Democracy  told  our 
delegation  that  "under  the  economic  model  currently  being 
implemented  ~  from  which  NAFTA  originates  ~  the  living  conditions 
of  more  than  80%  of  the  population  have  deteriorated.   For  example, 
50%  of  the  children  under  5  years  of  age  are  malnourished,  workers 
salaries  have  lost  40%  of  their  buying  power  in  the  past  ten  years, 
and  the  policy  of  streamlining  in  government  has  resulted  in  the 
reduction  of  public  spending  in  education,  health  and  social 
security . " 

NAFTA  is  fundamentally  a  multi-national  investment  agreement ,  and 
only  secondarily  a  tariff  reduction  agreement.   The  most  significant 
guarantees  in  NAFTA  are  the  protections  for  property  rights, 
including  intellectual  property  rights,  and  for  market  access  to  the 
world's  largest  market  —  our  own.   In  essence,  NAFTA  would 
dramatically  reduce  the  risk  of  investment  in  Mexico.   The  real 
payoff  of  NAFTA  for  Mexico  results  from  investment  that  will  flood 
in  to  take  advantage  of  Mexico's  low  labor  costs  and  its  proximity 
to  U.S.  markets.   In  fact,  if  you  look  at  the  studies  that  show 
increased  US  exports  to  Mexico  after  NAFTA,  much  of  that  increase  is 
expected  to  be  capital  equipment  for  manufacturing  in  Mexico. 
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ENVIRONMENTAL  CLEANUP  COSTS 

The  environmental  disasters  along  our  southern  border  provide  vivid 
evidence  that  we  cannot  count  on  multinational  corporations  to 
protect  the  environment  of  their  own  volition.   In  Matamoros  and 
Reynosa,  our  delegation  visited  neighborhoods  and  industrial  parks. 
We  saw  the  release  of  toxic  chemicals  into  the  environment  near 
where  people  lived.   United  States  companies  operating  in  Mexico 
have  created  a  severe  health  risk  because  they  set  up  operations 
without  adequate  waste  and  sewage  treatment. 

Our  delegation  took  samples  at  sites  along  the  border  which  showed 
dangerous  toxic  contamination.   For  instance,  one  sample  we  took 
from  an  open  ditch  that  runs  between  various  chemical  companies  in  a 
residential  area  close  to  the  GM  plant  in  Matamoras,  Mexico 
contained  enough  petroleum  hydro  carbons  to  qualify  as  hazardous 
waste  four  times  over  the  definitions  used  in  our  country.   High 
levels  of  mercury  were  also  present.   The  samples  were  also 
contaminated  with  benzene,  toluene,  ethyl  benzene,  and  xylene,  again 
at  levels  high  enough  to  qualify  as  hazardous  waste. 

Further  east  along  the  same  canal  closer  to  residential  areas,  a 
sludge  sample  that  we  tested  contained  mercury  145  times  acceptable 
levels.   These  industrial  pollutants  cause  brain  damage,  birth 
defects,  and  other  health  problems  and  demonstrate  tragically  that 
the  exploitation  of  the  Mexican  workers  does  not  stop  at  the  factory 
door. 

Most  of  the  samples  we  took  had  extremely  high  concentrations  of 
fecal  coliforms  in  drinking  water,  too  dangerous  to  drink.   This 
indicated  that  the  areas  from  which  the  samples  were  taken  were  near 
where  people  lived  and  contaminated  with  human  fecal  material.  This 
is  not  surprising.   People  who  work  at  U.S.  owned  factories  in 
Mexico  live  in  communities  without  running  water,  no  electricity,  no 
heat  in  the  winter  time,  and  no  sewage  system.   Their  ramshackle 
outhouses  are  often  flooded.   It  is  no  wonder  that  they  have  had 
outbreaks  of  cholera,  and  typhoid  fever.   Where  the  water  drains 
into  our  country,  it  brings  serious  diseases  such  as  hepatitis  B. 

Additional  samples  taken  in  colonias,  residential  areas  in  which  the 
workers  live,  showed  contamination  with  coliform  bacteria  at  400 
times  U.S.  standards.   A  soil  sample  we  took  from  where  children 
were  playing  was  contaminated  at  a  rate  1,500  times  U.S.  standards. 
A  third  sample  taken  near  a  water  outlet,  in  an  area  where  children 
run  and  play,  was  contaminated  with  over  1,000  times  the  U.S. 
allowed  levels  of  coliform  bacteria,  which  is  linked  to  typhoid  and 
cholera. 

A  multi-billion  dollar  continental  cleanup  problem  exists  already, 
and  this  accord  has  not  even  passed.  Where  will  we  find  funds  to 
clean  up  this  toxic  waste?   All  along  the  border,  the  health  of 
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residents  is  compromised  by  lack  of  clean  drinkiiig  water  or  sewage 
systems.   On  this,  the  agreement  remains  silent.  How  will  we  pay 
for  the  full  costs  of  the  past  and  futtire  cleanup? 

The  Environmental  Side  Agreement  is  designed  to  insirre  that  Mexico 
cannot  ignore  its  own  environmental  protection  standards.   But  the 
mechanism  set  up  is  a  very  long  and  convoluted  one,  and  there  is  not 
a  sufficient  source  of  dedicated  funding  to  pay  the  costs  of  clean- 
up due  to  past  pollution  or  anticipated  pollution. 

We  are  told  the  Administration  is  working  on  a  proposal  to  fund 
needed  infrastructure  investments  at  a  level  near  $8  billion.  Who 
will  pay  this?  And,  their  estimate  of  border  environmental  costs 
fall  far  short  of  the  estimates  mentioned  in  the  Wall  Street  Journal 
and  The  New  York  Times.   I  will  submit  copies  of  those  articles  for 
the  record.   Further,  the  U.S. -Canadian  border  region  in  the  Great 
Lakes  is  home  to  45  major  toxic  hot  spots  requiring  clean-up  costing 
billions  of  dollars.   Since  the  very  same  companies  created  the 
U.S. -Canadian  Great  Leikes  problem,  why  should  U.S.  taxpayers  bail- 
out the  polluters  again? 

THE  REAL  DEBATE 

Mr.  Chairman,  I  am  proud  that  the  deliberations  in  this  Committee, 
and  in  the  House  of  Representatives  at  last  will  provide  the  major 
forums  for  honest  debate  on  this  Agreement. 

The  Agreement  will  not  be  debated  in  Mexico,  because  Mexico  does  not 
allow  for  dissent  or  full  debate  on  any  issue.   Our  delegation  was 
warned  of  this  by  a  representative  of  the  Citizens  Movement  for 
Democracy,  who  told  us  that  NAFTA  has  been  negotiated  in  a  "climate 
of  non-confidence,  without  the  participation  and  representation  of  a 
large  majority  of  the  population,  so  that  it  does  not  have  the 
confirmed  backing  of  the  Mexican  people." 

In  Canada,  the  government  that  pushed  through  this  Agreement  with 
very  little  debate  is  now  facing  an  election  that  is  given  a  voice 
to  the  vast  majority  of  Canadian  citizens  who  do  not  support  NAFTA. 

Here  at  home,  we  have  discovered  that  this  is  an  issue  that 
generates  its  own  grassroots.   Americans  understand  their  jobs  and 
way  of  life  are  at  stake.   They  are  absolutely  unwilling  to  risk  our 
future  on  an  Agreement  that  is  both  unbalanced,  premature,  and 
shortsighted . 

When  NAFTA  is  defeated,  in  its  place  we  must  negotiate  a  trade 
agreement  that  does  not  jeopardize  the  jobs  or  the  standard  of 
living  or  the  environmental  conditions  of  our  continent,  and  also 
genuinely  addresses  the  terrible  conditions  of  the  region  south  of 
the  border. 
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We  must  uphold  both  the  standard  of  living  of  the  United  States  and 
our  democratic  principles  as  the  standards  that  we  expect  of  nations 
with  which  we  link  our  economy.   We  need  secure  and  dedicated 
funding  sources  paid  for  by  the  polluters  adequate  to  cleetn  up  both 
present  and  future  contamination.   And  we  must  provide  a  prosperous 
future  for  workers  in  our  nation  whose  jobs  disappear  south  of  the 
border . 

Mr.  Chairman,  I  make  a  plea  to  the  President  to  try  to  build 
democracy  through  any  trade  agreement  to  which  the  United  States  is 
a  party.   Trade  is  not  enough  by  itself.   In  the  post-industrial 
world,  the  power  of  this  marketplace  must  be  used  to  build  democracy 
for  all  nations  whose  people  hunger  for  a  better  way  of  life.   A 
functioning  democracy  should  be  the  first  threshold  of  entry  into 
any  common  market  of  the  Americas. 

As  Europe  has  already  discovered,  the  international  economic  policy 
challenge  for  the  21st  century  will  be  how  to  negotiate  a  trade 
agreement  which  recognizes  the  economic  realities  of  differing 
nations  and  standards  of  living  while  respecting  the  national 
interests  of  parties  on  opposite  sides  of  those  borders.   The  U.S. 
should  consolidate  our  efforts  toward  creating  a  Common  Market  with 
development  and  social  funds.   These  can  be  used  to  pay  for  much 
needed  infrastructure  and  environmental  cleanup;  to  ensure 
enforcement  of  labor,  health  and  safety  laws;  to  provide  for  a 
minimum  NOrth  American  wage;  and  to  provide  for  all  the  costs  of 
integrating  such  diverse  societies. 
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Attachment  1 


FRESE^r^ 

RESTRICnONS 

COMMODITY 

TAKDFFTBEE 
QUOTA 

m»-1991  AVERAGE 

UMTABIFF 
OfVEX  QUOTA 

$.77/kilo 

$7.70/MT-Iiiipoit 

LiccBse 

WhM^ 

0 

354.258  MT 

15SndndtoO 
OMrlOjan 

S.OZ/ldlo 

Com 

l.SMiLMT 

2.884.931  MT 

$20«Mnttnot 
tedM215ft. 
Rednced  too  after 
I5,em 

S.23-.34  Idlo  on 

lUtky 

120.000  MT 

188.000  MT 

$15SA(rfaiitnot 
kaa  than  128%  for 

birier.  $2i2Arr 

botBotlMdian 
mSGornatt. 
Redncad  too  after 
lOytm. 

Duly  free  except 
1S5(  between  Aug. 
10-Jan.  31 

Soybeni 

Unlimited 

1.145.436  MT 

miDctdftoml5« 
to  10%  and  the 
dntiabie  season 
ftdoced  from  Ang 
1-Jan  31  to  Oct  1- 
Dec31.  Tariff  to 
beiedncedoverlO 
yean. 

ImpottUeensing 
Systems 

Dfy  Edible 

50.000  MT 

90.275  MT 

$4«0/MTbntno« 
less  than  139%. 
Reduced  to  0  after 
15  yean. 

S2.24/ldloon 
fresh.  cliiUed  and 
froxeapofk 

Hogs  &  Poik 

353.000  HD 
21.032  MT 

124.430  HD 
68.500  MT 

In  quota  18%  to  be 

yean.   Overquou 
20%  to  be 
elimtnatedatdie 
end  of  year  10. 

15%  on  live 
slaughter  cattle 
20%  on  fresh  and 
chiUedbeef 

Cattle  &.  Beef 

0 

133.079  HD 
41.146  MT 

Tariff  to  be 
eliminated 

Import  license  on 
milk  powder  and 
cheese 

Dairy 

40.000  MT  of  milk 

powder 
0-cheese 

41.985  average 
milk  powder 
1.893  MT/Cheese 

$1.160/MTnot 
leas  than  139% 
20%  cheese  tariff 
to  be  reduced  over 
10ye«. 

10%  for  rough  and 
broken  rice 
20%  for  brown 
and  mUIed  rice 

Rice 

0 

135.508  MT 

Present  tariffi  to 
be  phased  out  over 
10  yean 

Licensing  system 

Tobacco 

0 

2,886  MT 

50%  tariff  to  be 
eliminated  over  10 
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Attachment  2 


Therma-Tru  plant 

i*  iw         I  I  ey,  not  wfaen  tbey  are 

eaving  Toledo       "■■n^^"! 


qnallty  of  life  if  yon  move  people  to 
a  lower  strau?"* 
Concessions  typically  are  negoti- 
isloangmon^ 
ey,  not  wlwn  tbey  are  making  mon- 
""   ^  Or- 
is We -have«to. 
JAM  n  7  IQRQ  compete  with  a  plant  in  Indiana,"  he 

^r.  ^.CT  ™  n*f«i  JIhL  saii  TThenna-Tni  also]  has  a  plant 

By  JACK  BAESSLER  Defeadi  qoaUty  .^  Mexico.  Should  the  company  ask 

nut  swf  wuK  But  Mr.  Stranb  said  the  quality  of     for  tlO-an-hoor  concessions?  - 

Workers  at  the  Sylvania  Township  ^^  Therma-Tre  products  is  the  -yon  have  to  compete  with  the 
Therma-Tru  Corp.  plant  voted  75-0  M^e  regardless  ot  where  they  are  companies  yon  compete  with.  Yon 
last  night  against  contract  conces-      made.  can  ask  people  to  po^pone  raises,  to- 

sions,  setting  in  motion  the  closing         Mr.  Stranb  said  he  believes  his  I  make  improvements  In  how  they 
of  the  plant    ^C"  0  ■?  IDBfl  f>™>  ^  ^^e  country's  largest  produc-     work.  But  yon  cant  compete  with 

(  In  negotiaUons  for  a  new  con-      er  m  its  field,  but  he  declined  to     the  rest  of  the  worid  by  pushing 
tract,  company  officials  said  Toledo      <iisclose  figures  aboot  the  privately  .  people  down."    ;;   .    .  ..i;-»'>S1-">.- 

productiOD    of    insulated,    exterior  .     -_  ' — -^-^"^  ' — 

doors  would  be  moved  to  the  firm's  r?~J°"P*^-  *  report^oj  D"™" 
BuUer,  Ini.  plant  unless  workers  *  Bradsfreet,  Inc.,  states  that  annn- 
grantedthrconcessions,  including  a  f^  "^«! '"^  ^,=  «»»Pi»?y.?»?S.'*- 
MHW^hour  wage  cut  to  »8  an  h«ir.  twe«,  $51  mUUon  and  $150  milbon. 
John  Stranb.  presidoit  of  the  A"  industry  source  said  th«  are 
company,  said  the  plant  closing  will  «««>»  ?  doiMi  prinapal  mamfactBr- 
begiiin  two  weeks  but  the  fini  wiU    «  »'_'^»«'  ^^°^  ^^  ^1*™"- 


keip  its  headquarters,  which  em-  Jru  ranking  among  four  or  five 

ploys  about  65  people,  in  the  Toledo  «>nunant  producers, 

area.  The  Toledo  plant  employs  97.  Asked  to  compare  ThCTma-Tra's 

Mr.  Straub  said,  "It  costs  more  to  P™^J!'*J  "'Til'^'*°'*H'!f?' 

make  a  door  in  Toledo  than  at  our  Mr.  Straub  said,  "TSe  do  get^Ume 

other  faciUUes  and  at  the  f adliUes  ™*^  "»*"  do  oot  cr- 

of  our  competitors."  The  honrly  rate  "*„'*?^'*^ 

at  the  Indiana  plant  is  $7.  "oaay  of  ^""dj 

.                       J.       -  are  very  fussy  abo« 


.     Negotiators  for  Local  IMS.  wm-  qb  dvlc  , 

iben  and  Carpenters,  said  the  com-  un  cnnc  i 

pany  rejected  an  offer  Wednesday  Blr.  Stranb  hai 

of  $2-an-honrwage  concession  plus  role   on   the   Committee   of    100, 

a  $l-an-honr  concession  in  fringe  formed  in  1986  by  Mayor  Donna 

benefits,  vacations,  and   holidays.  Owens  to  serve  as  a  catalyst  for 

"They   didn't   even    caucus,"    one  economic  development  in  the  Tole- 

nnion  negotiator  said.  do  area. 

-.                   _ni  .^~,««.  ««w  He  and  George  Haigh,  chairman 

_The  company  '^^^ansfff  pr^  a„d  ehief  w^Uverffio^r  of  Trust- 

*icUon  equipment  from  iUSylvan«  i„^  ^  ^  Therma-Tru  board 

TowiKhip  pUnt,  JSO*  North  B^l  ^^^er,  said  transferring  produc- 

olds  Rd-.  wl"«  op«.ed  m  1962  to  ^.^^  ^  ^^^^  ^        con«^ctory 

BuUer,  about  60  miles  west  of  Tole-  ^  the  aims  of  the  committee, 

do,  where  it  wiU  hire  more  employ-  "  ""  "™  "  ""  connmiu*. 

^  and  expand  production.  Mr  Haigh,  who  also  is  a  Commtt- 

—      r        r  |-g  „£  j««  uojj»-  jajd  In  a  nreoared 

-We  have   faced   "   "> creasmg  JSt«n«9rt  toTthTcSra^Etob 

rr4'"HT?fk«'^«^S  is  to  "review  and  fa.SSrolre. 

said.  "We  have  takenne^^  ments  affecting  the  quality  of  life  in 

ejmpmait  ^^^^^.^^^^  the  communi^.  [Th2  Coiinittee  of 

but  we  have  come  to  the  concinsion  ,               '  ^,,,  ,,,_■,,   j-_.i_. 

that  without  the  help  we  asked  for,  ^?i.'^„~L^  «««»^  t^^ 

the  plant  was  not  competiUve  in  the  ™"'»B««y-             ^      .^„    \ 

L^iSiv"         ni       -r-            I  However,  Joe  Tomasi.retffed  Re- 1 

n^^-,^^  '  Th^^i^Ta-TV^lm  P""  2-B  director'  of  the  United  Auto 
Jim  Shwtnski,  a  Therma-Tro  em-  %„^^  -^  the  Toledo  area,  who 


FiST'JfU^.i^V^Z^wrrorpiJr^  wohts  part-time  as  a  labor-manage- 

gave  t^  «^P««y^  ™!^'^  ment  ^rasultant,  was  criUcal  say- 

'^,^\^^.y^^^^  rng,  -How  can  the  people  sitting  (in 

ZJ^,  ^L^^SL^hlf^  ">«  committee)  try  to  attract  busi- 

beneflt  concessions  unacceptable.  ^^  ^^^  ^     -^  ^,^g  ^^ 

"The  main  thing  we  had  here  was  f^,-,                  ri  -  -  f.,  n  nnn 

higher  quaUty,"  said  Mr.  SUwinski.  "-■   "    '   ^. 

who  contended  that  the  firm  has  100  going  to  lose  jobs 

customers   who   prefer   the   doors  "There  are  100  people  who  are 

made  in  Sylvania  Township  over  gomg  to  lose  their  jobs  because  they 

those  from  other  Therma-Tru  sites,  ^on't  acquiesce  to  $4-an-hour  con- 
including  one  in  Van  Buren.  Ark.  ^^^ 
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Continued  from  Page  24 

Some  accuse  the  corporations  of 
exploitine  Impoverished  Mexican 
workers. 

Mr.  Stranb  disagrees.  He  said 
Therma-Tru  is  providing  wages  tiiat 
atherwise  would  not  be  earned. 

"Many  of  these  people  worked  in 
agricultural  jots  that  did  not  permit 
'.hem  to  have  anywhere,  near  the 
standard  of  livlDg'-tbey^wfll  have 
irom  working  in  onr  facility,"  be 
said. 

Therma-Trn  is  not  the  only  Toledo 
corporation  with  a  Mexican  connec- 
uon.  Both  Dana  Corp.  and  Oiampion 
5park  Plug  Co.  have  had  operations 
•-here  for  some  time..  -^ 


"Dana's  attitode  when  yon  go  into 
Dana,  says  any  corporaUon  that  lo-  a  country  like  Menco  is  that  yoo 
cates  in  Mexico  goes  there  with  had  better  have  a  good  local  ftavor. 
deep  cnts  in  labor  and  prodnctioa  We  try  to  employ  natiaoais  wtarev- 
cwtetomind.  er  we  can."  he  said.  "You  dnnt  want 

"Once  yon  get  your  foot  in  the      to  go  in  as  the  mighty  yankee." 
door  jroa  obvionsly  are  in  a  eood         «    .  . 

position  to  compete."  Mr.   P?rte     ,  ^""^  '°r*  '^  ^"^^  ^  ^^  * 
said.  -Yonr  labor  rates  are  terribly     "^  .1?"'^''=  "'   ""^  .^^  *^ 
low.  and  yoo  can  export  frt«n  there      njonths  after  .t  opened  a  plant  in  the 
back  into  the  UA  or  wherever  else      ''°"*"'«teni  city  of  Hermosino. 
you  want"  '  '-  ••  The  facility  was  shot  down  as 

Mr.  Prebe  cantinned  though  that     striking  laborers  demanded  a  70  per 
the  government  requires  increases      cent  wage  increase, 
in  the  amount  of  the  Btencaa-pro-         a  Mexican  newspaper  reported 
dnced  portion  (rf  a  product  assem-     that  workers  there  earn  betaeen 
bled    there,    in   some    cases    the     $104  and  S113  a  ;?■«■♦>■ 
amount  rises  to  80  per  cent     ,•  _ 

--■,  .._  -i^'ii — JIZJ 1 The  mmunnm  wage  in  Mexico 

I  was  raised  in  January  by  23  per 
,  cent  to  3,050  pesos  a  day,  or  abo«t 
■   $2.94. 

Ford's  problems  are  not  amque, 
says  James  Weekly,  a  professor  in 
the  International  Business  Inttitnt^ 
at  the  University  of  Toledo. 

"A  number  of  American  compa- 
nies have  gone  down  there  with  hi^ 


lems."  be  said.  "It's  not 
roses,  by  any  means." 

Part  of  the  problem,  he ) 
may  be  dne  to  the  disparity  between 
the  wages  of  Mexican  workers  and 
-their  counterparts  hi  the  United 
States. 

"There  certainly  is  some  element 
here  of  the  exploitation  of  low  cost 
labor,  but  the  counterpoint  is  that 
making  $3  a  day  is  better  than 
having  no  job  at  all 
.  "VS.  workers  see  this  as  export- 
ing jobs,  but  some  companies  see  it 
as  the  only  way  they  can  survive  in 
a  global  marketplace." 

Mr.  Straub  views  his  firm's  move 
not  only  as  a  chance  to  cut  costs,  bnt 
as  an  early  entry  into  what  be 
believes  wiQ  one  day  be  a  lucrative 


He  said  companies  in  Europe  and 
the  Far  East  have  already  contact- 
ed Therma-Tru  with  an  interest  in 
prodndng    its    patented    products 

,.  The  company  already  has  li- 
censed a  ranariian  firm  as  a  produc- 
er. 

"One  of  the  things  that  this  rela- 
tioosfaip  wiU  help  us  do  is  get  famil- 
iar with  the  Mexican  market"  he 
said.  "We  think  that  market  has 
enormous  potentiaL  We're  believers 
in  the  long  term  potential  of  Mexico 
of  the  VS." 
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BROWNSVILLE,  TEXAS 

Leading  the  Way  in  Economic  Development  on  the  TexasMenco  Border. 
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'we're  pushing  the  boundaries  of 
Manufacturing  And  Industrial  Technology" 


EXAMPLES  OF  INDUSTRIES  IN 
BROWNSVILLE/MATAMOROS 

COMPANY  PRODUCT 

Allegheny  InL-Northem  Elec. jipplianci  Controls 

Allied  Signal  Corp Electrical/Electronics 

Asarco,  Inc. JUloy  Anodes 

AMFELS,  Inc. ....- Ship  Bldg.  &  ASME  Fabrication 

A  T  &  T Transformers  &  Relays 

Breed  Automotive  Corporation j\iitomotive  Products 

Brownsville  Manufacturing  Co.  (Haggarl Apparel 

Carlingswitch.  Inc ....Electronics 

Cooper  -  McCtaw  Edison — -Transformer  Components 

Dresser  Ind.  ■  Magcobar. — ....Drilling  Mud 

Dupont  (Quimica  Fluor) Flourides 

Duro  Bag  Manufacturing  Co Paper  Products 

Eagle  Coach  Co Passenger  Bus  Mfg. 

The  Eaton  Corp Electronics/Electrical 

Exxon  Co.  U.SA Petroleum  Tank  Farm 

Fort  Brown  Manufacturing Jipparel 

General  Instrument-Tocom Cable  TV  Components 

General  Motors-Deico j^utomotivc  Radios 

General  Motors-Inland Dash  Boards/Strg.  Whis.  General 

Motors- Fisher  Guide _ Bumpers 

Leece  Neville  Co..- „_ .Automotive  Products 

Leonard  Electronic  Products  Co Electronics 

Levi  Strauss  &  Company J^pparel 

MagneTek Electronics/Electrical 

NA  Philips-Airpax -Magnetic  Breakers 

NA  Philips-Anchor  Brush Cosmetic  Brushes 

Norton  Company — Coated  Abrasive  Products 

Panasonic  Industrial  Company j\uto  Electronics 

Parker  Hannifin-ldeal  Corp .Auto  Flashers.  Clamps  Pariser 

Hannifin-"0"  Ring Rubber  Seal 

Parker  Hannifin-Plews Auto  Service  Tools 

Fisher-Price..- Stuffed  &  Plastic  Toys 

Ranco  Corporation - Electronics 

Rich-Seapak  Corporation Frozen  Shrimp  Processing 

Rohm  and  Haas Acrylic  Plastic  SheeU 

Sheller-Globe  (United  Tech) Resistors 

Teuco Petroleum  Tank  Farm 

Tex  Mex  Cold  Storage Food  Processing 

Trico  Technologies  Corporation Windshield  Wiper  Equipment 

Valero  Energy Natural  Gas 

VVickes  (Dura  Auto) Window  Regulators 

Zenith  Electronics Color  TV  Tuners 


"The  CCPIC  reimburses  employers 

up  to  50%  of  participants'  wages 

during  training" 


TRAINING  ASSISTANCE 

~  ameron  County  Private  Industry  Council  (CCPlOseivices  are 
,       designed  to  promote  economic  developroent  and  job  creation  by 
V  administering  a  variety  of  employment  and  training  programs. 
Among  other  programs,  the  CCPIC  supports  customized  training  for 
industry,  and  has  buOt  a  program  centering  around  personnel  screening 
services  for  massive  hiring  needs,  basic  sldfls  training  for  employees, 
custom  designed  training  modules  based  on  industry  needs,  combined 
packages  of  customized  training  and  consulting  on  how  best  to  utilize  the 
Job  Training  Partnership  Act  (JTPA)  services  to  the  local  c 
industry. 


"Companies  like  the  Norton  Company, 

MagneTek,  and  THco  have  utilized  the 

job  training  services" 


"Working  in  the  Broumsville  area  is  exciting.  You  feel  you 
are  right  on  the  edge  of  the  next  industrial  revolution 
having  Mexico  next  door.  Modem  communication  methods 
allow  you  to  do  all  your  major  business  and,  at  the  same 
time,  you're  able  to  enjoy  the  attractions  that  the  area  has 
to  offer.  I  would  not  trade  it  for  anything. ' 

-lehadSalintcr 
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Attachment  4 

TYPICAL  FEMALE  WORKERS  WEEK'S  PAYCHECK 

in  U.S. -owned  maquiladora  Industrial  plant  in  Reynosa,  Mexico 


Hours 

Compensation 

regular 

47 

122.20 

overtime 

1.1 

20.00 

142.20  gross 

Deductions: 

A   ISPT 

0.15 

B   IMSS 

9.00 

C  Infona 

31.00 

Housing 

D  Street  Cleaning 

2.50 

E  Washer  Loan 

30.00 

F  Despi  Komida 

G  Savings 

11.00 

H  Union  Dues 

6.50 

90.15  pesos 

net  =  52.05  pesos 

or  $17.35  per  week  U.S.  dollars 

TYPICAL  MALE  WORKERS  PAYCHECK 

in  U.S.  owned  maquiladora  industrial  plant  in  Nogales  Mexico 

Hours  Compensation 

regular        48  71.400 

7th  day  11.900 
Attendance 

Bonus  16.000 


99.300  gross  pay,  less  deductions 


Deductions: 


A  Cafeteria  800 

B   ISPT  97 

C  Government  Union  Dues   100 


997 

Net  pay  =  98.303   pesos  per  week 

or  $32.76  week  U.S.    dollars   for  7  days  work 


Note:  Personal   information  provided  to  Congresswomen's  Delegation  to  Mexico. 
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Attachment  6 

Mexican  Commission  for  the  Defense  and  Promotion 
of  Human  Rights; 

HUMAN  RIGHTS 

[transcripts] 

"The  commission  I  work  for  is  made  up  of  ten  women.  We  have  been 
working  for  two  or  three  years. 

"It  is  a  big  challenge  to  talk  about  human  rights.   Now  we  are 
negotiating  with  North  America,  and  we  have  one  year  to  go  before 
presidential  elections.   It  is  a  challenge  to  try  to  untangle  the 
many  reforms,  decrees,  announcements  that  are  changed,  in  order  to 
procure  the  defense  of  human  rights. 

"In  the  Republic  of  Mexico,  there  are  about  200  non-governmental 
organizations  on  human  rights.   This  is  an  indication  of  the 
seriousness  of  the  situation  here.   Human  rights  has  become  the 
central  preoccupation  in  the  life  of  the  Mexican  Republic.   It  is 
one  of  the  disputes  between  the  government  and  the  opposition,  even 
with  foreign  governments  such  as  the  U.S.. 

"Access  to  accurate  information  is  difficult;  evasive  and  complex. 
To  make  a  true  diagnosis  of  the  Mexican  people's  freedom,  security 
and  health  is  not  only  difficult  but  impossible.   The  subject  has 
become  so  controversial  and  polarized  that  much  of  what  those  of  us 
who  work  in  this  have  to  say  may  sound  like  merely  opinions. 
Unfortunately,  even  though  there  is  no  doubt  that  there  is  a  great 
need  for  the  defense  and  promotion  of  human  rights  in  Mexico,  the 
available  information  continues  to  be  unreliable. 

"The  problem  is  very  complex.   We  are  starting  to  untangle  such  a 
deeply-rooted  situation  in  our  system  of  social  relations,  and  so 
heavy  a  load  of  interests  and  opinions,  that  anything  that  is  said 
about  it  can  be  immediately  refuted  by  the  government.   The 
situation  of  violation  of  rights  is  not  only  serious  but  persistent. 

"Our  commission  has  received  a  total  of  310  complaints  of  hviman 
rights  abuses,  both  from  the  victims  and  from  legal  representatives. 
This  has  happened  everywhere  in  the  National  Government.   These 
cases  are  serious  violations:   illegal  deprivation  of  freedom, 
tort\ire,  kidnapping,  involuntary  disappearance  and  even  homicide. 

"To  illustrate  this  situation  I  will  submit  the  statistics  of  cases 
that  have  been  attended  to  in  a  direct  form  by  the  Commission: 
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"April  1990  to  April  1993  -  75  claims  where  justice  was  denied,  50 
illegal  detentions,  47  cases  of  torture,  27  cases  of  kidnapping  or 
disappearance,  22  murders  and  extrajudicial  executions,  and  41  other 
violations. 

"This  commission  has  also  managed,  in  conjxinction  with  other  non- 
governmental agencies,  180  urgent  actions  tied  to  the  protection  of 
people  for  agricultural,  labor  emd  social  conflicts.;  or  just  for  the 
simple  fact  of  belonging  to  orgzmizations  devoted  to  the  defense  of 
human  rights,  and  working  in  favor  of  victims. 

"All  these  violations  of  individual  rights  constitutes  a  politic  of 
risk  which  every  citizen  is  exposed  to.        ■ 

"Impunity  rules  in  the  social  life  of  the  country  and  has  become  a 
way  of  life.   The  impunity  happens  daily.   It  does  not  only  happen 
in  the  administration  of  justice  and  judicial  institutions,  but  also 
in  areas  of  penal  character. 

"Fundamental  aspects  of  our  social  life,  such  as  labor  relations, 
the  electoral  process,  education,  conservation  of  the  environment, 
and  urban  planning,  give  the  opportiinity  for  impunity  and  violation 
of  human  rights.   Because  of  this,  the  National  Network  of  Civic 
Associations  on  Human  Rights  (about  35  members)  started,  on  December 
10,  1992,  a  national  campaign  against  impunity.   The  objective  is  to 
obtain  deep  changes  in  the  administration  of  justice,  and  to  fight 
for  change  in  the  culture  of  impunity  in  which  we  live.  The 
Ccimpaign  will  promote  reforms  to  the  system  of  administration  of 
justice  and  obtain  the  prosecution  of  those  functionaries  and  agents 
who  have  been  proved  to  have  violated  human  rights. 

"In  order  to  redeem  the  respect  of  human  rights  and  to  construct  an 
authentic  state  of  rights,  some  human  rights  agencies  have  solicited 
the  governments  of  the  three  North  American  countries  to  integrate 
the  subject  of  human  rights  in  the  discussions  on  parallel 
agreements . 


Citizens'  Movement  for  Democracy 

DEMOCRACY  AND  HDMAN  RIGHTS  IN  MEXICO 

[transcripts] 

"Human  Rights  and  Democracy  are  inextricably  intertwined;  where 
there  is  no  democracy,  human  rights  are  not  respected  and  vice 
versa.   If  we  are  talking  about  a  trade  agreement,  we  need  to  ask 
ourselves  to  what  extent  it  respects  the  rights  of  man  and  our 
peoples'  democracy.   I  believe  that  this  agreement,  the  North 
American  Free  Trade  Agreement,  should  be  ratified  provided  it  helps 
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improve  the  living  conditions  of  ovir  respective  peoples.  Up  to  now 
in  my  country  this  agreement  has  not  been  discussed  with  the 
majority  of  the  social  sectors,  and  an  agreement  such  as  this  one 
should  have  the  consensus  of  a  large  majority  of  the  citizens. 

"While  I  am  unable  to  speak  in  detail  about  the  problems  in  the 
United  States  and  Canada,  I  can  tell  you  that  the  reality  in  my 
country  is  that  we  do  not  have  democracy,  and  virtually  every  aspect 
of  human  rights  is  violated:   economic,  social,  cultural  and 
environmental  rights  and  to  an  even  greater  degree  political  and 
labor  rights. 

"Due  to  the  economic  model  ciirrently  being  implemented  —  from  which 
NAFTA  originates  —  the  living  conditions  of  more  than  80%  of  the 
population  have  deteriorated.   For  example,  50%  of  children  under  5 
years  of  age  are  malnourished,  workers'  salaries  have  lost  40%  of 
their  buying  power  in  the  past  ten  years,  and  the  policy  of 
streamlining  the  government  has  resulted  in  the  reduction  of  public 
spending  in  education,  health  and  social  security.   The 
International  Labor  Organization  (ILO)  states  that  in  Mexico  we 
designate  2.4%  of  our  gross  domestic  product  (GDP)  to  social  welfare 
costs,  while  the  United  States  designates  12.3%  and  Canada  18%. 

"The  impunity  of  public  officials  accused  of  corruption,  who  do  not 
respect  people's  individual  rights  has  been  and  is  an  unwritten  law. 
The  human  rights  of  Mexican  citizens  are  violated  and  there  is  clear 
opposition  to  democratic  transformation,  denying  the  people's  right 
to  elect  its  representatives;  thus  generating  a  climate  of  social 
tension.   To  give  you  an  objective  example  of  this,  I  can  tell  you 
that  since  August  of  1991,  six  governors  have  been  forced  to  step 
down  because  of  citizen  pressure  objecting  to  the  electoral 
processes  which  brought  them  to  their  posts. 

"Civil  observations  of  the  electoral  processes  in  eight  of  the  ten 
states  observed  between  August  of  1991  and  February  of  1993  show 
grace  irregularities,  which  we  have  documented  extensively,  for 
exeunple: 

In  the  zones  where  opposition  is  strong,  the  electoral 
authorities  erase  thousands  of  names  from  the  election  register 
of  people  who  are  not  members  of  the  official  party,  denying 
them  their  political  rights. 

Government  funds  are  used  indiscriminately  to  support  official 
party  candidates,  especially  through  the  National  Solidarity 
Program  —  which  is  used  more  as  a  political  arm  than  as  a 
means  to  eradicate  poverty.   For  example,  public  works  are 
conditioned  on  election  results  in  areas  where  potable  water  or 
a  bridge  that  needs  building  are  extremely  important  to  the 
inhabitants.   Between  1990  and  1992,  Solidarity  spent  the  same 
amount  in  the  state  of  Michoacan  as  it  did  in  the  annual  budget 
for  the  entire  country,  with  the  objective  of  weakening  the 


opposition  in  the  toimships  trtiere  it  wais  strongest. 

-  Excessively  high-cost  political  ccunpaigns  are  carried  out  in  a 
country  where  17  million  of  the  citizens  live  in  extreme 
poverty . 

The  communication  media  is  almost  totally  inclined  toward 
official  candidates. 

-  The  electoral  process  is  controlled  at  every  level  by  the 
government  party,  which  decides  the  laws  and  the  electoral 
officials  and  declares  the  results  of  the  voting. 

One  of  the  most  alarming  statistics  is  the  fact  that  electoral 
conflicts  have  cost  more  than  200  lives  in  the  last  four  years; 
the  huge  majority  of  1^0  were  opposed  to  the  official  party. 

-  This  impunity  and  the  unjust  electoral  process  have  generated  a 
lack  of  confidence  and  discredited  the  government,  which  lack 
the  backing  of  the  people. 

"The  Free  Trade  Agreement  has  been  negotiated  in  this  climate  of 
non-confidence  and  lacking  the  participation  and  representation  of  a 
large  majority  of  the  population.   You  can  thus  understand  that  it 
does  not  have  the  confirmed  backing  of  the  Mexican  people. 

"In  light  of  all  this,  I  want  to  show  you  the  other  side  of  this 
society  —  a  people  struggling  in  many  different  ways  to  conquer  a 
harsh  reality.   I  have  been  a  witness  to  the  widespread 
participation  of  citizens  fighting  for  change.   The  formation  of  60 
civic  organizations  for  human  rights,  citizens'  environmental 
groups,  the  Mexican  Action  Network  on  Free  Trade  (RMALC) ,  and 
citizens'  movements  to  defend  democracy  demonstrate  this. 

"In  practically  every  election  since  1992,  an  average  of  400 
citizens  from  all  different  social  classes  have  come  together  to 
observe  the  development  of  the  elections,  with  the  interest  of 
defending  the  right  to  vote.   Currently,  civil  institutions  and 
citizens  all  over  the  country  are  united  in  the  Citizens'  Movement 
for  Democracy,  and  we  are  proposing  reforms  in  the  national 
electoral  law,  which  defines  five  points  of  change  necessary  to 
achieve  a  peaceful  transition  to  democracy.   This  is  what  we  as 
Mexicans  want: 

Impartial  Election  Commissions  that  are  independent  of  the 
government  and  made  up  of  citizens  and  political  parties  —  an 
electoral  branch  of  government  separate  from  the  executive, 
legislative  and  judicial  branches. 

-  Legitimate  election  registers  and  voter  identification, 
controlled  and  monitored  by  citizens  and  political  parties. 
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-    Prohibition  of  the  use  of  public  funds  to  benefit  candidates. 

Limits  in  the  expenses  of  political  campaigns. 

An  impartial  media. 

"To  summarize,  in  Mexico  there  exists  a  strong  citizens'  movement  to 
defend  democracy  and  human  rights.   There  are  viable  proposals  being 
put  forth  and  Mexican  citizens  are  demonstrating  the  ability  to  be 
critical  and  proactive  in  all  of  these  issues.   Proof  of  this  is  the 
Plebiscite  held  in  Mexico  City  on  the  21st  of  March,  1993,  organized 
by  10,000  city  residents,  to  determine  the  kind  of  government  people 
want  in  the  capital.   Eighty-four  percent  of  the  331,000  who  voted 
in  the  plebiscite  said  they  want  their  own  government  and  not  one 
imposed  by  the  President. 

"The  government  doesn't  want  to  recognize  the  plebiscite,  but 
meanwhile,  in  the  state  of  Guerrero,  it  wants  to  impose  a  governor 
who  obtained  little  more  than  200,000  votes  (11%  of  that  state's 
voting-age  population)  via  a  campaign  and  election  that  were 
obviously  fraudulent. 

"To  know  Mexico,  it  is  essential  that  one  listen  to  the  Civil 
Society,  understand  it  and  support  it.   There  is  a  lot  to  be  done  in 
the  field  of  democracy  and  Human  Rights,  by  both  our  peoples, 
respecting  our  own  processes  and  sovereignty. 

"In  the  tri-national  relationship  between  the  Canada,  the  United 
States  and  Mexico,  the  Mexican  Action  Network  on  Free  Trade  and  its 
northern  counterparts  have  made  proposals  that  should  be  analyzed 
closely  in  order  to  improve  the  social  conditions  of  the  three 
countries.   In  this  respect,  we  should  in  our  relations:   abide  by 
the  Multinational  covenants  developed  by  the  UN  and  the  OAS  to 
protect  and  promote  human  rights;  ratify  the  UN  convention  for  the 
rights  of  immigrant  workers  and  their  families;  consider  free 
transit  of  peoples;  and  the  creation  of  bilateral  organisms  which 
include  the  participation  of  non-governmental  human  rights 
organizations  to  eradicate  violence  in  the  U.S. -Mexico  border 
region. 

"I  believe  these  agreements  are  fundamental  and  before  thinking 
about  ratifying  NAFTA,  the  autonomous  human  rights  organizations 
should  be  consulted  and  these  proposals  studied  carefully.   This 
would  help  to  advance  democracy,  and  hence  be  a  responsible  approach 
toward  the  future  of  our  peoples,  in  spite  of  the  months  or  years  of 
work  it  may  require. 

"I  hope  that  I  have  helped  you  better  understand  Mexico  and  the 
struggle  of  its  people  to  advance  and  conquer  these  problems.   Thank 
you  very  much . " 
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amnesty  international 


MEXICO 

The  persistence  of  torture  and 
impunity 


Al  INDEX:  AMR  41/01/93 


DISTR:  SC/CO/GR 

This  document  summarizes  Amnesty  International's  concerns  about  continuing  reports 
of  torture  and  ill-treatment  in  the  context  of  the  Mexican  criminal  justice  system,  and 
about  the  prevailing  impunity  for  the  perpetrators.  The  document  up-dates  the  issues 
raised  in  the  report  Mexico:  Torture  with  impimiry  (AI  Index:  AMR  41/04/91),  which 
launched  a  limited  campaign  on  Mexico.  The  document  includes  a  list  of 
recommendations  to  the  Mexican  Government  which  the  organization  believes  can 
contribute  towards  an  effective  end  to  gross  human  rights  violations  in  that  country. 

Since  the  publication  of  Mexico:  Torture  with  impunity  the  Mexican  Government  has 
adopted  some  legal  and  administrative  measures  which,  if  effectively  implemented, 
would  satisfy  some  of  the  recommendations  included  in  the  report.  The  Mexican 
Government  also  launched  a  national  and  international  campaign  to  publicize  its 
purported  commitment  towards  the  protection  of  human  rights.  For  example,  Amnesty 
International  has  received  hundreds  of  letters  from  Mexican  officials  replying  to 
correspondence  sent  by  the  membership  in  the  context  of  the  campaign.  Most  of  the 
letters  a-  ^  very  polite  and  frequently  provide  extensive  details  about  the  measures 
adopted  by  the  government  to  address  human  rights  violations.  Nevertheless,  Amnesty 
International  remains  deeply  concerned  about  continuing  reports  of  torture  and  other 
human  rights  violations  by  Mexican  law-enforcement  apents. 

The  information  in  this  document  reflects  the  main  findings  of  two  Amnesty  International 
research  trips  which  visited  Mexico  in  February  1992  and  in  August  1992.  The  cases 
have  been  selected  to  illustrate  the  organization's  main  concerns  about  human  rights 
violations  in  the  context  of  the  administration  of  justice  in  Mexico.  Most  of  the  selected 
cases  also  help  to  illustrate  the  effectiveness  of  Amnesty  International's  campaign  as  well 
as  challenges  still  lying  ahead  to  stop  such  abuses  in  that  country. 
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The  Mexican  Government  has  repeated iy_promised  to  defend  hurnan  rights  and  to  punish 
those  who  violate  them.  Yetjorture  is  still  widespread  and  to  Amnesty  Ihtemationals' 
knowledge  nobody  has  yet  been  sentenced  for  the  crime  of  torture  in  Mexico. 

In  this  report  Amnesty  international  recommends  specific  measures,  which  should  be 
urgently  an  effectively  adopted  to  prevent  further  cases  of  torture  and  other  gross  human 
rights  violations,  and  to  assists  the  victims. 


KEYWORDS:  TORTUREnLL-TREATMENTl  /  IMPUNlTYl  /  DEATH  IN  CUSTODY  / 
EXTRAJUDIOAL  EXECUTION  /  DISAPPEARANCES  /  INCOMMUNICADO  DETENTION  / 
CONFESSIONS!  /  ARBITRARY  ARREST  /  MASS  ARREST  /  HARASSMENT  /  SEXUAL 
HARASSMENT  /  DETENTION  WITHOUT  TRIAL  /  PRISON  CONDITIONS  /  TRIALS  / 
INDEPENDENCE  OF  JUDICIARY  /  WOMEN  /  CHILDREN  /  JUVENILES  /  PEASANTS  / 
INDIGENOUS  PEOPLES  /  STUDENTS  /  WRITERS  /  MEDICAL  CONHRMATION  /  HABEAS 
CORPUS  /  HUNGER-STRIKE  /  POST  MORTEMS  /  POUCE  /  MIUTARY  /  PRISON  STAFF  / 
COMPENSATION  /  INVESTIGATION  OF  ABUSES  /  MISSIONS  /  PHOTOGRAPHS  / 


This  report  summarizes  a  27-page  document  (8200  words).  Mexico:  The  persistence  of 
torture  and  impunity  (AI  Index:  AMR  41/01/93),  issued  by  Amnesty  International  in 
June  1993.  Anyone  wanting  further  details  or  to  take  action  on  this  issue  should  consult 
the  full  document. 

INTERNATIONAL  SECRETARIAT,  1  EASTON  STREET,  LONDON  WC1X  8DJ,  UNITED  KINGDOM 
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■v-*"-"  NEW  YORK,  TUESDAY.  SEPTEMBER  14,  1993 


SALINAS  AHACKED 
ON  ELECTION  BILLS 

Opponents  Call  Proposed  Law 

Paltry  —  Mexican  Senate 

May  Vote  This  Week 


By  TIM  GOLDEN 


MEXICO  CITY.  Sepi  13  -  The  gov- 
erning party  of  President  Carlos  Sali- 
nas de  Gortart  is  pushing  lo  change 
etecllon  laws  over  Ihe  objeciions  of  the 


of  fraud  or  unfair  ad' 
posed  laws  and  changes 
lion  (his  month 
the  way  lo  a  cleaner,  less  conlcniious 
■  vote  In  Augusl.  The  proposed  changes. 


governing  parly  s 


.  The  measures  were  assailed  by  op- 
.  posllion  groups  and  others  who  said  ihe 
^changes  would  be  paltry  and.  in  some 
-cases,  might  even  serve  to  perpetuale 
Uhe  power  held  by  the  Instiiulional  Rev- 
Parly,  which  has  governed 


■     "Democracy  cannot  b 

^National  Action  Parly  in  the  lower 
•ihouse.  Diego  Fernandez  de  Cevatlos. 
•bellowed  at  legislators  from  ihe  gov- 
•  erning  party  on  Sunday  "The  law  Is 
tyours.  Do  with  it  what  you  wish!" 
\  Issue  In  Debate  on  Trade 


The  t 


-was  widely  considered 
•he  has  worked  to  dispel  the  auihontar- 
;ian  image  of  Mexico  The  pressure  (or 
-change  has  also  increased  as  the  shori- 
Jcomlngs  of  the  political  system  here 
■have  become  an  issue  in  the  debate  in 
JWashlnglon  ower  the  North  Ansr'can 
*Free  Trade  Agreement. 
*  Members  of  Congress  from  the  lefi- 
^Isl  Democratic  Revolutionary  Party 
-.walked  out  of  the  Chamber  last  week  to 
-protest  what  they  said  was  the  Govern- 
^ments  relusal  to  discuss  meaningful 
■changes.  By  contrast,  Mr.  Fernandez 
;and  his  colleagues  negotiated  the  new 
••measures  with  the  governing  party  and 
^had  agreed  to  vote  for  the  measures. 
»  As  passed,  the  revised  code  wou(d  set 
ithe  first  limits  on  campaign  contnbu- 
^lions.  but  it  would  sttll  allow  for  contri- 
^butlons  that  critics  of  the  Govemmeni 
;*call  unreasonable  for  a  developing 
^'country  where,  according  to  the  World 
I'Bank.  the  per  capita  gross  national 
%product  was  $2,870  in  1991  Under  the 
/law.  every  Mexican  would  be  allowed 
■"lo  give  a  party  up  to  1  percent  of  the 
iiolal  public  financing  for  all  parties. 
This  year  the  maximum  would  be 
:W36.05l.  Next  year,  election  officials 
'  said,  the  celling  would  rise,  to  $654,077 


■parly  promised 
'-contributions  lo  1 
one  million  Mexican  pesos,  or  $322,0 


I'  nonprofit  organization  ai 
f,  pendent  group,  which 
)  give  up  lo 


•  lions  would  also  be  permitted,  although 
.the  total  of  such  contributions  to  all 
''parties  would  not  be  allowed  to  exceed 
;;iO  percent  of  all  public  financing 

*  As  16  hours  of  floor  debate  was  end- 
!,lng  the  conservatives  accused  the  gov- 
erning parly   of   repudiating   critical 

;  agreements.  E)espiie  its  pledge  of  siip- 
'  port,  Mr,  Fernandez's  parly,  known  by 
,  Us  Spanish  Initials  as  the  PAN.  voicd 
against  the  entire  package  The  new 
laws  can  still  be  modified  by  the  Scn- 
,  ate.  which  Is  expected  to  vote  on  them 
this  week  Major  changes  are  unlikely. 
_  however,  because  Ihe  governing  parly 


;  party  moved  vigorously  In 
,  fense.  Articles  today  In  pro-Govom- 
'.meni  newspapers  were  full  of  com- 
plaints by  legislators  from  the  party 

"There  is  inconsistency  in  the  con- 
duct of  the  PAN."  a  party   member. 

■  Maria  de  los  Angeles  Moreno,  presi- 
dent of  the  Chamber,  said,  denying  that 
commitments  had  been  broken.  "In  no 

.way  does  this  frustrate  the  electoral 

National    Action    leaders    said    al- 


'  said  they  had  Initially  agreed  lo  il 
;  high  ceilings  on  contributions  under  tl 
I  assumption  that  strict  limits  would  I 


>■  after  Mr,  Salinas  Issi 
-  changes  include  no  lit 


all.  Rath- 
Ihc  limits 

set   by  the   Federal   Elcciornl 

\    an    agency    that 

complain  Is  easily 
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Jeff  Faux 

NAFTA 
Delusions 


The  recent  chorus  oi  Post  edhorais  and 
op-ed  pieces  ^joDoran?  the  North  Amencan 
Free  fraae  ALTeement  reflects  the  \ 
Washingion  aeiusxjn  that  the  proposal 
trouble  because  labor  unrans.  environmetitalisis  ' 
■ind  naht-Mins  Know-nothines  are  playing  on  the 
irrationaj  le.iri  oi  a  pubbc  ignorant  oi  econom- 
ics. Nothine  uTong  with  NAFTA,  of  cpurse. 
George  WiU  blames  the  opposition  otr^timid 
legislators  u.p-eo.  JulvSI.  The  Post  edittMiires 
aaainst  .i  rew  ibolauonism '  |Aug.  18|.  Gtraid 
Ford  complains  that  the  White  Hotise  is  not 
matang  a  hare  enough  sell  |op-ed.  Aug.  22|.' 

But  the  Bush  and  Clinton  admoustations 
have  been  pitching  NAFTA  for  three:years. 
The  Mexican  govenunent  is  spendmg-lt  -least 
$30  million  to  promote  it.  and  U.S.  axpora- 
tions  have  added  millicos  nmre.  The  autests 
behind  NAFTA  should  save  their  money:  polls 
bhow  that  the  more  average  working  people 
hear  nbout  N\FTA.  the  less  thev  URe  it. 
Common  stnse  tells  them  that  they  wdl  be 
losers.  I'hev  are  n^ht. 

The  central  economic  problem  is  that  labor 
proou-.imtv  -1  Mexico  s  export  industries  is 
!:.-picauv  e.)  percent  to  100  percent  oi  U.S. 


Taking  Exception 


levels,  .".hde  wages  are  10  percent  to  15 
percent.  This  encourages  manuiactnrws  lo 
•.roouce  aooos  in  Mexico  lor  sale  in  the  tinited 
^i.ites.  It  nas  aireadv  cost  roughly  500.000 
.•lOb  here  .L-.a  aownward  pressure  on  wages. 

The  wsBc-oroductivitv  gap  stems  irom  the 
piilicies  i.M  the  present  autiiontanan  Mexican 
^■)\enii;ie-i:  Througn  .1  vanelv  of  means, 
miiuoin.:  .-c  oi  the  armed  forces  to  intuni- 
..iie  ».ir.vrri  .ind  the  establishment  oi  busi- 
ness a3»u«.iai:ons  to  Ilx  waee  rates,  wages  are 
^eot  i.iw  -  '.roer  to  attract  foreign  capital. 
The  aosence  ii  an  eriective  political  ooposi- 
tion.  ,-.;i  -'.ceoendent  luoiciarv  and  indepen- 
dent boor  no  environmental  organizations 
ilives  tne  sovemment  a  tree  hand  in  econom- 
ic ooiicv.  Bv  euaranteeing  Mexican  producers 
access  to  tne  U.S.  market  in  return  for 
protecting  i.  S.  investors  against  pobcy 
changes  nv  ruture  Mexican  governments. 
NAFTA  locKs  in  the  current  kjw-wage  policv. 
Under  -jch  circumsunces.  iree-traae 
models  oo  not  apply.  Thus,  oespiie  eifons  ov 
NAFTA  .lovocates  to  label  all  opponents  as 
proteciionisti.  it  is  perlectlv  consusienLIo  be 
■n  tavor  di  tree  trade  and  against  NAFTA 

^'AFT\  -iiDoorters  bombard  us  w«ih  a 
uiiioie  <•!  :iatisiics.  One  op-eo  wriiei.savs 
-xports  ui  Mexico  are  creating  .400.000 


"  Where  labor  is  cheap 
to  hire,  it  is  cheap  to. 
train." 


jobs,  another  700.000.  two  others.  800.000. 
About  tne  mm  lost  to  imixirts  from.MHico 


.1110  lie  M.i;t  ui  unestment  Irom  i:ie  Urjiea 
btnisj  to  .Mexico,  there  is  silence,  buoponers 
iaun  mat  the  two-vear-oid  traoe  -urpius  win 
Mexico  proves'  that  NAFTA  wul  create  joos. 
But  tne  surplus  is  not  a  result  of  trade"llberai- 
i^tion.  Rather  it  reflects  an  overvalued  peso. 
Even  pro- NAFTA  economists  have  admittea 
that  the  peso  is  likely  to  lall  10  percent  to  ^0 
percent  next  year,  which  wouW  more-then 
wipe  out  ail  the  advantage  to  the  United  States 
of  eliminating  Mexican  tantfs.  Moreottr.  the 
surplus  is  in  capital  goods,  not  consumer  gooos. 
We  are  shipping  machinery  south  to  ex- 
pand the  capacity  of  Mexico's  low-wage  facto- 
ries to  produce  consumer  goods  for  sale  bacK 
in  the  Umted  States.  The  prize  m  NAFTA  is 
not  Mexico  s  market,  it  is  Mexico  s  labor 
force,  which  is  educated,  disaplined  •  and 
trainable.  In  fact.  NAFTA  provides  more 
incenuves  for  U.S.  businesses  to  train  Mexi- 
can workers  than  Amencan  ones:  where 
labor  IS  cheap  to  hire,  it  is  cheap  to  train.- 

Thus.  m  the  long  run.  NAFTA  will  undercut 
any  chance  we  have  to  create  a  high-skul. 
high-wage  Amencan  answer  to  global  compeu- 
tion.  It  wUI  encourage  U.S.  producers-vxom- 
pete  by 

:  and  organizmg  higttper- 

Unfonunately,  the  recently  announced  side 
agreemenu  do  nothing  to  address  the  tpiestion 
of  suppressed  wages  in  Mexico.  They«coBtain 
no  labor  standards  and  limit  requiremeots  that 
Mexico  eniorce  its  own  laws  to  only  three 
areas — minimum  wage,  health  and  satety,  and 
child  labor.  Indeed,  even  the  references  to  high 
wages  and  a  fau-  distnbution  of  income  that 
were  in  tne  preamble  ot  the  ongmal  U.S.  drait 
were  stncken  in  tne  agreed-upon  version. 

The  ^lae  agreements  are  also  siient  on 
Questions  ci  au'  pollution  and  wildWe  protec- 
tion. .And  thev  set  up  a  bureaucratic  maze  that 
will  make  it  ail  but  impossible  lor  redress  oi 
;;nevances  even  on  tnose  lew  topics  it  covers. 
The  sioe  agreements  have  already  been 
mocked  bv  the  Mexican  secretary  of  com- 
merce, who  recently  assured  Mexican  legisla- 
tors that  ■nhe  time  frame  of  the  process  maxes 
It  verv  improbable  that  the  stage  of  sanctions 
could  ever  oe  reacned." 

We  are  told  that  defeating  NAFTA  will  bnng 
a  cnsis  to  Mexico.  Henrv  Kissinger  wans  us 
darkiv  oi  President  Cartas  Salinas s  'left-wing' 
oDposition  readv  to  -boil  to  the  sunace."  But 
-Mexico  wul  be  in  a  cnsis  anyway  wnen  the 
financial  bubble  promoted  bv  foreign  speculation 
bursts.  It  maKes  no  sense  lor  the  aommistiation 
to  nirther  load  on  to  .Amencan  worKers— ai- 
reaov  lacing  siow  |ob  growth,  continued  erosion 
of  incomes  and  the  cost  oi  paving  tor  our  own 
speculauve  excesses  of  the  1980s— the-bnoen 
01  saving  Salinas  and  his  corrupt  party  tram  tne 


The  next  president  ol  Mexico,  whoever  ii  is. 
will  have  to  cooperate  with  the  United  States. 
In  anv  case,  the  choice  shouM  be  left  to  the 
M.Tcr?ns.  ii'.'t  ma."jpi!i»ted  bv  a  tired  Washing- 
ton foreign  policy  estabbshment  with  time  on 
Its  hands  now  that  the  Cold  War  is  over. 

Coneress  shouW  insist— as  the  European 
Communirv  did  before  its  economic  iniegrauon 
with  Spam.  Portugal  and  Greece — 'hat  aemoc- 
racv  in  Mexico  precede  an  agreement  on  j 
common  North  Amerxan  market.  Uenrocracv. 
not  side  agreements  that  the  Menair  rsling 
class  has  aireadv  shown  it  hoMs  m  contemot.  is 
the  only  guarantee  that  freer  trade  will  help  the 
people  on  both  sides  ot  the  border  who  work  tor 
a  livmg.  The  first  step  down  this  more  responsi- 
ble path  is  to  reiect  NAFTA.  ., 

The  wnter  is  president  of  the  Economtr 
PolKy  Institute. 
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Mr.  Matsui.  Thank  you  very  much,  Marcy.  We  appreciate  your 
testimony.  All  of  the  exhibits  that  you  have  referred  to  will  be, 
without  objection,  submitted  for  the  record. 

I  would  just  like  to  commend  you.  I  really  understand  why  the 
opponents  of  NAFTA  have  done  so  well,  because  certainly  you  have 
added  a  human  element  to  this  entire  debate,  and  it  is  one  that  we 
appreciate  very  much,  and  I  think  certainly  we  look  forward  to  con- 
tinuing working  with  you,  and  again  thank  you  very  much. 

Ms.  Kaptur.  Thank  you  very  much. 

Mr.  Matsui.  This  concludes  the  hearing  for  today.  The  sub- 
committee will  resume  these  hearings  on  Tuesday,  September  21, 
at  9:30  a.m.  in  210  Cannon.  I  thank  all  of  you.  The  hearing  is  ad- 
journed. 

[Whereupon,  at  1:32  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene  on  Tuesday,  September  21,  1993,  at  9:30  a.m.] 


THE  NORTH  AMERICAN  FREE-TRADE  AGREE- 
MENT  [NAFTA]  AND  SUPPLEMENTAL 
AGREEMENTS  TO  THE  NAFTA 


TUESDAY,  SEPTEMBER  21,  1993 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Trade, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  call,  at  9:30  a.m.,  in  room 
210,  Cannon  House  Office  Building,  Hon.  Sam  M.  Gibbons  (chair- 
man of  the  subcommittee)  presiding. 

Chairman  Gibbons.  Ciood  morning,  ladies  and  gentlemen.  We  are 
all  ready  to  start  here. 

We  have  got  two  Governors  to  start  off  this  morning,  but  before 
we  go  to  them  I  want  to  ask,  does  any  member  of  the  committee 
have  a  statement  they  would  like  to  msJce? 

If  not,  we  will  go  right  to  the  two  Governors,  Governor  Weld  and 
Governor  Thompson. 

First  of  all,  Governor  Thompson,  I  remember  when  we  used  to 
live  in  the  same  neighborhood  out  here  together.  I  remember  your 
distinguished  father  and  I  want  to  report  to  you  that  the  neighbor- 
hood is  doing  pretty  well. 

Let's  see,  you  are  listed  on  my  roster  here,  Grovemor  Weld,  as 
being  first,  so  why  don't  you  go  ahead  first,  GrOvemor. 

STATEMENT  OF  HON.  WILLIAM  F.  WELD,  GOVERNOR  OF  THE 
COMMONWEALTH  OF  MASSACHUSETTS 

Governor  Weld.  Thank  you  very  much,  Mr.  Chairman. 

I  would  like  to  thank  you  and  the  members  of  the  panel,  particu- 
larly Congressman  Neal,  of  Springfield,  MA,  for  the  opportunity  to 
appear  here  today  before  you.  I  submitted  a  written  statement  and 
with  the  indulgence  of  the  panel,  I  would  like  to  summarize  it  just 
very  briefly. 

Chairman  GIBBONS.  Certainly.  And  may  I  interrupt  here.  Gov- 
ernor, to  say  that  all  statements  submitted  today  will  be  included 
in  the  record  in  full.  You  go  right  ahead. 

Governor  Weld.  After  that,  I  would  like  to  say  just  a  word  about 
Mr.  Perot  and  the  opponents  of  the  treaty,  since  the  debate  seems 
to  be  crystallizing.  From  where  I  sit,  Mr.  Chairman,  the  dirty  little 
secret  of  the  debate  over  the  North  American  Free-Trade  Agree- 
ment is  that  it  is  a  no-brainer  for  a  lot  of  our  States.  It  is  going 
to  result  demonstrably  in  an  increase  in  exports  and  therefore  in 
jobs  in  the  United  States. 
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This  is  not  conjecture.  We  don't  really  have  to  guess  about  this. 
We  can  look  at  what  has  happened  in  the  5  or  6  years  since  Mexico 
has  been  liberalizing  its  economy.  Up  until  1986,  1987,  that  was 
basically  a  closed  economy  and  under  the  leadership  of  President 
Salinas,  they  have  made  a  lot  of  strides,  as  you  know,  in  lowering 
tariffs  and  liberalizing  their  economy. 

And  since  that  time,  approximately  1987,  Massachusetts  exports 
to  Mexico  have  more  than  doubled.  So  have  those  of  most  other 
States.  In  1991,  exports  to  Mexico  from  my  State  generated  5,000 
jobs  and  trade  with  Mexico  and  Canada  accounted  for  60,000  jobs. 
There  are  sectors  where  we  cannot  now  compete  in  Mexico  where 
we  will  be  admitted  if  NAFTA  is  ratified. 

Our  firms  are  going  to  be  able  to  compete  freely  in  Mexico's  $6 
billion  telecommunications  market,  which  we  can't  really  now 
crack,  and  the  $3.5  billion  insurance  market,  which  is  also  difficult 
for  us  now.  Those  hold  great  promise  for  jobs  creation  in  Massachu- 
setts. 

The  treaty  and  the  side  agreements  require  tough  new  intellec- 
tual property  enforcement  which  is  very  good  news  for  Massachu- 
setts. We  have  1,600  software  companies,  computer  software  com- 
panies, which  is  a  huge 

Chairman  Gibbons.  One  thousand  six  hundred? 

Governor  Weld.  One  thousand  six  hundred.  I  think  we  are  going 
to  see  if  we  can't  get  past  Silicon  Valley  on  this  time  around  in  the 
product  cycle,  Mr.  Chairman,  a  friendly  competition.  I  think  we 
have  more  of  those  companies  than  anyone  else,  and  at  the  turn 
of  the  century  most  economists  believe  that  is  going  to  be  a  $1  tril- 
lion dollar  market  worldwide. 

So  our  ability  to  get  those  goods  and  services  to  markets  abroad 
is  going  to  be  critical  to  our  ability  to  compete.  It  is  not  just  the 
glossy  high-technology  industries  that  are  going  to  make  out  well, 
though. 

Our  manufacturing  industries  are  already  selling  into  Mexico. 
You  hear  a  lot  about  how  their  wages  are  only  a  quarter  or  a  fifth 
of  ours.  The  truth  is  that  because  our  work  force  is  so  much  better 
educated  and  because  we  have  got  better  transportation  and  com- 
munication system,  their  productivity  is  only  a  quarter  or  a  fifth 
of  ours  as  well.  So  there  really  is  not  a  great  incentive  to  move 
across  the  border. 

I  have  got  companies  like  Quaker  Fabrics,  which  is  a  textile  com- 
pany— Mexico  is  known  for  textiles — they  are  a  textile  company  out 
of  Fall  River,  MA,  that  accompanied  me  on  a  trade  mission  to  Mex- 
ico in  November  1992,  and  they  are  selling  into  that  market.  The 
fact  of  the  matter  is  that  any  job  that  wanted  to  migrate  across  the 
border  to  Mexico  because  of  a  wage  differential,  Mr.  Chairman,  or 
because  of  alleged  low  wages  in  Mexico,  could  already  have  done 
so,  with  or  without  the  NAFTA  Treaty. 

So  NAFTA  is  not  going  to  change  that.  In  fact,  it  is  going  to  be 
an  inducement  in  many  sectors  for  U.S.  firms  to  stay  put  in  the 
United  States.  Right  now,  Mexico  has  local  content  requirements 
for  automobiles.  It  has  labor  requirements  that  are  going  to  be 
scaled  back  under  the  treaty.  So  United  States  auto  manufacturers 
who  have  been  led  to  locate  in  Mexico  in  order  to  sell  there,  will 
not  have  to  do  so. 
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It  is  not  our  factories  and  jobs  that  are  going  to  be  going  south 
of  the  border,  Mr.  Chairman,  members  of  the  committee.  It  is  our 
goods  and  services,  and  that  is  going  to  create  thousands  and  thou- 
sands of  jobs,  hundreds  of  thousands  in  the  United  States. 

I  have  met  with  President  Salinas  and  Minister  Serra  and  Sec- 
retary Aspe,  and  I  am  confident  that  Mexican  wages,  which  have 
already  been  rising  since  1987,  faster  than  productivity,  are  going 
to  continue  to  rise.  That  is  not  bad  news,  that  is  good  news.  That 
means  they  are  going  to  be  able  to  buy  more  American  goods  in 
that  economy. 

And  free  trade,  as  virtually  any  economist  will  tell  you,  is  not  a 
zero-sum  game.  When  the  barriers  come  down,  both  sides  are  going 
to  profit. 

Seventy  percent  of  everything  Mexico  imports  comes  from  the 
United  States  already.  So  if  that  economy  gets  bigger  and  richer, 
that  is  good  for  us.  That  is  not  bad  for  us.  I  think  this  is  probably 
why  41  out  of  the  50  State  Governors  support  NAFTA. 

Again,  if  you  look  at  the  time  since  1987  when  the  economy  got 
opened  up  in  Mexico,  United  States  exports  of  services  to  Mexico 
have  gone  from  $3.5  billion  in  1986  to  $8.3  billion  in  1991.  And  in 
that  time  we  turned,  we,  the  United  States,  turned  a  $5  billion  def- 
icit with  Mexico  into  a  $5  billion  surplus.  That  is  a  lot  of  jobs.  The 
rule  of  thumb  is  for  every  $50,000  of  exports,  that  is  another  job 
in  the  United  States. 

The  final  broad  point  is  that  their  tariffs  in  Mexico  now  on  aver- 
age are  about  10  percent,  and  our  tariffs  on  Mexican  goods  coming 
in  are  on  average  about  4  percent.  So  obviously  if  both  of  those  tar- 
iffs go  down  to  zero,  the  United  States  is  gaining  more  in  terms  of 
barriers  being  lowered  than  it  is  losing.  As  I  say,  I  think  it  is  a 
no-brainer. 

The  last  point  I  would  like  to  touch  on  then  is  if  it  is  a  no-brainer 
economically,  in  terms  of  our  economic  interest,  why  is  this  treaty 
so  controversial?  Why  do  the  national  polls  show  the  people  are 
evenly  split  or  even  a  little  bit  against  it? 

And  I  think  the  reason,  Mr.  Chairman,  is  that  people  are  under- 
standably anxious  in  this  country  about  our  economy  in  general, 
even  fearful.  And  I  think  that  an  attempt  is  being  made  by  oppo- 
nents of  the  treaty  to  pander  to  those  fears  and  even  to  exploit 
them. 

I  suggest  that  responsible  officials  of  both  of  our  political  parties 
have  a  duty  to  point  out  the  demagogic  nature  of  that  pandering 
and  that  exploitation.  And  that  is  why  I  am  so  pleased  to  have  the 
opportunity  to  be  here  today. 

Before  the  Second  World  War,  Mr.  Chairman,  Winston  Churchill 
warned  Englishmen  who  were  being  silent  that  "when  the  eagles 
are  silent,  the  parrots  begin  to  chatter."  The  airwaves  have  been 
filled  recently,  Mr.  Chairman,  with  quite  a  lot  of  parrot  chatter  and 
Perot  chatter.  Not  to  put  too  fine  a  point  on  it,  but  it  is  just  that, 
it  is  chatter,  and  it  is  static.  It  is  not  factual. 

The  truth  is  that  we  are  in  the  midst  of  a  transformation  of  the 
way  we  do  business  and  it  has  nothing  do  with  the  NAFTA  Treaty 
or  anything  like  that.  It  is  a  factor  of  the  internationalization  of 
our  economy,  the  atomization,  the  breaking  up  of  our  economically 
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competitive  units  into  smaller  and  smaller  units.  It  has  to  do  with 
the  increasing  pace  of  technological  change. 

As  a  result  of  those  two  trends,  you  do  have  some  shaking  out, 
some  resettling,  in  mature  industries,  hierarchical,  old-fashioned, 
assembly-line-style  industries,  in  the  United  States,  in  Canada,  in 
Mexico,  in  every  country  of  the  world.  But  it  doesn't  have  anything 
do  with  NAFTA. 

The  fact  is  that  the  companies  that  are  going  to  survive  and 
prosper  in  the  internationalized  economy  in  the  future  are  not 
going  to  be  the  behemoths  that  depend  on  economies  of  scale.  They 
are  going  to  be  companies  that  are  a  lot  more  flexible,  that  depend 
on  speed  of  getting  their  goods  and  services  to  market  and  their 
ability  to  locate  a  market  niche  anywhere  in  the  world. 

NAFTA  is  not  part  of  that  problem,  of  shaking  out  and  resettling 
of  those  mature  industries.  NAFTA  is  part  of  the  solution  to  that 
problem.  It  is  essential  if  the  United  States  is  going  to  be  a  player 
in  the  world  economy  of  the  future. 

I  really  do  think  we  are  at  a  crossroads,  Mr.  Chairman,  that  this 
is  a  watershed  moment  for  the  United  States.  We  could  try  to  pro- 
tect the  jobs  we  have  in  a  reactionary  fashion.  Many  of  those  jobs 
that  we  would  be  protecting  are  low  skill  and  low  wage  and  that 
road  would  mean  subsidies  to  domestic  industries  which  otherwise 
would  lose  out  to  more  efficient  producers  elsewhere,  just  as  most 
of  our  producers  would  win  out  over  less  efficient  producers  else- 
where. 

The  point  is  that  every  time  we  give  protection  to  a  domestic  in- 
dustry through  quotas  or  voluntary  restraint  agreements  or  direct 
subsidies  or  high  tariffs,  the  American  people  end  up  footing  the 
bill,  directly  or  indirectly,  either  by  artificially  high  prices  or  by 
more  Government  spending. 

And  at  bottom,  the  opposition  to  NAFTA,  in  my  mind,  is  an  in- 
sult. Mr.  Perot  and  other  opponents  of  the  treaty  are  saying  in  ef- 
fect not  only  that  they  don't  believe  in  the  free  market,  not  only 
that  they  don't  believe  in  the  American  capitalist  system,  though 
they  have  done  very  well  by  it,  not  only  that  they  don't  believe  in 
competition,  but  even  that  they  don't  believe  in  the  American  work- 
er. It  is  nothing  less  than  an  insult  to  the  economic  system  that 
made  the  United  States  the  greatest  and  the  strongest  economy 
and  the  greatest  and  strongest  country  in  the  world. 

Thank  you,  Mr.  Chairman, 

[The  prepared  statement  follows:] 
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Governor  William  F.  Weld 

Testimony  on  the  North  Americsm  Free  Trade  Agreement 

House  Ways  and  Means  Subcommittee  on  Trade 

Tuesday,  September  21,  1993 

Thank  you,  Mr.  Chairman.   I  appreciate  this  opportunity  to 

testify  on  the  North  American  Free  Trade  Agreement,  an  issue 
whose  importance  to  the  future  of  our  economy  outweighs  even  the 
debate  it  has  engendered. 

I'd  also  like  to  thank  Congressman  Richard  Neal  of 
Springfield,  Massachusetts,  for  his  assistance  in  arranging  my 
appearance  this  morning. 

As  those  of  us  who  work  in  a  State  House  or  the  Capitol 
building  well  know,  economic  developments  on  the  international 
stage  have  direct  and  immediate  local  consequences.   That  is  why 
--  having  considered  the  economic  and  commercial  benefits  that 
NAFTA  will  bring  to  my  state  and  to  the  United  States  --  I  am  an 
unabashed  and  unqualified  supporter  of  free  trade  with  Mexico 
under  NAFTA. 

Simply  put,  NAFTA  will  create  unprecedented  new  export 
opportunities  for  U.S.  employers,  and  that  means  jobs  for  U.S. 
workers . 

To  understand  the  future  under  NAFTA,  it  doesn't  hurt  to 
look  at  the  recent  past.   Since  Mexico  began  its  program  of 
economic  liberalization  in  1987,  Massachusetts  exports  of 
"smokestack"  industry  goods  to  Mexico  have  increased  from  $108 
million  to  $264  million  in  1992.   That  amounts  to  a  144  percent 
increase  during  a  five-year  span  that  included  a  bitter 
recession. 

In  1991  alone,  exports  to  Mexico  from  Massachusetts 
companies  generated  5,000  jobs,  and  trade  with  Mexico  and  Canada 
combined  accounted  for  60,000  jobs. 

Trade  with  our  American  neighbors  helped  many  companies  in 
Massachusetts  hold  their  heads  above  water  during  the  recession; 
under  NAFTA  we  expect  that  trade  will  continue  to  boost  the 
employment  prospects  and  prosperity  of  our  state. 

The  figures  I  have  mentioned  don't  even  include  some  of 
Massachusetts'  high- value  service  sectors,  such  as  environmental 
consulting  and  financial  services.   If  NAFTA  is  enacted, 
Massachusetts  firms  will  be  able  to  compete  freely  in  Mexico's  $6 
billion  telecommunications  market  and  its  $3.5  billion  insurance 
market,  two  industries  which  currently  are  heavily  protected  but 
which  hold  great  promise  for  jobs-creation  in  Massachusetts. 

By  requiring  Mexico  to  enact  and  enforce  tough  new 
intellectual  property  laws,  NAFTA  will  also  benefit 
Massachusetts'  growing  computer  software  companies.   According  to 
a  report  in  the  Boston  Globe  last  week,  sales  of  licensed 
software  in  Mexico  will  soon  hit  $500  million.   But  U.S.  software 
companies  are  also  losing  about  $180  million  annually  in 
illegally  copied  software  in  Mexico.   NAFTA  will  help  expand 
software  sales,  while  also  cracking  down  on  computer  pirates  who 
are  costing  us  greater  job  opportunities. 

Lest  anyone  think  that  the  benefits  of  NAFTA  will  redound 
only  to  the  benefit  of  cutting-edge  businesses,  however,  I  want 
to  emphasize  in  the  strongest  possible  terms  that  our  exports  to 
Mexico  include  such  traditional  manufacturers  as  textiles, 
furniture  and  fixtures,  and  fabricated  metal  products. 
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The  attraction  of  Mexico's  now-legendary  cheap  labor  force 
is  exaggerated;   besides,  you  get  what  you  pay  for.   While 
Mexican  manufacturing  wages,  on  average,  are  indeed  about  one- 
fifth  of  U.S.  wages,  the  productivity  of  a  Mexican  laborer  is 
about  one-fifth  that  of  a  U.S.  worker. 

U.S.  workers  are  better  educated  and  better  trained,  and 
they  use  more  advanced  technology  in  the  production  process  than 
their  Mexican  counterparts.   That's  why  Massachusetts  companies 
like  Quaker  Fabrics,  a  Fall  River  company  that  accompanied  me  on 
a  trade  mission  to  Mexico  back  in  November  of  1992,  is  actually 
exporting  textiles  to  Mexico. 

In  addition,  as  the  Congressional  Budget  Office  has  pointed 
out,  the  cost  of  labor   --  relative  to  other  manufacturing  inputs 
--  has  been  falling  over  time  and  is  only  one  factor  in 
determining  where  production  is  located. 

The  fact  of  the  matter  is,  almost  any  job  that  wanted  to 
walk  to  Mexico  could  have  already.   The  assertion  that  U.S. 
companies  will  relocate  in  Mexico  is  exactly  wrong,  because  NAFTA 
might  well  be  an  inducement  for  U.S.  firms  to  stay  put.   Because 
of  Mexican  labor  and  local -content  requirements  on  automobiles, 
for  example,  U.S.  manufacturers  have  been  led  to  locate  in  Mexico 
in  order  to  sell  there.   NAFTA  would  make  further  migrations  of 
that  sort  unnecessary. 

I  believe  that  our  factories  will  not  be  going  "south  of  the 
border"  because  of  NAFTA,  but  our  goods  and  services  will, 
creating  thousands  of  new  jobs  in  the  United  States. 

I  have  met  with  President  Salinas,  Commerce  Minister  Serra, 
and  Treasury  Secretary  Aspe,  both  in  Mexico  and  in  Massachusetts, 
and  I  am  confident  that  Mexican  wages  --  which  already  have  been 
rising  faster  than  productivity  --  will  continue  to  increase 
under  NAFTA.   But  that's  good  news  for  workers  in  the  United 
States,  because  it  means  there  will  be  more  consumers  for  our 
goods  and  services .   As  more  and  more  Mexican  workers  are 
employed  and  see  their  pay  packets  fatten,  they  become  larger 
consumers  of  U.S.  goods  and  services. 

The  beauty  of  free  trade  is  that  it  is  not  a  zero-sum  game; 
all  three  countries  will  benefit  from  NAFTA.   As  Mexico  becomes 
more  prosperous  it  will  buy  more  of  our  capital  goods,  more  of 
our  consumer  goods,  and  more  of  our  services.   70%  of  Mexico's 
total  imports  already  come  from  the  United  States;   those  imports 
will  only  increase  with  NAFTA,  while  also  relieving  both 
countries  of  some  of  the  pressure  created  by  illegal  immigration. 

I  am  by  no  means  the  only  Governor  to  see  the  benefits  of 
free  trade.   NAFTA  enjoys  broad  bipartisan  support  among  my 
colleagues.   In  fact,  41  out  of  50  state  governors  have  come  out 
in  favor  of  NAFTA. 

They  include  Republican  Governor  Pete  Wilson  of  California, 
who  knows  that  NAFTA  will  boost  high  technology  and  agricultural 
exports,  while  simultaneously  easing  the  burden  on  California's 
southern  border.   They  include  Democratic  Governors  such  as 
William  Donald  Schaefer  of  Maryland  and  Roy  Romer  of  Colorado, 
whose  mining  and  oilfield  equipment  industries  will,  under  NAFTA, 
be  able  to  compete  for  government  procurement  awards. 

And  for  governors  where  our  cattle  roam  free,  NAFTA  means  an 
increase  in  beef  exports,  since  Mexican  tariffs  of  15  percent  on 
live  cattle  and  25  percent  on  frozen  beef  will  be  eliminated, 
immediately.   That's  one  good  reason  why  Governor  Ann  Richards, 
my  colleague  with  the  best  seat  in  the  house  when  it  comes  to 


watching  the  Mexican  economy,  also  supports  NAFTA. 

NAFTA  simply  will  perpetuate  one  of  our  country's  great 
economic  success  stories.   Since  Mexico  liberalized  its  economy, 
exports  of  services  to  Mexico  have  increased  from  $3.5  billion  in 
1986  to  $8.3  billion  in  1991.   In  that  time  the  United  States  has 
turned  a  $5  billion  deficit  with  Mexico  into  a  $5  billion 
surplus.   That  has  meant  many  thousands  of  jobs  throughout  our 
country. 

Let  me  also  point  out  that  even  with  that  liberalization, 
Mexico's  tariffs  are  still  about  10  percent,  on  average,  while 
U.S.  tariffs  are  about  4  percent.   So  the  U.S.  obviously  has  much 
more  to  gain  as  both  countries  eliminate  their  tariffs. 

The  International  Trade  Commission  says  that  Massachusetts' 
gross  national  product  will  increase  an  extra  $100  million  over 
the  next  decade  if  NAFTA  is  enacted.   That  means  thousands  of 
jobs. 

And  jobs  in  export  industries  tend  to  pay  higher  than 
average  wages.   In  my  state,  the  average  hourly  wage  for  jobs  in 
export  industries  --  such  as  chemicals,  scientific  measuring 
devices  and  industrial  machinery  --  was  about  $1.25  higher  than 
for  manufacturing  jobs  generally.   Again,  that  does  not  even 
include  jobs  in  the  higher-paying  services  sector. 

With  all  of  this  going  for  it,  I  can't  understand  why  some 
Americans  have  decided  to  oppose  NAFTA.   I  will  give  NAFTA' s 
opponents  this  much  credit:  they've  done  a  pretty  slick  selling 
job,  but  they've  used  fear  instead  of  the  facts. 

NAFTA  promises  greater  commerce  in  a  greater  market,  and 
that  is  good  for  all.   Think  of  a  farm  family  with  a  truckload  of 
apples  to  sell.   They  are  going  to  do  a  lot  better  at  a  farmers' 
market  --  where  there  are  more  customers,  more  vendors,  and  more 
action  --  than  they  would  by  setting  up  a  farm  stand  on  an 
isolated  road. 

Let  me  conclude,  Mr.  Chairman,  by  saying  that  I  believe  we 
are  at  a  crossroads  in  our  economic  relations  with  the  rest  of 
the  world,  at  a  time  when  the  rest  of  the  world  is  rushing  to 
embrace  international  trade  as  their  obvious  destiny. 

Earlier  this  month  I  returned  from  a  trade  mission  to 
Brazil,  Argentina,  and  Chile.   Government  and  business  leaders 
throughout  South  America,  as  well  as  in  Mexico,  are  watching 
intently  what  happens  to  NAFTA,  because  their  countries'  futures, 
and  hopes  for  freer  trade  down  the  road,  depend  on  this 
agreement . 

We  in  the  United  States  can  try  to  protect  the  jobs  we  have 
--  many  of  them  low-skill  and  low-wage.   This  road  means 
subsidies  to  domestic  industries  which  otherwise  would  lose  out 
to  more  efficient  producers  elsewhere.   Every  time  we  give  so- 
called  "protection"  to  a  domestic  industry  through  quotas, 
voluntary  restraint  agreements,  direct  subsidies,  or  high 
tariffs,  the  American  people  end  up  footing  the  bill,  either  bv 
artificially  high  prices  or  by  more  government  spending. 

Or  we  can  embrace  competition,  free  trade,  and  the 
opportunity  to  sell  our  products  and  services  in  new  markets 
around  the  world.   And  in  doing  so,  far  more  jobs  will  be  won 
than  will  be  lost. 

In  the  past,  Americans  have  competed  for  and  won  markets  for 
their  goods  and  services  through  innovation,  ingenuity,  skill  and 
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talent.   Given  genuine  market  access,  American  labor  and  business 
have  demonstrated  their  superiority  in  technologically  advanced 
industries  --  the  kinds  of  industries  which  require  higher  skill 
levels  and  pay  higher  wages. 

NAFTA  presents  us  with  just  this  kind  of  market  access. 
It  is  a  bold  opportunity  for  businesses  to  show  their  competitive 
advantage  and  for  the  U.S.  worker  to  prosper  through  better  jobs 
in  these  export  industries . 

Finally,  NAFTA  represents  our  best  hope  for  future  growth. 
We  cannot  ignore  opportunity  knocking  at  our  doorstep.   We 
should,  instead,  embrace  the  jobs  and  prosperity,  here  at  home, 
that  will  accompany  this  Agreement. 

Thank  you. 
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Chairman  Gibbons.  Thank  you,  Governor.  You  said  it  extremely 
well. 

Governor  Thompson,  let  me  divert  just  a  minute  because  Mr. 
Neal,  who  is  from  Massachusetts,  has  to  be  at  the  White  House  in 
just  a  few  minutes,  and  he  wanted  to  talk  to  Governor  Weld. 

Mr.  Neal.  Thank  you  very  much,  Mr.  Chairman. 

I  want  to  welcome  Governor  Weld  here  today,  Mr.  Chairman. 
You  will  find  him  to  be  a  likeable  guy. 

Chairman  Gibbons.  And  articulate,  too. 

Mr.  Neal.  I  also  want  to  thank  him  publicly,  Mr.  Chairman,  for 
having  helped  me  in  the  redistricting  process,  although  he  did 
point  out  to  me  a  number  of  times  it  wasn't  intentional.  But  we  do 
welcome  him  today  in  that  spirit  of  bipartisanship. 

I  thought  that  the  Governor  touched  upon  a  key  phrase  here, 
when  he  spoke  of  what  is  driving  the  opposition  in  America.  And 
the  issue.  Governor,  is  fear.  I  don't  have  to  tell  you  what  happened 
when  the  manufacturing  base  in  Massachusetts  moved  south  seek- 
ing lower  wage  bases.  Today  many  of  those  communities  still  have 
the  relics  of  those  old  factories  that  stand  idle. 

It  is  fear  that  is  driving  people.  And  until  we  speak  to  those  is- 
sues of  fear,  and  reassure  them  that  American  jobs  are  not  going 
to  be  on  a  continual  road  to  Mexico  where  wages  are  60  cents  an 
hour,  minimum  wage,  then  that  fear  is  going  to  be  very  much  part 
of  American  life  and  very  much  a  part  of  the  political  debate  in  this 
Nation. 

I  appreciate  your  courage  in  taking  on  Mr.  Perot.  I  hope  there 
are  other  issues  you  will  have  an  opportunity  to  take  him  on  as 
well. 

But  the  simple  truth  today  is  that  in  Massachusetts,  where  many 
people  some  years  ago — and  he  spoke  of  Fall  River — depended  upon 
the  manufacturing  base  for  sustenance,  that  is  what  gave  rise  to 
our  economy  for  the  better  part  of  this  century.  Many  of  those  op- 
portunities today  for  the  Hispanic  and  other  individuals  who  are 
moving  into  the  work  force  no  longer  exist. 

And  while  I  appreciate  the  Ciovemor's  sentiment  as  he  expressed 
the  opportunities  for  software  companies,  the  truth  of  the  matter 
is  those  that  live  in  the  old  cities  of  Massachusetts  today  are  not 
being  absorbed  into  that  portion  of  the  economy,  either. 

So  we  welcome  the  Grovernor  here  in  the  spirit  of  bipartisanship. 
He  has  demonstrated  an  ability  back  in  Massachusetts  to  give  it 
as  well  as  take  it.  We  all  appreciate  that  in  public  life.  And  he 
doesn't  complain  about  it. 

We  do  I  think  find  ourselves  in  some  disagreement  about  this 
issue,  but  I  am  hopeful  we  could  speak  to  those  issues  of  fear  that 
today  are  so  much  a  part  of  the  political  arena  in  this  Nation, 
Maybe  we  can  overcome  the  bipartisan  manner  of  some  of  these 
questions  that  are  raised. 

Governor  Weld.  I  think  that  is  exactly  the  point,  Mr.  Congress- 
man. And  I  think  the  way  to  speak  to  the  fear  is  to  go  to  the  root 
causes,  and  people  are  anxious  because  they  recognize  that  there 
is  going  to  be  more  mobility  in  the  work  force,  people  are  going  to 
have  to  have  2  or  3  different  careers,  8  or  10  different  jobs  in  a 
lifetime.  That  produces  anxiety. 
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The  proper  role  of  the  Gk)vernment  is  not  to  throw  up  a  huge  tar- 
iff wall  to  try  to  protect  all  of  our  industries  against  competition, 
but  to  make  sure  that  there  are  government  incentive  programs, 
that  there  are  worker  retraining  programs,  sufficient  to  see  to  it 
that  we  have  the  work  force  we  are  going  to  need  to  compete  in 
the  year  2000  and  beyond. 

Mr.  Neal.  Might  I  speak  to  that  question  that  the  CJovemor 
phrased  as  well,  Mr.  Chairman? 

Really  the  issue  is  fair  competition,  fair  competition.  I  don't  think 
that  there  is  anybody  that  doubts  the  ability  of  the  American  work- 
er to  defeat  the  international  marketplace.  I  think  the  question 
that  is  raised  here  today  is  at  least  in  some  measure  reflected  on 
hourly  wage  rates.  And  I  don't  think  there  are  many  people  who 
believe  today  that  any  of  the  practices  that  friends  of  ours  across 
the  globe  undertake  in  dealing  with  us  are  fair.  And  that  is  the 
point  that  I  make.  Governor. 

Chairman  Gibbons.  All  right.  Well,  Governor  Thompson,  sorry 
for  that  little  intervention,  but  I  am  sure  you  can  take  care. 

STATEMENT  OF  HON.  TOMMY  G.  THOMPSON,  GOVERNOR  OF 
THE  STATE  OF  WISCONSIN,  AND  CHAIRMAN  OF  THE  INTER- 
GOVERNMENTAL POLICY  ADVISORY  COMMITTEE  ON  TRADE 
[IGPAC] 

Governor  Thompson.  Thank  you  very  much,  Mr.  Chairman.  It  is 
a  pleasure  to  be  here  in  front  of  your  fine  committee  and  have  the 
opportunity  to  talk  on  behalf  of  some  of  the  States  in  regard  to 
NAFTA. 

I  appreciate  very  much  the  testimony  of  Gk)vernor  Weld,  who  has 
done  an  outstanding  job  in  his  State  as  well  as  in  the  international 
trade  committee  and  the  national  Gk)vemors  organization. 

I  currently  serve,  Mr.  Chairman,  and  members,  as  the  National 
Governors  Association's  colead  Gk)vemor  for  trade  issues.  Anne 
Richards,  the  Governor  of  Texas,  is  the  other  coleader.  And  I  also 
serve  as  chairman  of  the  Intergovernmental  Policy  Advisory  Com- 
mittee, which  as  you  know  is  a  statutory  committee  and  it  is  the 
only  advisory  committee  established  to  represent  the  views  of  the 
States  as  well  as  local  governments  with  respect  to  trade. 

The  National  Governors  Association  has  passed  a  resolution,  not 
once  but  twice,  three  times,  in  support  of  NAFTA.  We  reaffirmed 
it  without  dissent  at  our  last  meeting  in  Tulsa,  OK,  this  past  sum- 
mer. 

The  Intergovernmental  Policy  Advisory  Committee  has  already 
issued  a  very  positive  report  on  NAFTA,  which  it  has  submitted  to 
this  committee  and  to  other  committees  in  Congress.  It  was  signed 
by  officials  representing  all  levels  of  government.  State  and  local 
governments. 

Forty-one  of  the  Nation's  50  Governors  have  voiced  their  support 
for  NAFTA,  most  of  them  enthusiastically.  Your  congressional  dis- 
tricts, of  course,  are  our  States  as  Grovemors.  We  know  what  you 
are  hearing  on  this  issue.  We  also,  I  believe,  understand  the  facts. 

Governors  for  the  most  part  support  NAFTA  because  we  under- 
stand that  it  will  create  jobs  in  our  States.  And  strong  State  econo- 
mies will  mean  a  strong  U.S.  economy. 
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I  have  here,  Mr.  Chairman  and  Members,  a  map,  and  I  point  out 
that  this  is  the  States'  export  gross  to  Mexico  in  the  last  5  years, 
1987  to  1992.  I  point  out  Wisconsin,  which  has  an  over  200-percent 
increase,  and  Massachusetts,  which  has  close  to  a  200-percent  in- 
crease, and  Florida,  your  State,  Mr.  Chairman,  has  over  200-per- 
cent growth  in  exports  to  Mexico  in  the  last  5  years  alone.  That 
means  jobs,  it  means  opportunities. 

It  is  imperative  that  we  as  elected  officials  present  the  facts  to 
our  constituents,  as  you  know,  to  let  them  know  that  NAFTA  will 
mean  greater  economic  opportunity  for  Americans,  that  NAFTA 
will  mean  increased  demand  for  U.S.  products,  and  that  NAFTA 
will  mean  creating  American  jobs,  not  losing  them. 

When  I  first  took  office  as  Grovernor  of  Wisconsin  in  1987,  busi- 
ness and  jobs  were  leaving  the  State.  With  hard  work,  we  have 
been  able  to  turn  Wisconsin's  economy,  as  Governor  Weld  has  in 
Massachusetts,  into  one  of  the  strongest  in  the  Nation.  And  a  vital 
part  of  this  has  been  a  very  strong  emphasis  on  international  and 
foreign  trade. 

Wisconsin  set  a  record  last  year,  exporting  $7  billion  worth  of 
goods  around  the  world.  Canada,  of  course,  is  our  No.  1  trading 
partner.  Mexico  has  gone  from  No.  11  to  No.  7,  since  1987.  About 
8,500  new  jobs  have  been  created  by  increased  exports  to  Mexico 
and  Canada. 

In  1991,  exports  to  Mexico  accounted  for  7,500  jobs  in  Wisconsin. 
Exports  to  Canada  accounted  for  57,000  jobs.  And  that  of  course  is 
a  total  of  64,000  jobs  and  export  jobs,  as  you  know  and  as  Members 
of  this  committee  know,  are  good-paying  jobs,  and  of  course  they 
are  jobs  that  we  want  in  our  respective  States. 

Wisconsin  has  already  benefited  from  the  Canadian  Free-Trade 
Agreement,  and  I  know  some  people  were  opposed  to  it  at  that 
time,  but  I  just  want  to  point  out  since  the  Canadian  Free-Trade 
Agreement,  its  implementation,  Wisconsin's  exports  to  Canada 
have  increased  from  $1.4  to  $2  billion.  We  are  confident  that 
NAFTA  will  reap  even  greater  economic  returns  by  opening  up  a 
market  of  360  million  consumers  and  of  course  $6.5  trillion  to 
American  products. 

Wisconsin's  strong  manufacturing  base  provides  great  export  op- 
portunities. In  my  State,  we  don't  have  the  computer  companies 
that  Governor  Weld  has  in  Massachusetts;  we  wish  we  had  more, 
but  we  have  Miller  Brewing  Co.,  for  example.  It  increases  its  sales 
in  Mexico  as  their  products  become  more  cost  effective.  Wisconsin 
companies  such  as  Ambrosia  Chocolate,  S.C.  Johnson  &  Co.,  Kim- 
berly  Clark,  and  Lands'  End,  all  stand  to  gain  from  NAFTA,  and 
we  so  testify. 

As  Mexican  infrastructure  develops,  demands  for  big  products 
from  our  big  industrial  employers,  companies  like  Allen-Bradley, 
Johnson  Controls,  Hamischfeger,  Marquette  Electronics.  The  side 
agreements,  designed  to  protect  the  environment,  will  compel  Mexi- 
can industry  to  purchase  pollution  control  equipment  from  Wiscon- 
sin firms  such  as  Tech  Systems  and  Nicolet  Instruments.  All  of  this 
means  jobs  in  Wisconsin,  it  means  jobs  in  Massachusetts,  it  means 
jobs  in  Florida  and  Arizona. 

As  the  Governor  of  America's  dairyland,  I  must  also  take  a 
minute  to  discuss  the  benefits  of  NAFTA  to  the  agricultural  sector. 
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NAFTA  is  expected  to  increase  United  States  agricultural  exports 
to  Mexico  by  $1.5  to  $2  billion  over  the  next  10  years.  Exports  of 
United  States  milk  powder  are  expected  to  grow  by  20,000  metric 
tons.  Mexican  demand  for  beef,  pork,  com,  and  wheat  are  expected 
to  increase. 

And  if  you  don't  believe  the  statistics,  I  have  brought  the  mem- 
bers of  this  committee  some  proof.  Here  is  a  sampling.  As  you 
know,  Wisconsin  has  the  greatest  cheese  in  the  world.  This  is,  of 
course,  in  the  symbol  of  Wisconsin.  And  of  course  I  am  going  to 
leave  this  with  you  so  your  committee  can  certainly  taste  the  finest 
cheese  in  the  world.  And  you  can  tell,  you  know,  with  this  kind  of 
cheese 

Chairman  Gibbons.  I  am  not  sure  it  will  pass  me. 

Grovemor  Thompson.  I  am  sure  of  that,  since  that  is  why  I  point- 
ed it  out  to  you,  Mr.  Chairman,  but  the  truth  of  the  matter  is  this 
cheese  will  sell  itself.  But  they  don't  buy  it  in  Mexico.  Why  don't 
they  buy  it  in  Mexico?  Because  Mexico  places  import  licensing  re- 
strictions and  tariffs  of  up  to  40  percent.  That  is  not  4,  it  is  4-0, 
40  percent,  on  Wisconsin  cheese.  NAFTA  will  immediately  elimi- 
nate the  import  licensing  restrictions  and  will  gradually  eliminate 
the  tariffs,  make  the  best  cheese  in  the  world,  that  coming  from 
Wisconsin,  affordable  for  88  million  new  consumers  in  Mexico. 

Grovemors  across  this  country  have  similar  trade  stories  to  tell. 
Our  support  for  NAFTA  is  bipartisan.  It  comes  from  States  that 
have  very  different  economic  and  demographic  foundations. 

Trade  agreements  entered  into  by  the  Federal  Government  have 
significant  impact  of  course  on  the  States.  NAFTA  is  no  exception. 
That  is  why  Governors  have  been  working  with  USTR  and  Con- 
gress to  make  sure  that  we  continue  to  work  as  partners  when  you 
are  implementing  the  terms  of  this  agreement. 

I  have  attached  a  summary  of  the  Federal-State  issues  being  ad- 
dressed in  the  NAFTA  implementing  language  to  my  written  testi- 
mony. I  just  would  like  to  highlight  a  few  of  them. 

It  is  going  to  be  very  important  when  you  pass  NAFTA  to  estab- 
lish direct  lines  of  communication  between  the  States  and  the  Fed- 
eral Government.  The  Intergovernmental  Policy  Advisory  Commit- 
tee provides  a  good  forum  or  input  about  trade  negotiations,  but 
when  it  comes  to  actual  administration,  as  well  as  the  implementa- 
tion of  this  agreement,  it  will  be  necessary  to  establish  contact  with 
each  individual  State. 

For  example,  each  State  must  identify  for  grandfathering  those 
laws  that  are  inconsistent  with  the  services  and  financial  service 
obligations  of  NAFTA.  Similar  consultations  and  communications 
will  be  necessary  with  respect  to  the  side  agreements. 

NAFTA  and  the  side  agreements  will  subject  State  laws  and 
their  enforcements  to  dispute  settlement.  Should  such  a  case  arise, 
States  would  need  to  be  involved  in  all  aspects  of  the  dispute  proc- 
ess. And  in  the  unlikely  event  that  a  State  law  is  held  inconsistent 
with  NAFTA  by  a  dispute  panel,  consultations  in  cooperation  with 
the  States  need  to  be  emphasized  in  bringing  the  affected  State 
laws  into  compliance. 

The  Governors  are  very  encouraged,  Mr.  Chairman  and  mem- 
bers, that  these  and  the  other  issues  that  are  receiving  great  atten- 
tion from  USTR  and  the  Congress  and  their  efforts  to  draft  imple- 
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meriting  legislation.  I  am  personally  confident  that  NAFTA  will  in- 
corporate procedures  promoting  cooperation  between  the  Federal 
Government  and  the  States.  And  as  I  have  said  time  and  time 
again,  NAFTA  is  good  for  Wisconsin.  And  if  you  ask  other 
(jovemers,  they  will  tell  you  the  same.  NAFTA  is  good  for  the 
States  because  NAFTA  is  good  for  America. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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Testimony  of  Governor  Tommy  G.  Thompson 
Presented  to  the  House  Ways  and  Means  Subcommittee  on  Trade 

September  21,  1993 

Mr.  Chairman,  members  of  the  committee,  I  am  pleased  to  have  this 
opportunity  to  express  my  support  for  the  North  American  Free  Trade 
Agreement  and  provide  you  with  the  positive  perspective  of  NAFTA 
that  the  vast  majority  of  the  nations'  governors  share. 

I  currently  serve  as  the  National  Governors'  Association's  Co-Lead 
Governor  for  trade  issues  and  as  Chairman  of  USTR's 
Intergovernmental  Policy  Advisory  Committee,  the  only  advisory 
committee  established  to  represent  the  views  of  sub-federal 
government  with  respect  to  trade  policy.  The  National  Governors' 
Association  has  passed  a  resolution  in  support  of  NAFTA  and 
reaffirmed  that  position  without  dissent  at  its  annual  summer 
meeting  just  last  month.  In  addition,  the  Intergovernmental  Policy 
Advisory  Committee  issued  a  very  positive  report  on  NAFTA  and  that 
report  was  signed  by  officials  representing  virtually  every  level 
of  state  and  local  government. 

41  governors  have  voiced  their  support  for  NAFTA  and  none  have 
spoken  in  opposition.  Your  Congressional  districts  are  our  states. 
We  governors  know  what  you  are  hearing  on  this  issue  and  we  know 
the  facts.  It  is  incumbent  upon  us  as  elected  officials  to  present 
the  facts  to  our  constituents  and  to  weigh  them  in  our  decisions. 
Governors  have  consideired  the  fact  that  NAFTA  will  result  in  the 
world's  largest  open  market  and  create  more  and  better  American 
jobs  and  governors  support  NAFTA. 

When  I  first  took  office  as  the  Governor  of  Wisconsin  in  1987, 
businesses  and  their  jobs  were  fleeing  the  state.  I  was  elected  to 
bring  business  back  and  create  jobs.  I  used  an  aggressive  export 
promotion  program  as  an  engine  for  Wisconsin's  economic  turnaround. 

Since  1987,  8,500  new  jobs  have  been  created  by  increased  exports 
to  Mexico  and  Canada.  Wisconsin  jobs  related  to  trade  in  Mexico 
alone  has  increased  almost  seven  times  in  the  last  four  years.  In 
1991,  exports  to  Mexico  accounted  for  a  total  of  7,400  jobs  in 
Wisconsin.  Exports  to  Canada  accounted  for  57,000  jobs.  That's  a 
total  of  64,000  jobs.  These  export  jobs  are  good  jobs... among  the 
highest  paying  jobs  in  the  state. 

Wisconsin  has  already  benefitted  from  the  Canadian  Free  Trade 
Agreement.  Since  1989,  when  the  CFTA  was  implemented,  Wisconsin's 
exports  to  Canada  have  increased  from  $1.4  billion  to  $2  billion. 
We  are  confident  that  NAFTA  will  reap  even  greater  economic  returns 
by  opening  a  market  of  360  million  consumers  and  $7  trillion  to 
American  products. 

Wisconsin's  strong  manufacturing  base  provides  great  export 
opportunities.  Miller  Brewing  Company,  for  example,  expects  to 
increase  its  sales  in  Mexico  as  its  products  become  more  cost 
competitive.  Wisconsin  companies  such  as  Ambrosia  Chocolate. .  .S.C. 
Johnson  and  Company. . .Kimberly  Clark  and  Lands  End  all  stand  to 
gain  from  NAFTA.  As  the  Mexican  infrastructure  develops,  demand 
for  products  from  our  big  industrial  employers  will  grow. . . 
companies  like  Allen-Bradley,  Allis-Chalmers,  Kohler  and  Ladish. 
The  side  agreement  designed  to  protect  the  environment  will  compel 
Mexican  industry  to  purchase  polluti/>n  control  equipment.  That 
equipment  is  made  by  Wisconsin  workers  at  firms  like  Tec  Systems 
and  Nicolet  Instruments. 

As  the  Governor  of  the  dairy  state,  I  must  take  a  minute  to  discuss 
the  benefits  of  NAFTA  to  the  agricultural  sector.  NAFTA  is 
expected  to  increase  U.S.  agriculture  exports  to  Mexico  by  $1.5  to 
$2  billion  over  the  next  15  years.  Exports  of  U.S.  milk  powder  are 
expected  to  grow  by  20,000  metric  tons.  Mexican  demand  for  beef, 
pork,  corn  and  wheat  are  expected  to  increase  as  is  the  need  for 
food  processing  equipment.  All  of  this  means  opportunity  for 
Wisconsin. 
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If  you  don't  believe  the  agricultural  export  statistic,  I  have 
brought  the  members  of  this  committee  further  proof.  Here  is  a 
sampling  of  some  of  Wisconsin's  finest  cheeses.  After  tasting  this 
cheese,  you  tell  me  how  anyone  in  the  North  American  market  can 
resist  buying  it.  The  only  reason  they  don't  buy  it  in  Mexico, 
today,  is  because  Mexico  places  import  licensing  restrictions  and 
20  to  40  percent  tariffs  on  this  cheese.  NAFTA  will  immediately 
eliminate  the  import  licensing  restrictions  and  gradually  eliminate 
the  tariffs  making  the  best  cheese  in  the  world  affordable  in  the 
Mexican  market. 

Governors'  across  the  country  have  similar  trade  stories  and 
statistics  to  the  ones  that  I  have  just  presented.  Our  support  for 
NAFTA  is  bipartisan  and  comes  from  states  with  very  different 
economic  and  demographic  foundations. 

Trade  agreements  entered  into  by  the  federal  government  have 
significant  impact  on  the  states  and  NAFTA  is  no  exception. 
Governors  understand  the  implications  for  states  and  we  have  been 
working  with  USTR  and  Congress  to  facilitate  cooperation  between 
the  federal  government  and  the  states  to  ensure  that  we  work  as 
partners  in  implementing  the  terms  of  the  agreement. 

I  have  attached  to  my  written  testimony  a  summary  of  the  federal- 
state  issues  being  addressed  in  the  NAFTA  implementing  legislation, 
however,  I  would  like  to  take  a  moment  to  highlight  some  of  them 
for  you  now.  ' 

It  will  be  important  for  the  federal  government  to  establish  direct 
lines  of  communication  with  the  states.  The  Intergovernmental 
Policy  Advisory  Committee  provides  a  manageable  forum  for  input 
into  trade  negotiations,  however,  with  regard  to  trade  agreement 
administration  and  implementation,  contacts  with  each  individual 
state  must  be  established.  As  an  example,  each  state  must  identify 
for  grandfathering  those  laws  that  are  inconsistent  with  the 
services  and  financial  services  obligations  of  NAFTA.  The  federal 
government  will  need  to  assist  each  state  in  assessing  its  laws  for 
any  such  inconsistencies.  Similarly,  with  respect  to  the  side 
agreements  regular  consultations  and  communications  will  be 
necessary. 

NAFTA  and  its  side  agreements  will  subject  state  laws  and  their 
enforcement  to  dispute  settlement.  Should  such  a  case  arise, 
states  will  need  to  be  included  in  a  meaningful  way  throughout  all 
phases  of  the  dispute  process.  In  the  unlikely  event  that  a  state 
law  is  held  inconsistent  with  the  NAFTA  by  a  dispute  panel, 
consultations  and  cooperation  should  be  emphasized  in  bringing  the 
effected  state's  laws  into  compliance. 

He  have  been  encouraged  by  the  recognition  that  these  issues  have 
received  from  USTR  and  Congress  in  their  efforts  to  draft  the 
implementing  legislation.  I  am  confident  that  NAFTA  will 
incorporate  unprecedented  procedures  promoting  cooperation  with  the 
states . 

I  have  said  this  hundreds  of  times  before,  NAFTA  is  good  for 
Wisconsin.  My  colleague  here  today.  Governor  Held,  will  tell  you 
its  good  for  Massachusetts,  and  if  you  ask  other  governors  they 
will  tell  you  how  NAFTA  will  benefit  their  state  because  NAFTA  is 
good  for  America.  • 

Free  trade  helped  to  make  America  the  most  prosperous  nation  in 
history.  Yet  today,  for  the  first  time  since  the  end  of  Horld  Har 
II,  some  Americans  are  arguing  that  we  should  hide  from  the 
competition.  Why  is  it  that  the  demagogues  suddenly  doubt  that 
Americans  can  outwork  and  outproduce  anyone  in  the  world?  If  the 
United  States  fails  to  pass  NAFTA,  we  will  tell  the  world  that  we 
have  lost  confidence  in  ourselves  and  we  have  lost  our  will  to 
lead.  The  jobs  of  the  future  will  be  created  by  the  global 
marketplace.  If  we  are  afraid  to  face  the  future  we  will  be  left 
behind. 
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REPORT  ACCOMPANYING  RECOMMENDATIONS 

FOR  NAFTA  IMPLEMENTING  LEGISLATION 
AND  STATEMENT  OF  ADMINISTRATIVE  ACTION 

(September  17, 1993) 

I.  Federal-State  Communication  with  Respect  to  Trade 

A  statutory  framework  is  needed  to  create  conununicatioa  links  directly  between 
Governors'  offices  and  the  U.S.  Trade  Representative.  Trade  agreements  have  a  significant 
substantive  and  procedural  impact  on  states.  For  instance,  states'  ability  to  enact  future  measures 
to  regulate  services  and  finamnal  services  is  constrained.  Procedural  burdens  include  NAFTA's 
requirement  to  specifically  identify  inconsistent  state  measures  for  grandfathering. 

The  Intergovernmental  Policy  Advisory  Committee  (IGPAQ  provides  a  manageable 
forum  for  state  and  local  input  into  trade  negotiations.  However,  not  all  states  are  represented 
(only  15  Governors  serve  on  IGPAC).  Conucts  with  each  Governor  also  must  be  established  for 
trade  agreement  administration  and  implementation.  Dispute  settlement  cases,  efforts  toward 
standards  compatibility,  and  implementation  of  certain  obligations  will  have  different  effects  on 
different  states.  Thus,  it  is  important  that  each  state,  not  just  those  represented  on  IGPAC, 
receive  information  through  their  Governor's  office  on  the  acfaninistration  and  impleinenution  of 
trade  agreements. 

The  recommended  language  creates  an  efficient  framework  that  increases  accountability 
for  federal-state  communication  on  trade  issues.  It  allows  each  Governor  to  designate  a  single 
contact  person  for  trade  policy  activides.  USTR  and  other  relevant  federal  agencies  should 
coordinate  with  one  another  to  ensure  that  state  contact  persons  receive  information  on  trade 
matters  that  potentially  affect  the  states.  Many  past  problems  on  trade  communication  could  be 
avoided.  For  instance,  surveys  and  questionnaires  distributed  by  USTR  and  other  agencies  to  the 
states  during  the  GATT  negotiations  were  sent  to  different  persons  and  departments  in  the 
various  states,  often  without  the  Governor's  knowledge.  This  approach  has  not  allowed  for  a 
coordinated  response  by  the  individual  sutes.  Under  the  recommended  language,  USTR  will  use 
the  designated  contact  person  to  distribute  information  to  other  af^nopriate  state  personnel  The 
recommended  language  preserves  IGPACs  advisory  role  in  trade  negotiations. 

II.  Federal-State  Cooperation  on  Side  Agreement  Council  Activities 

Supplemental  agreements  on  enviroimient  and  \abot  have  been  reached  between  the 
NAFTA  signatories.  States  are  obligated  to  effectively  enforce  environmental  and  labor  laws,  and 
state  enforcement  will  be  subject  to  dispute  settlement  under  the  agreements.  Thus,  these 
supplemental  agreements  could  have  a  direct  impact  on  the  states  (fines  of  up  to  $20  millnn  can 
be  imposed  for  a  persistent  pattern  of  a  lack  of  effective  enforcement)  as  well  as  an  indirect 
impact  (non-binding  recommendations  can  be  issued  with  respect  to  laws  and  standards). 

Sutes  also  need  to  be  involved  in  U.S.  activities  related  to  Ministerial  Councils  established 
under  the  supplemental  agreements.  Each  council  is  comprised  of  the  three  relevant  ministers 
from  the  NAFTA  countries.  (The  supplemental  agreements  did  not  establish  a  sub-national 
govemmenul  advisory  group.) 

The  recommended  language  requires  regular  consultation  with  states  and  requires  state 
represenutives  to  be  included  in  federal  agency  preparations  for  councQ  activities,  llie  Federal 
Advisory  Committee  Act,  which  reqtiires  some  open  meetings  if  non-goveinmental 
representatives  are  included,  should  not  apply  since  federal  and  state  governments  are  partners  in 
government  and  the  inclusion  of  state  representatives  docs  not  change  the  governmental  nature  of 
the  activities. 
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III.  Dispute  Settlement  Regarding  State  and  SuinNational  Measures 

State  measures  and  state  enforcement  are  subject  to  dispute  settlement  complaints  under 
the  NAFTA  and  its  supplemental  agreements,  respectively.  State  measures  have  already  been 
subject  to  a  GATT  dispute  settlement  case  in  which  measures  in  almost  forty  states  were  held  to 
violate  the  GATT  (the  so-called  "Beer  11"  case).  The  states  found  the  informal  consultation 
process  during  that  dispute  to  be  completely  insufficient.  Meaningful  cooperation  and 
consultation  must  occur  throughout  the  entire  dispute  settlement  process  so  states  can  bring  their 
knowledge  of  state  laws  and  concerns  to  the  United  States  defense.  Such  consultation  would 
eliminate  oversights  such  as  the  one  in  the  GATT  Beer  II  case  in  which  some  pre-1947  Califotoia 
laws  were  not  claimed  by  the  United  States  under  the  Protocol  of  Provisional  Application 
grandfather  rights.  State  involvement  in  the  process  also  will  increase  state  awareness  and  make  it 
easier  for  states  to  adjust  to  panel  decisions  that  rule  against  state  measures. 

The  recommended  language  would  allow  those  states  whose  measures  or  enforcement  are 
challenged  to  choose  a  represenutive  to  participate  in  all  internal  deliberations  of  the'U.S.  dispute 
settlement  delegation,  attend  all  proceedings  of  the  international  dispute  settlement  process, 
including  consultations  and  panel  hearings,  and  have  access  to  all  relevant  documents  and 
submissions.  Notice  of  the  dispute  and  periodic  updates  will  be  given  to  the  designated  conuct 
person  in  each  state.  All  states  could  submit  comments  throughout  the  process. 

The  recommended  language  also  would  require  the  USTR,  whenever  feasible,  to  inform 
the  designated  state  contact  that  it  intends  to  pursue  a  matter  related  to  sub-national  measures  or 
enforcement  in  another  country,  such  as  Caiiada.  The  states  want  such  notice  because  of  the 
situation  that  arose  between  the  U.S.  and  Canada  over  sub-national  measures  regulating  alcoholic 
beverages.  Canada  did  not  file  a  complaint  against  the  U.S.  sutes  (Beer  II  case)  until  after  the 
U.S.  successfully  complained  against  Canadian  provincial  practices  (Beer  I  case).  The  states  are 
not  seeking  to  ultimately  prevent  such  a  case  from  being  pursued,  but  merely  to  ensure  that  all 
interests  are  considered.  The  states  also  would  be  allowed  to  select  a  shared  state  representative 
to  be  involved  in  such  a  case.  Dispute  settlement  panels  often  consider  previous  panel  reports; 
thus,  state  involvement  may  help  the  U.S.  avoid  arguments  that  could  subsequently  be  used 
against  the  states.  Again,  the  Federal  Advisory  Committee  Act  should  not  apply  because  the 
federal  and  state  governments  are  partners  in  governance. 

IV.  Committee  and  Sub-Committee  AcUvities 

NAFTA  and  its  supplemental  agreements  will  establish  various  committees, 
subcommittees  and  working  groups  to  promote  compatibility  of  standards  and  implement  various 
provisions  of  the  agreements.  The  effort  toward  compatibility  has  clear  benefits  (e.g.,  harmonized 
standards  can  lower  costs  to  consumers  and  producers  because  producers  can  create  longer 
production  runs  with  less  interventionX  but  also  may  reduce  state  flexibility  to  set  standards. 
Often  the  variation  in  standards  among  the  sutes  is  (Mven  by  different  geographical  and  natural 
conditions  or  different  public  policy  preferences.  States  must  be  involved  in  compatibility  effoits 
to  ensure  that  these  different  conditions  and  preferences  ate  adequately  considered.  It  is 
important  to  note  that  some  states  are  already  cooperating  with  Mexican  border  states  in  setting 
sanitary  and  phytosanitary  standards. 

The  recommended  language  requires  federal  agencies  to  notify  the  sutes  of  any  committee 
or  working  group  discussions  of  sute  measures  or  of  provisions  to  implement  the  agreemenu 


314 


which  potentially  affect  the  states.  It  also  requires  the  federal  government  to  include  appropriate 
sute  officials  in  the  U.S.  del^ation  to  such  trilateral  committees  and  in  federal  agency  working 
groups  responsible  for  preparing  the  U.S.  position  in  such  matters. 

V.  Identiflcation  of  State  Measures 

The  Investment,  Services,  and  Financial  Services  Chapters  exempt  existing  states 
measures  that  are  inconsistent  with  NAFTA  obligations  for  a  limited  time  (typically  one  to  two 
years).  During  this  time,  the  specific  state  measures  must  be  identified  for  grandfathering.  This 
approach  is  different  from  that  found  in  the  U.S.-Canada  FTA  in  which  all  existing  measures  were 
grandfathered  without  being  identified.  The  identification  process  will  require  state  time  and 
money.  It  also  will  require  cooperation  by  USTR,  whidi  must  explain  to  the  states  what  types  of 
measures  need  to  be  identified. 

The  recommended  language  would  commit  the  administration  to  ensuring  that  all  state 
measures  available  for  grandfathering  are  identified.  It  is  understood  that  measures  not  identified 
will  be  subject  to  challenge,  which  will  amount  to  a  unilateral  trade  concession.  The 
recommended  language  also  would  require  the  USTR  to  identify  persons  within  the  executive 
branch  expert  in  the  Investment,  Services,  and  Financial  Services  Chapters  of  NAFTA.  These 
persons  would  work  with  the  sutes  to  ensure  all  measures  are  identified. 

VI.  Negotiations  on  Government  Procurement 

Currently,  negotiations  are  underway  to  include  states  on  a  voluntary  basis  in  the  GATT 
Government  Procurement  Code.  USTR  is  working  directly  with  the  Governors  to  include  states. 

The  recommended  language  would  ensure  that  a  similar  process  is  used  for  state  coverage 
under  the  NAFTA  Chapter  on  Government  Procurement 

VII.  Notincation  and  Enquiry  Point  Obligations  of  NAFTA  and  InfonnatioD  Transmittal 
Obligations  of  the  Supplemental  Agreements. 

Several  chapters  of  NAFTA  require  that  all  parties  be  notified  of  any  proposed  r^ulations 
affecting  trade  between  the  parties.  The  language  of  NAFTA  is  somewhat  stronger  than  that 
found  in  the  U.S.-Canada  FTA.  No  state  measures  have  been  flagged  under  the  U.S.-Canada 
FTA.  Additionally,  several  chapters  of  NAFTA  require  that  enquiry  points  be  established  to 
respond  to  requests  for  information  from  other  NAFTA  parties  and  interested  persons  from  other 
parties.  The  GATT  Tokyo  Roimd  Standards  Code  also  contains  an  enquiry  point  obligation.  The 
U.S.  has  only  received  6-8  requests  for  information  on  state  measures  under  the  code.  While  it  is 
not  foreseen  that  the  NAFTA  obligations  will  create  any  significant  administrative  burden  on  the 
states,  the  new  language  and  possibility  for  an  increase  in  requests  for  information  means  that  the 
issue  must  be  addressed  in  the  statement  of  administrative  actioiL 

The  recommended  language  supports  the  administration's  view  that  it  is  primarily 
responsible  for  notification  and  enquiry  point  obligations  and  that  no  significant  administrative 
burden  will  be  placed  on  the  states.  The  administration  also  commits  to  monitoring  the 
administrative  burdens  that  these  NAFTA-related  obligations  might  place  on  the  sUtes.  The 
recommended  language  also  codifies  the  administration's  intent  that  NAFTA  not  require  changes 
to  state  standard  setting  and  administrative  procedures.. 
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VIII.  Rdatioiuhip  of  the  Agreement  to  State  Law 

NAFTA  will  be  a  "non-self-cxecuting"  agreement  In  other  words,  the  NAFTA  will  have 
no  direct  effect  in  the  U.S.  domestic  legal  system.  The  relationship  of  the  agreement  to  state  laws 
will  be  addressed  in  the  implementing  legislation.  The  sutes  do  not  want  to  see  the  approach 
taken  in  the  U.S-Canada  FTA  repeated.  The  implementing  legislation  of  the  U.S.-Canada  FTA 
stated  that  FTA  prevailed  over  state  laws  in  the  event  of  any  inconsistency  and  gave  the 
administration  a  right  to  sue  a  state  to  bring  it  into  compliance  with  FTA.  Meanwhile,  federal 
laws  could  only  be  changed  through  congressional  action.  The  sUtes  want  cooperative  efforts  to 
be  the  first  and  primary  step  in  any  effort  to  change  sUte  laws.  If  further  steps  are  needed  to 
bring  a  state  into  compliance,  these  steps  should  consist  of  congressional  consideration,  rather 
than  a  court  action  by  the  administration. 

The  recommended  language  establishes  this  two-step  approach  of  cooperative  efforts 
followed,  if  necessary,  by  congressional  legislation.  (If  the  "fest-track"  procedure  is  not  allowed 
to  change  federal  laws,  then  it  should  not  be  allowed  to  change  state  laws.)  The  recommended 
language  also  clarifies  that  no  cause  of  action  can  be  based  on  NAFTA  or  its  side  agreements  or 
any  interpretation  or  recommendation  made  by  a  body  established  by  such  agreements.  In  an 
effort  to  avoid  a  suit  by  the  administration  (or  private  parties)  based  not  upon  NAFTA  itself  but 
another  doctrine  (e.g.  the  "dormant  foreign  affiairs  doctrine"  or  "dormant  commerce  clause 
doctrine"),  the  recommended  language  prohibits  courts  from  relying  on  NAFTA  or  its  side 
agreements  for  any  evidentiary  purpose  and  gives  the  Sense  of  Congress  that  the  process 
elaborated  in  the  implementing  legislation  be  the  sole  method  used  to  bring  states  into  compliance. 

IX.  Clarifying  State  Rights  to  Exceed  Federal  and  International  Standards 

There  has  been  much  confusion  over  NAFTA's  impact  on  the  right  or  ability  of  states  to 
set  standards  different  from  federal  and  international  standards.  Two  points  are  clear  1)  NAFTA 
does  not  explicitly  recognize  or  preserve  these  rights;  but  2)  it  was  the  intent  of  the  parties  to 
allow  sub-federal  governments  to  continue  to  regulate  under  their  domestic  constitutional  and 
federal  legal  structure  as  long  as  there  is  a  scientific  justification  for  the  regulation  where  requred 
by  NAFTA.  The  issue  should  be  clarified  in  the  implementing  legislation. 

The  recommended  language  gives  the  sense  of  Congress  that  states  can  continue  to  set 
appropriate  levels  of  protection  and  standards  different  from  federal  and  international  standards 
(provided  such  standards  are  otherwise  consistent  with  federal  law).  The  recommended  language 
also  clarifies  that  sUtes  do  not  need  to  conducf  a  separate  risk  assessment  from  the  federal 
government  when  establishing  a  standard.  This  is  also  consistent  with  the  intent  of  the  negotiator^ 
as  described  by  the  USTR.  States  sometimes  rely  on  federal  risk  assessments  and  sometimes  lack 
the  resources  to  do  their  own.  Lastly,  the  recommended  language  clarifies  the  term  "scientific 
basis."  This  also  is  consistent  with  the  negotiators'  intent 

X.  Federal  EfTorts  to  Seek  State  Compliance  with  Technical  Standards  Chapter 

NAFTA  generally  requires  the  U.S.  federal  government  to  take  ail  "necessary  measures"  in 
order  to  ensure  compliance  by  state  governments.  However,  under  the  Technical  Standards 
Chapter,  the  federal  government  is  only  required  to  "seek,  through  appropriate  measures,  to 
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ensure  observance"  of  NAFTA  by  state  governments.  The  Tokyo  Round  Technicai  Standards 
Code  has  a  similar  less  stringent  obligation  regarding  state  compliance  as  compared  to  other 
GATT  obligations. 

Thus,  the  recommend^  language  calls  for  the  administration  to  give  a  statement  similar 
but  not  stronger  to  the  one  made  in  the  Statement  of  Administrative  Action  for  the  Tokyo  Round 
Technical  Standards  Code. 

XI.  Funding 

A  funding  mechanism  must  be  established  to  reimburse  states  for  persoimel  and  resources 
required  to  cany  out  trade  agreement  mandates.  Trade  agreements  are  increasingly  affecting  the 
sutes.  The  increased  impacts  are  a  result  of  trade  and  other  agreements  addressing  new  areas  in 
which  the  states  exercise  significant  authority  (e.g.  services  and  financial  services,  environmental 
enforcement),  increasingly  seeking  to  fiilly  bind  state  governments,  and  creating  new  procedural 
obligations.  As  a  result  grants  are  needed  to  support  sUte  staff  assigned  to  perform  trade 
agreement  administration  functions,  including  the  following:  1)  serving  as  a  single  point  of  conuct 
with  USTR  (designated  state  contact);  2)  providing  information  relating  to  sUte  laws  and 
regulations  and  enforcement  to  the  federal  government  and/or  trade  partners  as  required  by 
various  agreements;  3)  coordinating  state  responses  to  disputes  affecting  state  measures  and 
enforcement,  and  4)  helping  state  government  agencies  understand  the  obligations  and 
opportunities  created  by  trade  policy  changes.  The  need  for  this  capacity  at  the  state  level  will 
continue  to  increase  as  expanded  trade  liberalization  focuses  on  activities  under  state  regulatory 
control. 
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Chairman  Gibbons.  Thank  you,  Governor. 

I  want  to  thank  both  of  you  for  your  splendid  testimony.  I  want 
to  point  out  that  my  own  Governor,  Governor  Chiles,  supports  this 
despite  the  fact  that  it  looks  to  me  like  about  20  of  our  23  State 
Congressmen  are  going  to  vote  against  it.  I  respectfully  think  that 
they  are  incorrect  in  their  judgment,  but  as  you  know  Florida  feels 
that  it  will  be  terribly  impacted  in  its  citrus  and  vegetable  busi- 
ness. But  Governor  Chiles  who  comes  from  the  citrus  and  vegetable 
area  and  whose  political  base  is  really  in  the  citrus  and  vegetable 
area  has  been  farsighted  enough  and  courageous  enough  to  support 
NAFTA  and  support  it  very  vigorously  and  has  taken  trade  mis- 
sions to  Mexico. 

So  I  am  hopeful  that  some  of  my  House  colleagues  from  Florida 
will  come  around.  You  all  have  made  good  sense  here  this  morning. 

Grovemor  Thompson.  Governor  Chiles  has  taken  much  of  a  lead- 
ership role  in  the  International  Relations  Committee  and  has  spo- 
ken very  eloquently  on  NAFTA  and  is  very  supportive,  and  I  am 
very  happy,  Mr.  Gibbons,  that  you  are  supporting  it  as  well. 

Chairman  GIBBONS.  Thank  you  very  much. 

Let  me  ask  you,  are  there  questions  over  here?  Questions  on  this 
side?  Yes,  sir. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman. 

First  of  all,  let  me  thank  you  both  for  your  testimony.  One  of  the 
criticisms  that  we  have  heard  and  will  continue  to  hear  is  that  be- 
yond the  basic  agreement,  the  sidebars,  one,  don't  do  enough  in 
terms  of  the  environment,  two,  don't  do  enough  in  terms  of  labor, 
even  though  NAFTA  is  basically  a  trade  agreement.  Beyond  that 
there  is  the  concern  that  seems  to  be  embedded  in  the  sidebar 
agreements  some  insidious  erosion  of  either  Federal  sovereignty  or 
State  sovereignty.  For  example  States  who  choose  to  go  beyond  the 
Federal  standards  are  now  going  to  be  somehow  limited  by  the 
agreement. 

My  State,  California,  is  a  State  that  has  wanted  to  be  No.  1  be- 
yond any  Federal  standard  in  every  area  that  you  can  conceive  of. 
This  is  one  of  the  reasons  why  we  have  some  of  the  economic  prob- 
lems that  we  have.  Frankly,  in  my  opinion,  average  is  good  in  some 
places. 

From  your  perspective,  as  supporters  of  the  agreement  and  look- 
ing at  the  sidebars  and  speaking  as  Governors,  do  you  feel  that  any 
of  these  conclusions  are  warranted  based  upon  your  examination  of 
what  would  be  the  administrative  difficulties  and/or  prohibitions 
added  to  your  roles  as  Governor  if  NAFTA  were  passed? 

Governor  Thompson.  Well,  I  think  the  proof  is  in  the  agreement 
that  we  have  right  now  with  Canada.  It  has  been  set  up,  it  has 
been  passed  with  very  little  rancor,  very  little  animosity  and  oppo- 
sition. And  that  agreement,  you  know,  you  have  got  to  look  at  what 
has  gone  before  you  in  order  to  make  a  value  judgment. 

In  the  Canadian  agreement,  it  has  expanded  trade  in  the  United 
States.  From  my  own  State,  it  has  gone  from  $1.5  billion  of  trade 
prior  to  the  North  American  agreement  with  Canada,  up  to  $2  bil- 
lion. We  haven't  seen  any  administrative  problems  whatsoever,  and 
I  have  talked  to  USTR  in  my  capacity  as  Chairman  of  IGPAC. 
They  haven't  seen  hardly  any  difficulties  of  implementing  it,  carry- 
ing it  out. 
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That  has  a  dispute  resolution  mechanism.  I  think  the  same  thing 
will  take  place  with  Mexico,  maybe  a  little  bit  different,  maybe  lan- 
guage barriers,  maybe  some  other  things,  but  overall  you  have  got 
to  look  at  the  agreement.  Is  it  going  to  be  good  for  the  United 
States?  Is  it  going  to  be  good  for  Mexico  and  good  for  Canada? 

I  think  it  is,  and  I  think  this  map  points  out  that  it  will,  with 
the  increased  number  of  exports  and  the  fact  that  72  cents  out  of 
every  export  dollar  from  Mexico  goes  into  the  United  States  and 
that  will  increase  as  their  economy  improves  and  as  the  tariffs  go 
down.  And  so  I  think  a  level  playing  field  will  indicate  that  it  will 
inure  to  the  benefit  of  California,  as  it  does  to  Florida,  as  it  does 
to  Wisconsin,  as  it  does  to  Massachusetts. 

Mr.  Thomas.  And  one  of  the  spinoffs  from  the  United  States- 
Canada  agreement  is  in  those  areas  in  which  there  were  scheduled 
tariff  reductions  over  time.  As  we  have  grown  closer  together  under 
the  agreement,  there  has  been  a  growing  consensus  to  speed  up  the 
process  of  the  tariff  reduction. 

Governor  THOMPSON.  That  is  correct. 

Mr.  Thomas.  Thank  you  very  much. 

Chairman  Gibbons.  Yes,  sir. 

Mr.  SUNDQUIST.  Thank  you,  Mr.  Chairman. 

I  appreciate  both  Governors'  testimony.  I  am  a  supporter  of 
NAFTA. 

Gk)vemor  Weld,  you  commented  on  the  historical  aspect  of  this 
thing  and  I  would  like  to  ask  a  question  that  centers  around  my 
friend  and  colleague  Congressman  Neal's  comment;  that  is  the  fear 
question.  My  observation  that  historically  this  has  always  been  a 
concern  whenever  there  is  some  new  agreement.  It  happened  in 
Europe,  it  is  the  same  in  Portugal  within  their  area,  it  happened 
in  Asia  with  most  countries.  But  the  fact  is  when  we  have  good 
trade,  wages  and  benefits  of  our  trading  partners  go  up  and  that 
ceases  to  be  a  real  advantage  for  them.  Is  that  your  observation? 

Governor  Weld.  Absolutely,  Mr.  Congressman.  I  think  all  there 
is  there  is  fear.  If  you  pick  the  leaves  off  this  artichoke,  artichoke 
being  the  opposition  to  the  treaty,  there  is  no  "there"  there  when 
you  get  the  last  leaf  picked  off. 

I  think  this  is  a  time  when  we  have  just  got  to  take  the  long  view 
and  do  what  is  best  for  our  economy. 

Mr,  SUNDQUIST.  Governor  Thompson,  any  comments  on  that? 

Governor  Thompson.  I  couldn't  concur  more  than  what  Governor 
Weld  and  what  you  have  indicated.  Congressman  Sundquist.  It  is 
going  to  improve  the  economy,  and  therefore  I  think  you  have  to 
look  at  the  total  agreement.  You  can  find  pieces  in  this  agreement 
that  you  don't  like.  Congressman  Thomas  and  Congressman  Crane 
and  Congressman  Gibbons,  all  of  us.  If  we  were  going  to  negotiate 
it,  we  could  find  things,  you  know,  that  we  think  we  could  do  bet- 
ter. And  we  could  find  things  we  don't  like. 

So  you've  got  to  take  a  look  at  the  totality  of  the  agreement, 
what  has  gone  before  us,  what  has  gone  between  Canada  and  the 
United  States,  what  is  going  on  currently  in  Mexico. 

Is  this  going  to  improve  the  conditions  as  far  as  the  environ- 
ment? Yes. 

Is  it  going  to  improve  trade?  Yes. 
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Will  that  increase  jobs  in  Mexico  and  United  States  and  Canada? 
Yes. 

So  on  total,  it  is  a  good  agreement  and  I  think  it  should  be 
passed  and  it  should  be  looked  at  in  that  conception.  But  if  you 
want  to  come  up  with  some  point  and  you  want  to  have  some  fear 
mongering  and  you  want  to  say  that  this  is  going  to — you  can  find 
a  defense  for  what  your  actions  are.  But  your  actions  I  don't  think 
are  going  to  benefit  the  total. 

Grovemor  Weld.  But  you  are  correct,  Congressman  Sundquist, 
that  this  fear  is  nothing  unusual  in  countries  around  the  world 
when  the  shape  of  trade  changes.  I  was  up  in  Canada  in  March 
1992,  and  at  that  point  they  had  a  12.3-percent  unemployment  rate 
nationwide.  Everybody  was  blaming  it  on  Prime  Minister 
Mulrooney  and  the  United  States-Canada  Free-Trade  Agreement  of 
1989,  although  any  number  of  studies  had  been  done — I  recall  one 
by  the  Royal  Bank  of  Canada — that  showed  that  the  job  loss  in 
Canada  would  have  been  greater  without  the  United  States-Can- 
ada Free  Trade  Agreement.  They  were  committing  the  old  logical 
error,  post  hoc,  ergo  propter  hoc.  The  job  loss  followed  the  treaty; 
therefore,  it  must  have  been  caused  by  the  treaty.  The  opposite  was 
the  case. 

Mr.  Sundquist.  One  other  point  and  that  is  it  seems  to  me  that 
if  anyone  is  supersensitive  to  jobs,  it  ought  to  be  Governors.  And 
the  fact  that  the  Governors  association  has  come  out  so  strongly  for 
this,  seemed  to  be  an  indication  that  people  who  put  their  reputa- 
tions on  the  line  for  this  are  Governors,  who  are  on  the  frontline 
of  creating  jobs.  So  I  would  think  that  that  ought  to  assure  those 
around  the  country  who  have  fear  about  the  loss  of  jobs,  that  all 
they  have  to  do  is  look  at  their  Grovernors,  whether  it  is  Governor 
Chiles  in  Florida  or  whether  it  is  the  two  of  you  and  the  others. 

Governor  THOMPSON.  Congressman  Sundquist,  can  I  just  inter- 
rupt a  minute? 

Mr.  Sundquist.  Yes. 

Grovemor  Thompson.  A  very  valid  part,  because  Governors  either 
win  or  lose  on  the  state  of  the  economy  during  the  election.  Gov- 
ernors are  the  ones  who  are  held  responsible  for  the  economy  in 
their  States  whether  it  is  going  up  or  going  down.  And  all  of  the 
polls  will  indicate  that  and  show  that. 

Grovemors  are  not  going  to  be  out  there  pushing  for  NAFTA  if 
they  think  they  are  going  to  lose  jobs.  And  that  is  why  41  of  the 
Governors — and  the  9  that  have  not  signed  on  don't  mean  that  they 
are  against  it.  Most  of  those  just  haven't  taken  a  position  on  it. 

So  it  is  almost  a  unanimous  situation  in  which  Governors  of  both 
political  parties  recognize  the  importance  of  this  agreement  as  one 
that  will  create  jobs  in  their  respective  States. 

Mr.  Sundquist.  One  last — thank  you  very  much.  I  think  that 
speaks  so  strongly  for  the  NAFTA  agreement  and  I  hope  that  mes- 
sage will  be  heard  around  the  country,  particularly  by  those  who 
are  trying  to  spread  fear  and  doubts  about  where  we  are  headed. 

Monday  a  week  ago,  Mr.  Chairman,  in  the  Wall  Street  Journal, 
there  was  a  quote  from  Ben  Franklin,  who  said,  "No  country  ruined 
itself  through  trade."  And  I  think  that  is  actusdly  true. 

Thank  you. 

Chairman  Gibbons.  Mr.  Crane. 


320 

Mr.  Crane.  Thank  you,  Mr.  Chairman. 

I  simply  want  to  say  hi  to  a  dear  friend  I  have  known  for  15 
years,  Bill  Weld.  And  also  Tommy  Thompson  and  I  share  a  com- 
mon border  for  about  25,  30  miles,  and  I  am  aware  of  the  outstand- 
ing job  both  of  them  have  done  for  their  respective  States.  I  simply 
want  to  congratulate  you  and  express  appreciation  for  coming  here 
to  testify  this  morning. 

Chairman  Gibbons.  And  I  chime  in  on  that,  too.  Governors.  We 
appreciate  the  time  you  have  taken  to  do  this.  This  is  real  public 
service.  Thank  you  very  much. 

We  go  next  to  Mr.  Pope  and  Ms.  Durbin,  and  Mr.  Emerson,  Ms. 
Wallach,  and  Mr.  Hudson. 

All  right,  Mr.  Pope,  you  are  first. 

STATEMENT  OF  CARL  D.  POPE,  EXECUTIVE  DIRECTOR, 
SIERRA  CLUB 

Mr.  Pope.  Thank  you  very  much,  Mr.  Chairman. 

My  name  is  Carl  Pope  and  I  am  the  executive  director  of  the  Si- 
erra Club.  The  Sierra  Club  has  followed  very  closely,  since  the  an- 
nouncement by  former  President  Bush  that  he  planned  to  negotiate 
the  North  American  Free-Trade  Agreement,  the  progress  of  those 
negotiations.  We  have  worked  closely  with  the  U.S.  Trade  Rep- 
resentative's office  in  both  the  previous  administration  and  this  ad- 
ministration in  the  hope  that  the  North  American  Free-Trade 
Agreement  as  it  emerged  would  satisfy  criteria  which  we  believe 
could  easily  have  been  satisfied,  that  it  was  a  trade  agreement 
which  would  not  only  be  good  for  the  economy  and  the  trade  of 
North  America,  but  would  also  be  good  for  the  environment  of 
North  America. 

Regrettably,  in  the  form  in  which  it  comes  to  the  Congress,  we 
have  concluded  that  this  treaty  does  not  meet  that  standard.  And 
I  say  regrettably  because  the  Sierra  Club  believes  that  a  North 
American  common  market  could  indeed  be  a  very,  very  positive 
thing  for  environmental  quality  on  this  continent. 

We  identified  three  principal  criteria  which  we  would  apply  in 
looking  at  this  treaty,  and  I  would  like  to  go  briefly  over  problems 
we  see  with  each  of  those  three  areas. 

The  first  is  on  the  United  States-Mexican  border.  The  border  is 
in  many  ways  one  of  the  world's  largest  and  most  heavily  impacted 
environmental  disaster  areas.  This  agreement  represented  the  best 
and  perhaps  the  only  opportunity  to  put  together  the  necessary 
package  of  standards,  oversight,  financing,  and  enforcement  to 
clean  up  the  border  zone. 

The  administration  in  its  negotiations  has  made  some  progress. 
There  is  a  good  oversight  mechanism.  There  are  new  institutional 
arrangements  which  would  make  it  easier  to  deal  with  the  problem 
of  contamination  on  the  border.  There  is  some  funding,  approxi- 
mately $6  billion.  But  the  largest  part  of  the  border  environmental 
crisis,  which  is  the  dumping  of  hazardous  wastes  by  small  and  in 
many  cases  undercapitalized  firms,  is  not  dealt  with  in  this  agree- 
ment because  the  solution  to  that  requirement  requires,  above  all, 
money.  And  while  there  are  a  number  of  different  ways  in  which 
you  could  have  assembled  the  necessary  funding,  no  mechanism 
has  been  put  in  place. 
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Now,  the  advocates  of  this  agreement  say,  Well,  that  could  come 
later.  And  in  a  logical  sense,  that  is  perfectly  true.  The  advocates 
of  this  agreement  say,  Well,  this  problem  was  created  in  the 
maquiladora  zone  in  the  absence  of  the  North  American  Free-Trade 
Agreement  and  failing  to  get  an  agreement  won't  make  it  go  away. 
That  is  also  clearly  true. 

But  there  are  really  three  possible  outcomes  to  this  discussion. 
One  outcome  is  the  passage  by  the  Congress  of  this  North  Amer- 
ican Free-Trade  Agreement.  V/e  oppose  that. 

The  second  outcome  would  be  giving  up  on  the  idea  altogether 
and  saying  let's  not  try  this.  We  are  not  in  favor  of  that. 

The  third  outcome  is  to  go  back  to  the  table  with  the  parties  to 
come  up  with  an  agreement  which  solves  this  problem  of  cleaning 
up  toxic  waste  along  the  border.  And  that  is  the  course  we  believe 
the  Congress  should  ask  the  administration  to  take. 

The  reason  we  believe  this  is  that  we  believe  that  the  North 
American  Free-Trade  Agreement  is  by  far  the  biggest  carrot  that 
the  U.S.  Gk)vemment  will  ever  have  to  offer  to  industries  along  the 
border  to  change  their  practices  and  to  pay  to  clean  up  the  mess 
which  we  have  created.  And  we  believe  if  we  miss  this  opportunity 
to  provide  a  financing  mechanism  to  clean  up  the  hazardous  waste 
problem  along  the  border,  that  the  only  practical  mechanism  which 
will  remain  is  the  U.S.  taxpayer. 

Our  second  concern  and  our  second  criteria  was  the  problem  of 
avoiding  incentives  for  those  segments  of  American  industry  which 
have  substantial  pollution  problems  to  move  their  operations  to 
Mexico  where  while  standards  are  reasonably  high,  enforcement  is 
very  lax.  This  was  the  reason  we  called  for  trade  sanctions  as  part 
of  the  agreement. 

The  U.S.  Trade  Representative's  office  has  said  that  they  have 
achieved  a  great  breakthrough  by  getting  the  Mexican  Government 
to  agree  to  trade  sanctions,  and  indeed  the  side  agreement  does 
provide  for  such  sanctions.  However,  in  the  side  agreement  there 
are  also  a  number  of  loopholes,  and  one  of  those  loopholes  is  large 
enough  to  drive  every  maquiladora  plant  in  Mexico  through. 

Article  45  specifies: 

A  party  has  not  failed  to  effectively  enforce  its  environmental  law  in  a  particular 
case  where  the  action  or  inaction  in  question  reflects  a  reasonable  exercise  of  their 
discretion  in  respective  investigatory,  prosecutory,  regulatory  or  compliance  matters, 
or  results  from  bona  fide  decisions  to  allocate  resources  to  enforcement  in  respect 
of  other  environmental  matters  determined  to  have  higher  priorities. 

No  one  doubts,  Mr.  Chairman,  that  the  Mexican  Government 
lacks  the  enforcement  resources  to  enforce  its  laws.  The  purpose  of 
the  sanctions  provision  was  not  to  force  the  Mexican  Government 
to  spend  more  money  on  enforcement,  but  to  give  businesses  oper- 
ating in  Mexico  an  incentive  to  comply  voluntarily  in  order  to  se- 
cure their  access  to  the  American  market. 

And  this  section  means  that  a  business  in  Mexico  can  operate  in 
violation  of  Mexican  environmental  law,  knowing  that  so  long  as 
the  Mexican  Government  has  genuine  resource  problems,  which  it 
will  have  for  many  years  to  come,  there  is  no  meaningful  risk  that 
they  will  be  denied  access  to  the  United  States  market  for  their 
pollution  practices.  Again,  this  can  and  still  can  be  fixed,  but  it  has 
not  been  fixed. 
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Finally,  and  for  us  I  think  this  was  the  deal  breaker,  there  is  the 
problem  of  the  right  of  the  Government  of  the  United  States  to  set 
its  own  environmental  policy.  At  the  time  that  the  Congress  passed 
the  Tokyo  round  of  GATT,  GATT  had  operated  for  many  years 
under  a  relatively  liberal,  loose  definition  of  what  kinds  of  environ- 
mental and  conservation  laws  and  standards  were  protected  from 
challenges  on  fair  trade  barriers. 

Since  that  time,  without  review  by  the  U.S.  Congress  and  with- 
out assent  by  this  body,  the  GATT  bureaucracy  has  begun  to  craft 
a  new  narrow  interpretation  of  chapter  20  of  GATT,  which  provides 
for  the  right  of  States  to  set  their  own  environmental  standards. 

In  particular,  in  the  tuna  dolphin  case,  the  GATT  panel  ruled 
that  the  U.S.  Government  had  no  right  to  use  access  to  the  U.S. 
market  as  a  sanction  against  another  nation  which  was  engaging 
in  practices  in  the  global  commence,  which  were  in  violation  of  U.S. 
environmental  standards  and  policies. 

Our  view  is  that  the  U.S.  Government  in  effect  is  currently  oper- 
ating under  protest  in  the  GATT  arena  because  our  Congress  has 
never  agreed  to  this  interpretation  and  it  certainly  would  under- 
mine a  great  many  of  the  statutes  which  Congress  has  passed  in 
the  last  40  years,  which  are  designed  to  protect  global  environ- 
mental resources.  The  Pele  amendment,  the  tuna  dolphin  rule,  the 
current  rule  on  the  shrimping,  and  the  turtle  excluder  net,  all  of 
these  would  fail  to  meet  the  standards  that  were  established  in  the 
tuna  dolphin  case  by  the  GATT  panel. 

It  is  a  reasonable  thing  I  think  for  the  United  States  Govern- 
ment to  look  forward  to  working  that  dispute  out  in  the  context  of 
the  Uruguay  round.  However,  if  we  now  enter  into  a  trade  agree- 
ment with  Canada  and  Mexico,  which  specifically  references,  as  the 
main  body  of  the  agreement  does,  the  offensive  sections  of  GATT, 
and  which  contains  no  clarifying  language  specifying  and  preserv- 
ing the  right  of  the  United  States  Government  to  take  action  to 
protect  global  environmental  resources,  an  agreement  in  fact  in 
which  efforts  by  the  United  States  Government  to  achieve  such  lan- 
guage had  been  publicly  and  specifically  rebuffed  by  the  two  other 
signatories,  it  seems  to  me  that  we  are  then  in  a  very  weak  posi- 
tion to  assert  that  the  United  States  Government  will  not  be  bound 
by  the  narrow  interpretation  of  chapter  20  of  GATT,  and  that  it 
will  become  as  a  practical  matter  extraordinarily  difficult  in  the 
Uruguay  round  to  renegotiate  an  understanding  on  the  meaning  of 
chapter  20  of  GATT,  which  takes  us  back  to  the  point  in  inter- 
national trade  law  we  were  at  at  the  time  Congress  ratified  the 
Tokyo  round.  This  for  us  is  an  abdication  of  i^erican  environ- 
mental sovereignty.  It  is,  we  fear,  a  retrieval  of  abdication  if  this 
agreement  becomes  law,  and  for  us,  as  I  said,  I  think  this  is  the 
deal  breaker. 

Chairman  GIBBONS,  Mr.  Pope,  wind  it  up,  will  you,  please. 

Mr.  Pope.  Wind  it — I  am  finished,  Mr.  Chairman. 

[The  prepared  statement  follows:] 


STATEMENT  BEFORE 

THE  TRADE  SUBCOMMITTEE  OF 

THE  HOUSE  WAYS  AND  MEANS  COMMITTEE 

IN  OPPOSITION  TO  THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

by 

Carl  Pope 

Executive  Director 

The  Sierra  Club 
September  21,  1993 


My  name  is  Carl  Pope.    I  am  Executive  Director  of  the  Sierra  Club.  The  Sierra 
Club's  half  a  million  members  in  the  United  Stales  and  Canada  are  active  on  the 
national,  regional,  state,  and  local  levels  in  every  part  of  the  country  on  virtually  every 
conservation,  environmental,  and  public  health  issue.   After  careful  analysis  and 
deliberation,  the  Sierra  Club  has  reluctantly  concluded  that  it  must  oppose  the  North 
American  Free  Trade  Agreement  (NAFTA).   I  appreciate  the  opportunity  to  explain  that 
decision  and  to  urge  the  Subcommittee  and  the  Congress  as  a  whole  to  reject  the 
NAFTA  and  its  implementing  legislation  as  harmful  to  the  environment. 

As  part  of  our  program,  the  Club  for  more  than  three  years  has  been  deeply 
concerned  about  the  increasingly  tense  relationship  between  environment  and  trade.   We 
have  closely  followed  the  negotiation  of  both  the  North  American  Free  Trade 
Agreement  (NAPTA)  and  the  Uruguay  Round  of  Trade  Negotiations  in  the  (GATT)  and 
are  convinced  that  the  NAFTA  will  exacerbate,  not  ameliorate,  that  unproductive 
conflict. 

The  Club  is  a  plaintiff  in  a  lawsuit  challenging  the  domestic  implementation  of  the 
NAFTA  as  inconsistent  with  the  National  Environmental  Policy  Act  (NEPA).   On  June 
30  of  this  year,  the  United  States  District  Court  for  the  District  of  Columbia  awarded  us 
a  judgment  against  the  Office  of  the  Trade  Representative  (USTR).   In  reaching  that 
conclusion,  the  District  Court  enumerated  in  considered  detail  the  potential 
environmental  harms  resulting  from  the  NAFTA.   While  that  case  is  currently  on  appeal, 
it  is  nonetheless  significant  that  a  highly  respected  Federal  District  Judge  has  agreed  with 
our  analysis  that  the  NAFTA  has  the  potential 
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•  to  threaten  implementation  of  environmental  and  public  health  laws  and  policies 
at  the  federal  and  state  levels;  and 

*  to  aggravate  environmental  and  public  health  problems  on  the  U.S.-Mexico 
border. 

I  should  emphasize  that  the  Sierra  Club  is  not  in  principle  opposed  to  liberalized 
trade,  which  we  regard  as  entirely  consistent  with  environmental  protection  under  the 
proper  circumstances.   Nor  do  we  object  to  the  goal  of  economic  integration  of  the 
United  States,  Mexico,  and  Canada.   Indeed,  the  fundamental  conclusion  of  the  United 
Nations  Conference  on  Environment  and  Development  (UNCED)  -  the  "Earth  Summit" 
held  in  Brazil  last  year  that  represented  the  largest  collection  of  heads  of  state  ever  - 
was  that  sustainable  development  of  the  planet  requires  the  integration  of  all  aspects  of 
economic  and  environmental  decision  making. 

This  NAPTA  falls  well  short  of  that  goal.   We  have  worked  with  two  successive 
administrations  by  making  constructive  suggestions  for  improvements  in  the  NAFTA  text 
to  assure  the  implementation  of  U.S.  environmental  laws.   We  have  also  set  forth 
concrete  proposals  concerning  clean-up  of  the  U.S.-Mexico  border.  Our  goal  was  to 
ensure  that  NAFTA  was  at  least  environmentally  neutral  in  effect.  With  the  release  of 
the  North  American  Agreement  on  Environmental  Cooperation,  the  long-awaited 
environmental  side  agreement,  it  is  now  clear  that  that  goal  will  not  be  achieved  and  that 
this  NAFTA  must  be  rejected. 


I.  NAFTA  ERODES  ENVIRONMENTAL  SOVEREIGNTY 

Every  country  has  the  right  ~  and,  indeed,  the  responsibility  -  to  preserve  and 
protect  its  own  environment,  including  its  natural  resources  and  the  health  of  its  citizens. 
To  do  so  requires  an  effective  governmental  infrastructure  with  the  power  to  establish 
and  enforce  standards  of  performance  for  private  parties.   Since  its  founding  more  than 
100  years  ago,  the  Sierra  Club  has  assiduously  worked  to  strengthen  and  enhance  the 
capacity  of  government  at  all  levels  to  respond  to  market  failures,  such  as  environmental 
pollution  and  the  degradation  of  publicly-held  lands,  on  behalf  of  all  Americans. 

A.        Environmental  Regulations  as  Barriers  to  Tradg 

Trade  agreements  like  the  NAFTA  tend  to  define  liberalized  trade  as  the  absence 
of  governmental  measures.  To  encourage  liberalized  trade,  those  agreements  generally 
prohibit  those  governmental  actions,  such  as  tariffs,  that  might  impede  international 
trade.  Thus,  trade  agreements  are  inherently  deregulatory  and  must  be  carefully 
monitored  to  assure  that  they  do  not  undermine  legitimate  governmental  actions  taken 
for  the  benefit  of  u.s  all. 


325 


Further,  many  international  trade  agreements,  including  the  NAFTA,  are 
enforceable  through  strict  "dispute  settlement"  procedures,  with  recourse  ultimately  to 
panels  of  independent  experts  not  subject  to  the  supervision  of  governments.   While  this 
structure  tends  to  assure  objective  and  consistent  interpretations  of  those  agreements, 
from  an  environmental  point  of  view  it  is  a  no-win  proposition.  Trade-based  scrutiny  in 
the  adjudicatory  context  of  a  trade  agreement  can  be  hostile  to  environmental  regulation. 
Once  an  environmental  measure  is  subject  to  this  examination  as  a  potential  barrier  to 
trade,  the  best  that  can  be  hoped  for  is  that  it  will  survive  that  rigorous  process  intact 
and  that  the  status  quo  will  be  preserved. 

B.        The  Tuna  Dolphin  Case 

Over  the  past  several  years,  there  has  been  a  persistent  tightening  of  trade-based 
constraints  on  environmental  measures.  The  GATT  "tuna  dolphin"  dispute  provides  an 
■egregious  example  of  this  trend.   As  is  now  well  known,  in  1991  a  GATT  dispute 
settlement  panel  concluded  that  a  ban  on  imports  into  the  United  States  of  tuna  from 
Mexico,  required  by  the  domestic  Marine  Mammal  Protection  Act  (MMPA),  is 
inconsistent  with  the  GATT.   In  reaching  that  conclusion,  the  panel  stated  that  trade 
measures  cannot  generally  be  used  to  protect  resources  outside  a  country's  own 
jurisdiction. 

This  example  illustrates  how  vaguely  defined  obligations  in  trade  agreements  can 
undermine  domestic  environmental  and  public  health  regulations.   Regardless  of  how 
one  feels  about  the  substance  of  the  panel's  conclusion,  it  is  clearly  a  newly-discovered, 
serious  limitation  on  domestic  environmental  law  articulated  not  by  our  own  government, 
but  within  the  GATT  process. 

The  previous  administration  confidently  predicted  -  incorrectly  -  that  the  tuna 
ban  would  survive  the  GATT  panel's  review.   Indeed,  in  negotiating  such  instruments  as 
the  Montreal  Protocol  on  Substances  that  Deplete  the  Ozone  Layer,  USTR  specifically 
endorsed  the  use  of  trade  measures  to  protect  resources  of  the  global  commons.  Despite 
a  rear-guard  action  by  the  Executive  Branch  to  prevent  its  wholesale  adoption  in  the 
GATT,  the  tuna  dolphin  "rule"  has  now  been  widely  accepted  as  "law"  through 
codification  in,  for  instance,  the  Rio  Declaration  on  Environment  and  Development 
Another  GATT  challenge,  whose  outcome  is  equally  uncertain,  is  currently  pending  with 
respect  to  the  secondary  ban  on  tuna  imports  under  the  MMPA.   Likewise,  our  vehicle 
fuel  efficiency  standards  -  one  of  the  most  effective  mechanisms  for  reducing  U.S. 
emissions  of  carbon  dioxide  and  other  gases  that  contribute  to  the  "greenhouse"  effect  - 
are  now  under  scrutiny  in  the  GATT  as  a  barrier  to  trade. 

Against  this  background,  we  have  watched  with  dismay  as  first  the  Uruguay 
Round  and  now  the  NAFTA  have  set  out  new  trade  disciplines  that  identify  our 
environmental,  public  health,  and  safety  regulations  as  potential  non-tariff  trade  barriers, 
targeting  in  particular  domestic  requirements  designed  to  protect  the  food  supply  from 


contaminants  like  pesticides.   Under  certain  unusual  circumstances,  it  is  indeed  possible 
that  some  environmental  regulations  could  be  abused  in  a  protectionist  manner. 
However,  we  have  been  deeply  concerned  about  the  texts  of  the  provisions  governing 
standards  in  the  NAFTA,  which  might  be  interpreted  to  limit  domestic  regulations  in  a 
manner  inconsistent  with  our  own  laws  as  adopted  by  this  body.   While  a  panel  ruling 
cannot  repeal  a  U.S.  law,  it  can  create  significant  pressure  for  unilateral  action  by  the 
Executive  Branch  to  amend  domestic  regulations  in  a  manner  that  may  be  difficult  or 
impossible  to  reverse  through  judicial  process  or  Congressional  intervention. 

After  literally  years  of  discussion  of  this  question  with  USTR,  only  now  has  that 
agency  belatedly  begun  to  articulate  favorable  interpretations  of  these  otherwise  opaque 
provisions  in  correspondence  with  certain  interested  members  of  Congress.   However,  as 
witnesses  for  the  Trade  Representative  have  conceded  in  Congressional  testimony,  these 
unilateral  readings  are  not  necessarily  evidence  of  similar  interpretations  by  the  other 
NAFTA  countries  and  are  not  likely  to  control  the  decisions  of  dispute  settlement 
panels.  A  formal  tri-iateral  agreement  would  be  required  to  put  these  interpretations 
into  effect.   Unfortunately,  the  environmental  side  agreement  presented  a  perfect  -  and 
now  lost  -  opportunity  to  address  these  critical  provisions  in  a  way  that  might  have 
achieved  those  results. 

C.        An  Alternative:  Minimum  Standards 

Trade  agreements  need  not  treat  environmental  regulations  solely  as  trade 
barriers.  To  the  contrary,  substandard  environmental  regulations  in  an  integrated  market 
like  that  anticipated  by  the  NAFTA  can  serve  as  an  export  subsidy  that  unfairly  place 
nations  like  the  United  States  at  a  competitive  disadvantage.  This  principle  appears  to 
have  been  appreciated  in  the  Uruguay  Round  with  respect  to  intellectual  property  rights, 
which,  reportedly  at  the  insistence  of  the  United  States,  mandates  minimum  levels  of 
patent  and  other  protections.   Unfortunately,  a  similar  trade-based  approach  requiring 
minimum  environmental  standards  was  not  considered  in  the  NAFTA  discussions. 


II.        Failures  of  Democratic  Decision  Making 

The  GATT  tuna  dolphin  dispute  also  illustrates  the  profound  inadequacy  of 
public  participation  in  NAFTA,  whose  dispute  settlement  provisions  are  virtually 
identical  to  the  GATT  in  this  regard.  The  MMPA  requires  the  Executive  Branch  to  ban 
imports  of  tuna  into  the  United  States  from  countries  that  do  not  have  regulatory 
programs  comparable  to  ours  for  protecting  dolphin  killed  or  maimed  during  tuna 
fishing.  Frustrated  with  the  Executive  Branch's  serious  delay  in  implementing  the  statute, 
the  Earth  Island  Institute,  a  private  environmental  organization,  in  1990  brought  suit  in 
the  United  States  District  Court  for  the  Northern  District  of  California.   In  August  1990 
the  court  enjoined  Executive  Branch  officials  from  permitting  further  tuna  imports  into 
the  United  States  from  Mexico  and  other  countries  because  no  findings  of  comparability 
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had  been  made,  an  order  that  was  ultimately  affirmed  on  appeal. 

Mexico  then  challenged  the  ban  in  the  GATT.   In  sharp  contrast  to  the  domestic 
legal  process,  where  the  facts  and  the  nature  of  the  underlying  controversy  were  virtually 
identical,  the  oral  proceedings  and  written  statements  before  the  GATT  panel  were 
inaccessible  to  the  public,  contrary  to  fundamental  and  deeply  rooted  principles  of 
Anglo-American  jurisprudence.  Dispute  settlement  in  GATT  does  not  allow  for 
participation  by  private  parties  like  the  Earth  Island  Institute.  Consequently,  the 
environmental  group  that  initiated  the  legal  action  at  the  domestic  level  and  that  had  a 
commensurate  stake  in  the  international  process  had  no  formal  right  to  make  a 
submission  to  the  GATT  panel.  Indeed,  the  Institute's  lawyer  travelled  to  Geneva  for  the 
oral  proceedings  before  the  panel,  but  was  compelled  to  wait  in  the  corridor  while  the 
panel  heard  arguments  from  representatives  of  the  governments  of  Me,xico  and  the 
United  States.  However,  ten  other  GATT  parties  and  the  European  Community  made 
written  submissions  to  the  panel,  all  of  which  were  critical  of  the  MMPA  ban  and  most 
of  which  argued  that  that  action  is  inconsistent  with  GATT.   Its  closed  nature,  as 
graphically  highlighted  in  the  tuna  dolphin  case,  ultimately  tends  to  undermine  the 
legitimacy  and  integrity  of  the  trade  agreement  dispute  settlement  process. 

USTR  has  stated  that  it  is  receptive  to  input  from  private  parties  with  respect  to 
U.S.  submissions  to  GATT  and  NAFTA  panels.  However,  the  tuna  dolphin  example 
demonstrates  the  profound  inadequacy  of  this  approach  and  the  need  for  access  by 
private  parties  directly  to  trade  agreement  dispute  settlement  panels.  In  the  tuna  case, 
the  Executive  Branch  had  reluctantly  implemented  the  import  ban  only  under  court 
order  after  ignoring  three  statutory  directives  and  illegally  attempting  to  lift  the 
prohibition  through  the  application  of  a  domestic  regulation.  There  is  nothing  to  suggest 
that  the  Bush  administration's  position  and  that  of  the  Earth  Island  Institute  in  this 
dispute  were  congruent  and  every  reason  to  believe  that  the  environmental  organization 
might  have  contributed  an  important  and  unrepresented  perspective  to  the  GATT  panel. 
Instead  of  correcting  this  unfortunate  precedent,  the  NAFTA  perpetuates  it  without  the 
failsafe  "blocking"  process  that  has  so  far  preserved  the  U.S.  position  in  the  tuna  dolphin 
dispute  in  the  GATT. 

I  should  emphasize  that  the  Sierra  Club  does  not  question  the  good  faith  of  the 
current  Administration  in  implementing  the  NAFTA  or  any  other  trade  agreement.  The 
NAFTA,  however,  is  intended  to  serve  as  an  organic  framework  that  will  remain  in  force 
indefinitely,  and  its  implementation  by  subsequent  administrations  could  well  be  less 
environmentally  favorable.   Moreover,  to  the  extent  that  questions  of  interpretation  and 
implementation  are  in  the  hands  of  dispute  settlement  panels,  significant  aspects  of  the 
agreement's  future  trajectory  could  elude  U.S.  control.   In  this  regard,  it  is  important  to 
realize  that  the  issues  I  have  identified  concern  the  intent  of  the  three  NAFTA  parties  in 
negotiating  that  agreement  and  hence  cannot,  as  a  matter  of  principle,  be  altered  in  the 
U.S.  implementing  legislation. 
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III.       Border  Clean-Up 

Border  clean-up  is  both  important  in  itself  and  would  demonstrate  that  trade 
agreements  can  actually  foster  environmental  improvements.  That  is  a  standard  that 
should  be  established  now  and  applied  to  any  country  that  joins  the  NAFTA  in  the 
future. 

Some  argue  that  the  increased  wealth  generated  by  trade  would  automatically 
bring  environmental  improvements.   This  view  neglects  the  fact  that  environmental 
improvements  require  a  political  decision  to  bring  them  about.   To  protect  the 
environment,  governments  must  implement  regulations  or  create  incentives  that  change 
the  environmentally-damaging  behavior  of  businesses  and  individual  citizens.   Otherwise, 
the  costs  of  pollution  and  resource  degradation  are  simply  passed  "downstream." 

The  disaster  on  the  U.S.-Mexico  border  shows  that  increased  trade  and 
investment  do  not  automatically  lead  to  environmental  protection.  Since  1965,  the 
"maquiladora"  program  has  attracted  hundreds  of  export-oriented  assembly  and 
processing  plants  to  the  border  region.  The  resulting  pollution  and  squalid  living 
conditions  are  well  known.  The  political  will  for  improvements  is  lacking,  in  part, 
because  Mexico  is  forced  to  compete  for  investment  by  keeping  business'  operating  costs 
—  including  environmental  costs  -  low. 

Border  clean-up  is  closely  linked  to  other  Sierra  Club  concerns.   If  environmental 
law  enforcement  is  improved,  then  companies  will  begin  to  make  the  private  investments 
needed  to  reduce  or  treat  their  emissions.    By  the  same  token,  if  border  clean-up  plans 
help  to  implement  the  polluter  pays  principle,  additional  funds  will  be  generated  for 
clean-up  and  infrastructure.  The  result  will  be  less  concern  about  downward  pressure  on 
environmental  standards  in  the  United  States. 

The  Administration's  plans  for  the  border  are  not  yet  complete;  negotiations  still 
continue  with  Mexico.   Based,  however,  on  the  available  information,  we  understand  that 
the  Administration  has  proposed  creating  a  new  institution  to  manage  infrastructure 
projects  and  another  institution  to  leverage  government  funds  for  bond  guarantees. 

Provided  that  the  final  agreement  on  border  clean-up  fully  articulates  mechanisms 
by  which  citizens  who  live  along  the  border  can  participate  meaningfully  in  the  decisions 
of  the.se  institutions,  this  institutional  framework  could  potentially  offer  a  creative  means 
to  address  a  very  difficult  problem.  A  definitive  judgement  about  these  institutions  must, 
of  course,  await  release  of  the  final  plan. 

Nevertheless,  the  Administration's  proposals,  as  we  now  understand  them,  fall  far 
short  in  other  significant  respects: 
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The  plan  proposes  too  little  money  --  only  $6  billion,  not  the  minimum  of  $21 
billion  over  10  years  that  is  needed; 

The  plan  only  deals  with  wastewater  treatment,  water  pollution,  and  municipal 
solid  waste.    It  ignores  air  pollution,  municipal  and  toxic  waste  clean-up,  and 
support  for  environmental  management  in  Mexico  (monitoring,  information, 
regulation,  and  enforcement)  among  other  things; 

The  Administration  has  not  proposed  raising  additional  public  funds  through  a 
border  transaction  fee  or  through  "polluter  pays"  taxes.   The  only  proposed 
funding  mechanisms  are  loans  and  bonds  that  must  be  paid  off  from  user  fees. 
However,  impoverished  border  residents  are  unlikely  to  meet  more  than  50 
percent  of  project  costs  from  user  fees.   Also,  many  projects,  such  as  toxic  waste 
clean-up,  won't  generate  any  revenues  at  all. 


IV.       THE  INADEQUATE  SIDE  AGREEMENT 

During  the  recent  campaign  and  with  the  advent  of  the  new  Administration,  the 
Sierra  Club  was  most  enthusiastic  about  the  prospects  for  correcting  the  defects  noted 
above  through  the  environmental  side  agreement  announced  by  the  new  President.  From 
the  outset,  however,  that  agreement  -  the  recently-released  North  American  Agreement 
on  Environmental  Cooperation  -  was  designed  to  strengthen  enforcement  of 
environmental  laws  in  the  NAFTA  countries.    It  was  not  designed  to  address  the  major 
inadequacies  in  the  NAFTA  proper. 

The  side  agreement  represents  some  measure  of  progress  over,  for  instance,  the 
1983  border  environmental  agreement  with  Mexico.   It  cannot,  however,  be  considered  a 
remedy  for  the  serious  shortcomings  of  the  NAFTA  package  as  a  whole.  In  contrast  to 
the  bulk  of  the  obligations  in  the  NAFTA,  many  of  the  commitments  in  the  side 
agreement  are  unenforceable  aspirations.  For  example,  article  2,  paragraph  3  of  the  side 
agreement  states  that 

Each  party  shall  consider  prohibiting  the  export  to  the  territories  of  the  other 
Parties  of  a  pesticide  or  toxic  substance  whose  use  is  prohibited  within  the  Party's 
territory,  (emphasis  added) 

Certainly  transboundary  shipments  of  hazardous  substances  have  been  a  subject  of 
significant  debate  in  the  context  of  the  environment  in  the  border  region  with  Mexico. 
However,  this  wispy  provision  adds  very  little,  if  anything,  to  an  existing  annex  to  the 
1983  border  cooperation  agreement  with  Mexico.  Instead,  the  side  agreement  ought  to 
have  been  a  vehicle  for  defining  meaningful  new  obligations  on  this  critical  issue. 

Likewi.se,  while  the  creation  of  the  North  American  Commission  for 
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Environmental  Cooperation  is  helpful,  we  have  considerable  reservations  about  the 
powers  of  that  body  in  relation  to  the  NAFTA.  For  instance,  article  10,  paragraph  3(b) 
states  that  the  Commission  shall 

without  reducing  levels  of  environmental  protection,  establish  a  process  for 
developing  recommendations  on  greater  compatibility  of  environmental  technical 
regulations,  standards  and  conformity  assessment  procedures  in  a  manner 
consistent  with  the  NAFTA. 

Like  a  similar  provision  in  the  NAFTA  proper,  the  promise  to  refrain  from  "reducing 
levels  of  environmental  protection"  is  an  advisory  gesture  that  is  difficult  or  impossible 
for  members  of  the  public  -  the  ultimate  beneficiaries  of  environmental  regulation  ~  to 
enforce  effectively  against  the  governmental  members  of  the  Commission.  Despite  this 
apparently  reassuring  language,  the  side  agreement  does  not  eliminate  the  potential  for 
downward  harmonization  inherent  in  the  NAFTA's  identification  of  environmental 
measures  as  potential  trade  barriers. 

The  principal  thrust  of  the  international  oversight  mechanism  established  by  the 
side  agreement  is  the  enforcement  by  each  NAFTA  party  of  its  own  environmental  laws. 
As  I  have  already  said,  the  Sierra  Club  believes  that  an  agreement  of  considerably  wider 
scope  is  necessary  that  would  addres.s,  for  instance,  the  content  of  those  laws  in  the  first 
place. 

Even  on  its  own  terms,  however,  this  oversight  mechanism  has  serious  defects.  A 
far  cry  fi-om  the  e.xpeditious  dispute  settlement  process  established  in  the  NAFTA 
proper,  international  supervision  of  domestic  environmental  enforcement  under  the  side 
agreement  is  relegated  to  second-class  status  hobbled  by  a  multitude  of  junctures  at 
which  that  process  can  easily  be  derailed: 

•  the  exclusion  of  domestic  measures  "the  primary  purpose  of  which  is  managing  the 
commercial  harvest  or  exploitation...of  natural  resources"  and  "any  statute  or 
regulation...directly  related  to  worker  safety  or  health"  (article  45,  paragraphs  2(a) 

&  (b)); 

•  the  creation  of  enormous  loopholes  for  governments  to  justify  non-enforcement 
that  meets  the  highly  subjective  tests  of  "a  reasonable  exercise  of...discretion  in 
respect  of  investigatory,  prosecutorial,  regulatory  or  compliance  matters"  or 
"results  from  bona  fide  decisions  to  allocate  resources  to  enforcement  in  respect 
of  environmental  matters  determined  to  have  higher  priorities"  (article  45, 
paragraph  1); 

•  an  additional  threshold  requirement  that  a  complaint  by  a  private  party  satisfies 
the  subjective  test  of  "appear[ing]  to  be  aimed  at  promoting  enforcement  rather 
than  at  harassing  industry"  (article  14,  paragraph  1(d)); 
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•  the  possibility  that  the  Secretariat  might  not  pursue  private  party  submissions  that 
in  the  Secretariat's  judgment  might  not  "raise  matters  whose  further  study...  would 
advance  the  goals"  of  the  side  agreement  (article  14,  paragraph  2(b)); 

•  a  similar  opportunity  for  the  Secretariat  to  fail  to  request  responses  from 
governments  because  a  private  party  has  not  exhausted  domestic  remedies  (article 
14,  paragraph  2(c)); 

"  excessive  governmental  control  over  the  professional  Secretariat,  as  indicated  by 

the  necessity  for  a  two-thirds  vote  of  the  governmental  representatives  on  the 
Council  before  a  factual  record  may  be  prepared  by  the  Secretariat  in  response  to 
a  private  party  complaint  (article  15,  paragraph  2); 

•  the  requirement  that  a  factual  record,  even  if  prepared,  be  withheld  from  the 
public  unless  two  of  the  three  governmental  representatives  on  the  Council 
affirmatively  instruct  the  Secretariat  (article  15,  paragraph  7);  and 

•  the  preclusion  of  government-to-government  dispute  settlement  procedures  except 
for  a  "persistent  pattern"  of  non-enforcement  ~  defined  as  a  "sustained  or 
recurring  course  of  action  or  inaction"  ~  that  may  be  very  difficult  or  impossible 
to  prove  (article  22,  paragraph  1  &  article  45,  paragraph  1). 

Given  that  any  one  of  these  hurdles  could  alone  derail  effective  use  of  this  supervisory 
mechanism,  its  efficacy  is  highly  questionable.  In  the  context  of  the  entire  NAFTA 
package,  this  defect  is  serious  indeed. 

Moreover,  the  relationship  between  the  entire  side  agreement  and  the  NAFTA 
proper  is  unclear.  The  side  agreement  does  not  specify  that  it  is  an  integral  part  of  the 
NAFTA  proper.  This  omission  -  presumably  intentional  rather  than  inadvertent  ~  could 
have  serious  consequences.  For  one,  it  is  not  clear  that  all  three  NAFTA  parties  must 
also  accept  the  side  agreement.  In  fact,  article  49  suggests  the  contrary.  That  provision 
specifies  that  additional  countries  besides  the  U.S.,  Mexico,  and  Canada  ~  presumably 
including  other  countries  like  Chile  that  might  become  party  to  the  NAFTA  proper  in 
the  future  -  may,  and  not  must,  accept  the  side  agreement. 

In  the  United  States,  this  lapse  could  mean  that  the  side  agreement  would  not  be 
considered  together  with  the  NAFTA  in  domestic  implementing  legislation.  The  Sierra 
Club  believes  that  the  requirements  concerning  enforcement  of  U.S.  law  provided  in  the 
side  agreement,  which  traditionally  has  been  subject  to  little  if  any  judicial  oversight, 
must  be  explicitly  addressed  in  the  implementing  legislation.   Press  reports  indicate  that 
Canada  concluded  its  domestic  procedures  necessary  for  ratifying  the  NAFTA  some  time 
ago.  Assuming  that  is  the  case,  the  Government  of  Canada  should  clearly  explain  the 
status  of  the  side  agreement  and  its  relationship  to  the  NAFTA  proper  as  a  domestic 
matter. 
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Mr.  Chairman,  it  is  indeed  unfortunate  that  I  must  appear  today  in  opposition  to 
this  agreement  which,  if  drafted  in  a  manner  more  responsive  to  environmental  concerns, 
might  offer  some  potential  for  progress  on  environmental  issues  in  North  America.  As 
written,  however,  the  NAFTA  package,  including  the  side  agreement,  is  likely  only  to 
exacerbate  the  trade-based  pressures  on  environmental  regulation  that  we  have  witnessed 
in  the  GATT  and  other  forums  in  recent  years.   If  economic  integration  in  North 
America  is  an  idea  whose  time  has  truly  come,  then  it  should  and  will  continue  to  be  a 
subject  of  continued  debate.  But  that  major  step  can  and  must  be  accompanied  by 
adequate  environmental  safeguards.   I  am  deeply  troubled  that  the  NAFTA  does  not 
meet  this  test.   Accordingly,  I  urge  this  Subcommittee  and  the  Congress  as  a  whole  to 
reject  the  agreement  and  its  implementing  legislation. 

Thank  you  very  much. 
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Chairman  Gibbons.  If  all  of  you  all  stick  to  5  minutes  we  are  not 
going  to  be  here  until  midnight  tonight. 

Mr.  Pope.  All  right.  I  apologize.  I  am  finished. 

Chairman  Gibbons.  You  are  against  it.  Let's  go  on  to  someone 
else. 

Ms.  Durbin. 

STATEMENT  OF  ANDREA  C.  DURBIN,  POLICY  ANALYST, 
FRIENDS  OF  THE  EARTH 

Ms.  Durbin.  Thank  you,  Mr.  Chairman. 

I  am  Andrea  Durbin,  policy  analyst  with  Friends  of  the  Earth. 
Friends  of  the  Earth  is  a  national  environmental  organization  with 
50,000  members  and  supporters,  and  we  have  member  groups  in  51 
different  countries.  We  welcome  the  opportunity  to  share  our  views 
on  the  NAFTA  with  you. 

We  believe  that  it  is  possible  to  structure  a  trade  agreement  that 
will  directly  link  economic  growth  and  the  improved  social  environ- 
mental conditions  of  the  three  countries,  but  the  NAFTA  and  the 
side  agreements  do  not  achieve  these  ends.  We  urge  the  members 
of  the  subcommittee  to  vote  against  this  agreement  and  put  your 
full  energies  behind  its  renegotiation. 

Friends  of  the  Earth  believes  that  NAFTA's  potential  to  create 
environmental  problems  and  its  lack  of  regard  to  existing  problems 
is  serious  enough  that  it  should  be  rejected  in  spite  of  what  was 
negotiated  in  the  side  agreement.  We  believe  that  rejection  of  this 
agreement  and  commitments  to  negotiate  another  is  better  than 
approving  this  agreement  in  its  flawed  form,  particularly  since  the 
NAFTA  will  serve  as  a  model  for  future  integration  with  the  rest 
of  Latin  America. 

We  want  to  acknowledge  the  administration's  efforts  in  negotiat- 
ing the  side  agreement.  However,  the  environmental  side  agree- 
ment does  little  to  address  the  fundamental  environmental  prob- 
lems in  NAFTA. 

I  would  like  to  play  out  a  scenario  of  how  the  side  agreement 
might  address  an  existing  environmental  problem.  There  have  been 
a  number  of  recent  press  reports  about  Carbon  II,  a  coal-fired  plant 
facility  under  construction  in  Mexico  near  Eagle  Pass,  TX,  along 
the  border,  which  may  be  exporting  energy  to  the  United  States. 
Carbon  II  will  lack  scrubbers  and  pollution  control  devices  for  sul- 
fur dioxide  that  will  be  standard  equipment  on  the  newly  con- 
structed power  plant  in  the  United  States. 

We  would  like  to  imagine  how  this  situation  would  be  addressed 
by  the  environmental  side  agreement.  First,  let's  assume  that  a  cit- 
izen group,  like  Friends  of  the  Earth,  wishes  to  take  action  to  try 
to  stop  transboundary  pollution.  We  could  lodge  a  complaint  with 
the  Commission,  but  the  complaint  can  be  denied.  If  it  is  accepted, 
the  Commission  could  undertake  a  report.  It  could  not  conduct  its 
own  independent  analysis  of  air  quality  or  subpoena  information 
directly  from  the  company.  It  could  only  ask  the  Mexican  and  Unit- 
ed States  Governments  to  provide  existing  information.  And  the 
Governments  can  refuse  to  supply  that  information. 

If  the  Governments  provide  the  information,  the  Commission  can 
write  a  report  and  make  recommendations.  It  would  be  impossible 
for  an  individual  or  an  environmental  organization  to  initiate  a 


334 

process  which  might  eventually  lead  to  formal  sanction.  Only  gov- 
ernments can  initiate  a  dispute  panel  and  then  only  with  the  sup- 
port of  two-thirds  of  the  parties. 

If  the  U.S.  Government  decided  to  bring  a  formal  complaint 
about  Carbon  II,  it  would  have  to  meet  a  number  of  requirements. 
First,  the  complaint  would  have  to  fall  under  a  narrow  definition 
of  environmental  laws  that  are  subject  to  enforcement  procedures 
in  the  side  agreement.  The  Commission  can  only  consider  laws  re- 
lated to  the  prevention  and  control  of  pollutants,  hazardous  sub- 
stances, the  protection  of  wild  flora  and  fauna.  Laws  such  as  food 
safety  regulation,  the  public  health  measures,  the  protection  of  nat- 
ural resources  are  excluded. 

In  the  scenario  of  Carbon  II,  the  Commission  could  look  at  air 
pollution  problems.  Then  the  United  States  would  have  to  prove 
that  the  violation  is  part  of  a  persistent  pattern  of  nonenforcement, 
though  the  side  agreement  does  not  define  how  long  persistent  is. 

In  this  scenario,  the  United  States  would  have  to  wait  until  the 
plant  is  operating  in  order  to  show  that  the  violations  are  persist- 
ent. Next,  the  United  States  would  have  to  prove  that  the  pollution 
is  being  caused  by  Mexico's  lax  enforcement  of  an  existing  law,  not 
for  failing  to  set  higher  regulatory  standards. 

According  to  the  Wall  Street  Journal,  the  Mexican  Embassy  has 
already  said  the  Carbon  II  "meets  and  exceeds  all  applicable  na- 
tional and  international  pollution  standards."  If  that  is  true,  the 
Commission  can  do  nothing. 

If  these  difficult  points  were  proven,  Mexico  could  then  claim 
forcing  pollution  control  on  coal-fired  plants  is  not  as  high  a  prior- 
ity as  addressing  air  pollution  in  Mexico  City,  for  example. 

If  the  United  States  were  able  to  surmount  these  difficulties  and 
succeed  in  levying  sanctions,  the  most  it  could  collect  is  $20  mil- 
lion. And  it  is  the  Mexican  CJovemment,  not  the  company  operating 
out  of  compliance,  that  would  have  to  pay.  According  to  U.S.  EPA 
the  cost  of  scrubbers  to  meet  U.S.  air  emission  standards  would  be 
$300  million.  Given  such  costs,  a  payment  of  a  $20  million  fine 
would  be  better  than  paying  to  build  scrubbers. 

This  scenario  is  meant  to  show  that  the  environmental  side 
agreement  didn't  serve  to  resolve  these  conflicts.  Instead,  it  creates 
another  international  institution  that,  given  its  weak  powers,  will 
be  ineff'ective.  And  given  the  requirements  for  sanctions  to  be  in- 
voked, it  is  unlikely  that  they  will  ever  be  applied. 

We  urge  the  members  of  this  committee  to  reject  this  agreement. 

Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  OT  ANDREA  C.  DURBIN 
FRIENDS  OF  THE  EARTH 

Mr.  Chairman  and  members  of  the  Subcommittee: 

Good  Morning.  I  am  Andrea  Durbin,  Policy  Analyst  with  Friends  of  the  Earth. 
Friends  of  the  Earth  is  a  national,  nonprofit  environmental  organization  with  50,000 
members  and  supporters.  We  have  affiliated  organizations  in  51  countries  and  work  on  a 
wide  range  of  national  and  international  environmental  issues. 

We  appreciate  this  opportunity  to  share  our  views  on  the  North  American  Free 
Trade  Agreement  (NAFTA).  After  long  and  careful  review  of  the  text  of  the  NAFTA,  as 
well  as  the  text  of  the  Side  Agreement  on  Environment,  we  have  concluded  that  the 
NAFTA,  as  currently  written,  is  not  in  the  environmental  interest  of  the  three  countries  that 
are  parties  to  the  agreement. 

We  believe  that  it  is  possible  to  structure  a  trade  agreement  that  will  directly  link 
economic  growth  and  the  improved  social  and  enviroimiental  conditions  of  the  three 
countries,  but  this  agreement  does  not  achieve  these  ends.  We  urge  the  members  of  the 
Subcommittee  to  vote  against  this  agreement  and  put  your  full  energies  behind  its 
renegotiation. 

Since  we  last  spoke  before  the  full  Committee,  the  Administration  has  concluded  a 
side  agreement  on  the  environment.  We  want  to  acknowledge  the  Administration's  efforts 
in  this  undertaking  and  recognize  the  advancements  of  environmental  issues  in  the  trade 
arena  over  the  last  few  years.  Trade  and  the  environment  will  be  intricately  linked  from 
now  on.  However,  the  environmental  side  agreement  does  little  to  address  the  fundamental 
environmental  questions  raised  by  NAFTA, 

Friends  of  the  Earth  believes  that  NAFTA's  potential  to  create  environmental 
problems  and  its  lack  of  regard  to  existing  problems  is  serious  enough  that  it  should  be 
rejected,  in  spite  of  what  was  negotiated  in  the  side  agreement.  We  agree  with  the  Federal 
District  Court  which  ruled  that  "NAFTA,  by  its  very  terms,  sets  forth  criteria  that  may  form 
a  basis  for  challenging  various  domestic  health  and  environmental  laws"...  and  that  "a  state 
law  that  conflicts  wath  the  NAFTA  is  preempted". 

We  believe  that  rejection  of  this  agreement,  and  commitments  to  negotiate  another, 
is  better  than  approving  this  agreement  in  its  flawed  form,  particularly  since  the  NAFTA  will 
serve  as  a  model  for  future  integration  with  the  rest  of  Latin  America. 

We  do  not  subscribe  to  the  idea  that  increasing  economic  growth  will  automatically 
lead  to  improved  environmental  protection.  We  believe  that  economic  growth  enables  a 
country  to  better  protect  the  environment,  but  it  will  not  necessarily  follow  without  some 
guarantees  and  explicit  commitments  within  the  agreement. 

In  our  testimony  today  we  will: 

1)  summarize  some  of  the  issues  that  have  not  been  addressed  in  the  environmental 
side  agreement; 

2)  analyze  the  contents  of  the  side  agreement; 

3)  explore  how  the  side  agreement  would  address  existing  situations. 
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I.  ANALYSIS  OF  THE  ENVIRONMENTAL  SIDE  AGREEMENT 

Many  crucial  environmental  issues  are  not  addressed  at  all  in  the  side  agreement. 
For  example,  the  agreement: 

1.  does  not  ensure  that  NAFTA  will  not  be  used  by  our  trading  partners  to  weaken 
federal  or  state  environmental,  health  and  safety  laws  that  may  impact  trade. 

2.  does  not  make  the  basic  dispute  resolution  process  of  NAFTA  more  open  or 
democratic  by  allowing  for  public  participation  or  requiring  a  more  representative 
process. 

3.  does  not  create  a  comprehensive  border  clean-up  plan,  based  on  the  polluter-payS 
principle. 

4.  does  not  deter  companies  from  relocating  to  countries  with  weaker  or  non- 
enforced  environmental  standards. 

5.  does  not  address  the  serious  impacts  of  NAfTA  on  the  conservation  of  natural 
resources  -  mining,  timber  and  agricultural  impacts. 

6.  does  not  safeguard  laws  which  protect  us  against  products  produced  in  an 
environmentally  destructive  manner. 

7.  does  nothing  to  solve  the  ongoing  problem  of  U.S.  owned  companies 
failing  to  return  toxic  wastes  to  the  U.S.  for  proper  treatment. 

A  Tri-National  Commission:  A  Lot  of  Talk,  But  No  Real  Teeth 

The  side  agreement  is  limited  and  weak,  consisting  only  of  (1)  the  establishment  a 
tri-national  Commission  for  Environmental  Cooperation  (CEC),  (2)  an  exhaustive 
mechanism  to  bring  disputes  between  countries  regarding  lax  enforcement  of  domestic 
environmental  laws  and  (3)  an  announcement  that  the  United  States  and  Mexico  will 
continue  discussion  about  a  proposed  border  institution  to  leverage  bonds  that  would  build 
infrastructure  along  the  border  region. 

Because  of  the  limited  authority  of  this  commission,  we  have  to  conclude  that  this 
new  institution  will  have  little  power  to  protect  the  environment  from  the  impacts  of 
NAFTA.  In  fact,  it  could  be  negative  for  the  environment  because  it  will  redirect  resources 
that  could  otherwise  be  used  for  border  clean-up  and  building  community  infrastructure. 


A  major  function  of  the  Commission  is  to  gather  information  in  response  to 
complaints.  However,  the  Commission  cannot  conduct  its  own  investigations,  but  must  rely 
on  information  provided  by  the  governments,  not  companies.  It  cannot  investigate  a 
workplace  or  company  directly.  If  a  govenmient  finds  an  information  request  excessive  or 
unduly  burdensome,  the  government  may  deny  the  request  for  information. 

The  Commission  can  draw  attention  to  environmental  problems  and  it  can  make 
recommendations.  Beyond  that  it  can  go  no  further.  In  short  it  is  little  more  than  a  forum 
for  discussion. 

A  Long  and  Exhaustive  Process  for  Enforcement 

The  centerpiece  of  the  Commission  is  its  ability  to  review  whether  or  not  each  Party 
is  enforcing  its  own  domestic  environmental  laws.  Unfortunately,  this  power  is  so 
circumscribed  that  it  is  effectively  meaningless. 

First,  the  definition  of  environmental  law  in  the  agreement  is  narrow  and  explicitly 
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excludes  laws  regulating  the  exploitation  of  natural  resources  from  the  enforcement 
provisions.  The  Commission  can  only  consider  laws  related  to  the  prevention  or  control  of 
pollutants,  hazardous  substances,  and  the  protection  of  wild  flora  and  fauna,  including 
endangered  species.  By  narrowly  defining  environmental  laws  in  this  way,  laws  such  as  food 
safety  regulations  or  public  health  measures  are  excluded. 

In  addition,  only  the  repeated  failure  to  enforce  an  existing  law  is  reviewable  by  the 
Commission.  Environmental  problems  that  are  caused  because  of  a  lack  of  regulation  are 
not  subject  to  review  because  there  is  no  law  to  review.  This  kind  of  backward  criteria  leads 
to  a  downward  pressure  against  establishing  an  environmental  regulatory  structure. 

For  those  narrow  laws  that  are  covered  by  the  agreement,  there  are  other  criteria 
that  must  be  met  to  determine  whether  or  not  a  government  can  be  penalized  for  not 
enforcing  its  environmental  laws.  The  agreement  allows  for  a  Party  to  not  enforce  its, 
environmental  laws  if  it  "reflects  a  reasonable  exercise  of  the  agency's  or  the  official's' 
discretion"  or  if  it  "results  from  a  bona  fide  decision  to  allocate  enforcement  resources  to 
violations  determined  to  have  higher  priorities"  (annex  11),  creating  a  gigantic  loophole  for 
governments  to  argue  their  way  out  of  a  complaint. 

Finally,  in  order  to  be  reviewable,  there  must  be  a  "persistent  pattern  of 
nonenforcement",  which  is  defined  as  "a  sustained  or  recurring  course  of  action  or  inaction" 
(annex  IV).  This  definition  is  extremely  vague  as  to  thelength  of  time  such  a  behavior  must 
be  sustained  before  a  complaint  can  be  brought.  Without  a  more  specific  definition,  the 
determination  of  persistent  pattern  of  non-enforcement  is  left  subjective  and  undetermined: 
it  could  be  one  year  or  five  years  of  nonenforcement. 

Enforcement:  Punishing  Governments,  Not  Polluters 

The  Administration  has  argued  that  the  "real  teeth"  in  this  agreement  is  the  ability 
to  penalize  a  government  for  nonenforcement  through  sanctions.  The  compromise  struck 
between  the  three  countries  would  allow  sanctions  to  be  levied  against  the  United  States 
and  Mexico,  and  fines  against  Canada,  enforced  through  the  Canadian  courts. 

Much  of  the  debate  has  focused  on  Mexico's  record  of  enforcing  environmental  laws, 
rather  than  on  the  behavior  of  industries  and  whether  or  not  they  are  complying  with  the 
law.  We  continue  to  believe  that  the  industries  themselves  must  be  held  responsible  and 
accountable  for  their  own  behavior.  But  this  agreement  punishes  govenmients  for  not 
enforcing,  not  industries  for  not  complying. 

If,  after  a  long  and  exhaustive  process,  the  Commission  decides  that  sanctions  or  fines 
can  be  levied,  the  agreement  limits  the  amount  of  the  penalty  to  no  more  than  $20  million 
the  first  year,  and  .007%  of  the  three-way  trade  between  countries  thereafter  (which  is 
roughly  $20  million  this  year).  Although  $20  million  appears  to  be  a  significant  amount, 
when  it  is  a  fine  against  governments,  it  is  relatively  insignificant.  Despite  what  the 
Administration  has  argued,  it  is  unlikely  that  the  government  wDl  pass  on  that  cost  to  the 
offending  industry.  Structuring  the  agreement  this  way  puts  the  burden  on  governments, 
rather  than  encouraging  companies  to  comply  with  the  law. 

Resolving  Disputes  in  the  Commission 

Like  the  NAFTA  itself,  the  side  agreement  establishes  a  dispute  resolution  process 
to  allow  Parties  to  bring  complaints  about  non-enforcement.  Only  nonenforcement  cases 
will  be  resolved  by  this  mechanism.  All  other  environmental  cases  will  be  heard  in 
NAFTA's  dispute  resolution  mechanism,  which  still  remains  closed  to  the  public,  and 
unrepresentative  of  environmental  interests. 

To  see  the  disparity  between  the  side  agreement  and  the  NAFTA,  one  only  needs 
to  look  at  the  dispute  resolution  process.  In  order  for  a  Party  to  establish  a  panel  in  the 
Commission,  it  must  gain  the  support  of  two-thirds  of  the  Parties.  Compare  that 
requirement  to  the  NAFTA  dispute  resolution  which  requires  that  only  one  Party  needs  to 
approve  in  order  to  form  a  panel.  The  criteria  in  the  environmental  side  agreement  are 
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consistently  more  difficult  to  meet  than  in  the  NAFTA. 

Only  governments,  not  citizens,  can  request  a  panel.  Although  citizens  can  bring  a 
complaint  to  the  Commission,  citizen  complaints  do  not  lead  to  the  formation  of  a  panel. 
If  a  citizen  meets  the  regimented  criteria  that  the  Commission  requires  to  be  a  legitimate 
consideration,  the  most  the  Commission  can  do  in  response  to  that  complaint  is  issue  a 
report,  which  requires  the  approval  of  two-thirds  of  the  Parties.  Still  the  governments  can 
refuse  to  answer  a  citizen's  request,  or  scale  back  the  request. 

The  negotiators  have  made  progress  in  the  dispute  process  of  the  Commission,  when 
compared  to  NAFTA's  dispute  resolution.  It  will  set  up  a  roster  of  panelists  that  include 
panelists  that  have  environmental  expertise.  However,  this  does  not  extend  to  NAFTA's 
dispute  panel  where  environmental  experts  are  not  mentioned  or  required.  This  difference 
is  crucial  because  any  challenges  to  U.S.  environmental,  health  or  safety  laws  will  be 
resolved  in  the  NAFTA  dispute  process. 

II.   CARBON  II:  A  HYPOTHETICAL  CASE 

In  recent  weeks  there  have  been  a  number  of  press  reports  about  the  Carbon  II  coal 
fired  power  plant  facility  under  construction  in  Mexico  near  the  U.S.  border  town  of  Eagle 
Pass,  Texas,  140  miles  southeast  of  Big  Bend  National  J'ark.  The  coal  fired  plants  may  be 
exporting  energy  to  the  United  States. 

Carbon  II  will  lack  scrubbers  and  pollution  control  devices  for  sulfur  dioxide  that 
would  be  standard  equipment  on  a  newly  constructed  power  plant  in  the  U.S. 
Environmentalists  are  concerned  that  its  emissions  will  cause  air  pollution  problems  on  the 
U.S.  side  of  the  border  and  impact  Big  Bend  National  Park.  Attached  to  our  testimony  is 
a  recent  Wall  Street  Journal  article  about  the  plant. 

We  would  like  to  imagine  how  this  situation  would  be  addressed  by  the 
environmental  side  agreement. 

First,  let's  assume  that  a  citizen's  group  like  Friends  of  the  Earth  wishes  to  take 
action  to  try  to  stop  transboundary  pollution.  It  could  lodge  a  complaint  with  the 
Commission,  which  can  be  denied.  If  it  is  accepted,  the  Commission  could  undertake  a 
report.  It  could  not  conduct  its  own  independent  analyses  of  air  quality  or  subpoena  plant 
managers  or  directors.  It  could  only  ask  the  Mexican  and  US  govenmients  to  provide 
existing  information.  The  governments  can  then  simply  refuse,  saying  the  demand  is 
burdensome.  If  the  governments  provide  information,  the  Commission  can  write  a  report 
and  make  recommendations.  If  two  of  the  three  countries  agree,  the  report  can  be  made 
public,  otherwise  it  remains  confidential. 

It  would  be  impossible  for  an  individual  or  an  organization  like  Friends  of  the  Earth 
to  initiate  the  process  which  might  eventually  lead  to  formal  sanctions.  Such  actions  can 
only  come  at  the  request  of  governments,  and  with  the  support  of  two-third's  of  the  parties. 

If  the  U.S.  Government  decided  to  bring  a  formal  complaint  about  Carbon  II  it 
would  have  to  prove  that  the  pollution  is  being  caused  by  Mexico's  lax  enforcement  of  an 
existing  law,  not  for  the  failure  to  set  regulatory  standards.  According  to  the  Wall  Street 
Journal,  the  Mexican  embassy  has  already  said  that  the  plant  "meets  or  exceeds  all 
applicable  national  and  international  pollution  standards".  If  that  is  true,  the  Commission 
can  do  nothing. 

Second,  the  U.S.  would  have  to  prove  that  the  violation  is  part  of  a  'persistent 
pattern'  of  non-enforcement.  While  the  meaning  of  this  term  is  unclear  and  will  likely  be 
resolved  through  precedent,  the  U.S.  will  have  to  wait  until  the  plant  is  operating  and  will 
have  to  show  that  the  violations  of  environmental  laws  have  been  persistent.  It  may  also 
need  to  prove  not  just  that  this  plant  is  in  violation  but  that  the  whole  Mexican  power  sector 
is  in  violation. 

If  these  difficult  points  were  proven,  Mexico  could  then  simply  claim  that  enforcing 


pollution  control  on  coal-fired  plants  is  not  a  priority  and  the  lack  of  attention  "results  from 
a  bona  fide  decision  to  allocate  enforcement  resources  to  violations  determined  to  have 
higher  priorities"  such  as  air  pollution  in  Mexico  city. 

If  the  U.S.  were  able  to  surmount  these  difficulties  and  succeed  in  levying  sanctions, 
the  most  it  could  collect  is  $20  million  dollars.  According  to  the  U.S.  EPA  the  costs  of 
installing  scrubbers  to  meet  U.S.  air  emission  standards  would  be  around  $300  million 
simply  to  control  sulfur  dioxide,  not  to  mention  nitrogen  oxide.  Given  such  costs,  at  the  end 
of  the  day,  paying  the  fine  would  be  a  bargain  for  Mexico. 

III.  CASE  STUDY  OF  RE-EXPORTING  HAZARDOUS  WASTES 

Annex  III  of  the  1983  La  Paz  Agreement  and  the  1988  Mexican 
Law  of  General  Equilibrium  require  Maquiladora  industries  to  export 
their  hazardous  waste  to  the  country  of  origin  for  treatment  and 

disposal.  The  thinking  behind  this  agreement  is  that  Mexico  lacks  facilities  to  treat  these 
wastes  in  a  manner  equivalent  to  the  treatment  they  would  receive  in  the  U.S. 

The  U.S.-owned  Maquiladoras  widely  flaunt  this  law.  The  Environmental  Protection 
Agency  estimates  that  only  about  one-third  of  the  hazardous  waste  generated  in  the 
Maquiladoras  is  returned  to  the  U.S.,  leaving  somewhere  around  20,000  tons  in  Mexico. 

This  situation  is  not  in  the  Mexican  or  the  U.S.  interest. 
The  improperly  dumped  toxic  wastes  can  lead  to  public  health  problems  and  huge  long-term 
clean-up  costs  for  Mexico.   Industries 

may  relocate  to  Mexico  to  take  advantage  of  the  situation  and  avoid  the  costs  of  proper 
disposal  in  the  U.S.  The  problem  is  not  isolated  to  Mexico,  since  the  toxics  can  cross  back 
into  the  U.S.  through  the  air,  water,  or  groundwater. 

This  whole  topic  is  not  addressed  in  the  NAFTA,  despite  being 
one  of  the  clearest,  current,  trade  and  environment  problems 

between  the  U.S.  and  Mexico.  We  had  hoped  that  the  side  agreements  would  address  the 
problem,  but,  as  with  Carbon  II,  we  see  them  doing  little  more  than  providing  an 
opportunity  to  discuss  the  issue.  In  fact  the  agreement  could  provide  political  cover  to  allow 
this  problem  to  persist  into  the  next  cenmry. 

If  this  issue  were  brought  before  the  Commission,  the  politics  would  be  somewhat 
different  from  Carbon  11,  since  in  the  case  of  the  failure  to  re-export  hazardous  wastes  both 
the  U.S.  and  the  Mexican  Governments  are  failing  to  meet  treaty  obligations.  Since  the 
approvial  of  two  NAFTA  country  governments  is  required  to  im'tiate  a  formal  enforcement 
proceedings,  it  is  unlikely  this  situation  would  ever  be  considered.  Furthermore,  if  the  issue 
were  considered,  the  U.S.  and  Mexico  could  quickly  announce  that  they  had  reached  an 
agreement  on  the  issue  -  whether  or  not  any  real  action  would  ultimately  take  place. 

We  therefore  believe  that  the  Side  Agreements  will  deflect  action  on  this  crucial  area 
for  the  immediate  future.  Furthermore,  since  NAFTA  gradually  phases  out  the 
Maquiladora  program  as  it  phases  out  tariffs,  the  effect  is  to  provide  cover  for  these 
corporate  violations  until  the  NAFTA  itself  steps  in  and  makes  the  dumping  of  hazardous 
wastes  legal.  In  short,  desperately  needed  control  and  prevention  of  industrial  toxics  will 
not  take  place. 

IV.  CONCLUSION 

The  environmental  side  agreement  did  not  serve  to  resolve  some  key  conflicts 
between  increased  trade  and  environmental  protection.  Instead,  it  creates  yet  another 
international  institution  that,  given  its  weak  powers,  will  be  ineffective,  and  given  the 
requirements  for  sanctions  to  be  invoked,  it  is  unlikely  that  they  will  be  applied. 

We  still  believe  that  a  framework  for  integration  is  necessary  within  North  America, 
but  that  framework  needs  to  be  dramatically  recast  to  incorporate  the  goals  of  sustainable 
development,  demoaatic  participation  and  responsible  corporate  behavior. 
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Chairman  Gibbons.  If  any  of  you  all  are  thinking  about  a  future 
agreement  with  Mexico,  you  ought  to  plan  to  live  a  long  time.  If 
we  reject  this  agreement,  the  Mexicans  are  not  going  to  deal  with 
us.  They  are  going  to  deal  with  the  Japanese  and  the  Europeans. 
Do  you  think  they  will  give  a  damn  about  the  U.S.  environment  or 
the  world  environment?  Think  about  that  for  a  while. 

OK,  Mr.  Emerson. 

STATEMENT  OF  PETER  M.  EMERSON,  SENIOR  ECONOMIST, 
ENVIRONMENTAL  DEFENSE  FUND 

Mr.  Emerson.  I  am  Pete  Emerson.  I  am  employed  by  the  Envi- 
ronmental Defense  Fund  in  Austin,  TX.  I  appreciate  the  oppor- 
tunity to  be  here  to  address  issues  in  the  implementing  bill  and 
statement  of  administrative  action. 

On  September  15,  EDF's  executive  director,  Fred  Krupp,  an- 
nounced our  support  for  the  NAFTA  and  its  environmental  side  ac- 
cord. This  decision  was  based  on  a  careful  analysis  of  documents 
that  reveal  provisions  to  integrate  trade  and  environmental  safe- 
guards and  new  tools  to  improve  the  enforcement  of  environmental 
laws  in  North  America. 

In  the  NAFTA  text,  as  you  know,  Mr.  Chairman,  environmental- 
ists have  achieved  many  commitments,  which  we  talked  about  in 
earlier  testimony.  There  is  a  commitment  for  the  three  parties  to 
work  together  to  strengthen  their  environmental  laws,  to  work  for 
sustainable  development;  there  is  a  commitment  to  give  primacy  to 
international  environmental  accords  over  NAFTA  provisions.  In  the 
area  of  technical  standards  and  regulations,  there  is  a  commitment 
to  work  for  more  stringent  enforcement  of  the  environmental  laws 
to  make  sure  that  you  can  have  regulations  and  standards  that  are 
more  stringent  than  international  standards.  There  is  certainly  a 
commitment  to  try  to  do  something  about  the  pollution  havens 
problem.  And  there  was  a  dispute  resolution  process  that  brings  its 
technical  and  scientific  expertise  to  bear  on  environmental  issue. 

In  the  environmental  side  accord,  which  is  something  that  has 
taken  place  since  we  testified  last,  we  have  achieved  new  commit- 
ments designed  to  improve  the  enforcement  of  environmental  laws 
to  enhance  cooperation  on  environmental  problem-solving  in  North 
America  and  to  promote  public  participation  and  due  process  in  de- 
veloping and  enforcing  environmental  laws  and  administrative  pro- 
cedures. The  environmental  side  accord  gives  a  person  or  a  non- 
governmental entity  who  believes  that  a  country  is  not  enforcing  its 
environmental  law  an  opportunity  to  make  the  allegation  known 
through  the  new  Commission  for  Environmental  Cooperation  and 
to  follow  through  a  process  which  could  ultimately  result  in  the  im- 
position of  trade  sanctions. 

The  new  Commission  for  Environmental  Cooperation  will  work 
with  the  NAFTA's  Free-Trade  Commission  and  its  technical  com- 
mittees on  important  matters  relating  to  the  environment. 

In  our  judgment,  the  likelihood  of  solving  environmental  prob- 
lems in  North  America  is  significantly  greater  if  the  NAFTA  and 
its  environmental  side  accord  become  effective  January  1,  1994, 
than  if  they  are  rejected.  We  believe  the  environment  will  benefit 
as  a  result  of  several  things.  I  would  like  to  list  these  because  they 
are  important. 
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First,  because  of  better  cooperation  between  the  countries;  sec- 
ond, because  of  more  comprehensive  regulation  and  law  enforce- 
ment in  each  country;  third,  because  of  better  access  to  information 
and  public  participation  in  solving  environmental  problems;  fourth, 
because  of  more  open  political  administrative  and  judicial  proc- 
esses; fifth,  because  of  regular  reporting  on  the  state  of  North 
America's  environment;  sixth,  because  of  greater  efficiency  in  the 
use  of  resources  as  trade  barriers  fall;  seventh,  because  of  in- 
creased economic  growth  and  a  rising  demand  for  environmental 
quality;  and  last,  because  of  the  likely  favorable  impacts  of  the 
NAFTA's  provisions  ultimately  being  extended  to  the  GATT  and 
other  trade  agreements. 

In  addition  to  these  important  benefits,  which  are  related  to 
bringing  environmental  policy  and  trade  policy  together,  we  have 
commitments  from  the  Clinton  administration,  that  they  are  work- 
ing with  the  Mexican  Government  to  provide  increased  funding  for 
the  United  States-Mexico  border  and  to  develop  governance  frame- 
works to  solve  environmental  problems  along  the  border. 

With  respect  to  the  implementing  legislation  and  the  statement 
of  administrative  action,  we  are  asking  the  Congress  and  the  ad- 
ministration to  work  together  to  do  three  basic  things: 

First,  is  to  reaffirm  protection  of  U.S.  laws;  second  is  to  promote 
the  use  of  binational  agreements;  and  third  and  very  important,  is 
to  provide  necessary  funding  for  United  States-Mexico  border 
cleanup  and  the  new  Commission  for  Environmental  Cooperation. 

First,  in  the  area  of  reaffirming  protection  of  U.S.  laws,  we  re- 
quest that  the  implementing  legislation  specify  that  nothing  in  the 
trade  agreement  will  lead  to  the  overturning  of  a  United  States, 
Federal,  State,  or  local  law,  nor  create  a  private  right  of  action,  to 
attack  an  existing  law.  If  State  and  local  laws  are  challenged.  Fed- 
eral officials  should  be  required  to  give  notice  to  jurisdictions  and 
provide  opportunities  for  their  officials  to  participate  in  formulating 
the  U.S.  response. 

Second,  in  the  area  of  promoting  the  use  of  binational  agree- 
ments, we  request  that  the  implementing  legislation  direct  Federal 
officials  to  expand  their  efforts  to  work  with  our  NAFTA  partners 
to  assess  and  mitigate  transborder  problems,  and  to  encourage 
transborder  investment  and  to  promote  local  and  regional  manage- 
ment responsibility.  An  excellent  way  to  kick  off  this  expanded  ef- 
fort is  to  use  the  1983  Border  Environmental  Treaty  to  create  an 
international  air  quality  management  district  for  the  common 
airshed  shared  by  Juarez,  Chihuahua,  and  El  Paso,  TX.  A  bina- 
tional task  force  of  government,  business,  and  academic  leaders  of 
El  Paso  and  Juarez  have  worked  6  months  to  recommend  an  inter- 
national air  quality  management  district  and  to  recommend  spe- 
cific pollution  reduction  projects. 

EPA  officials  have  made  important  contributions  to  this  task 
force.  The  Environmental  Defense  Fund  has  discussed  this  project 
with  President  Salinas  and  Secretary  of  Social  Development 
Donaldo  Colosio.  Both  Mexican  officials  strongly  support  this 
project  and  have  designated  staff  members  to  work  with  us. 

In  a  September  8  letter  to  Grov.  Ann  Richards  President  Bill  Clin- 
ton explained  that  he  has  consulted  with  Ambassador  Kantor  and 
Administrator  Browner,  and  stated,  "We  all  agree  that  your  pro- 
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posal  for  establishing  an  international  air  quality  management  dis- 
trict in  El  Paso-Juarez  represents  the  kind  of  innovative  approach 
our  country  needs  in  order  to  promote  regional  environmental  pro- 
tection." 

The  next  step  is  to  get  the  management  district  up  and  running 
and  to  start  cleaning  up  the  air  in  El  Paso  and  Juarez.  The  experi- 
ences gained  in  El  Paso  and  Juarez  will  be  helpful  in  solving  other 
air,  water,  and  hazardous  waste  problems. 

People  who  live  and  work  along  the  United  States-Mexico  border 
realize  that  our  countries  have  signed  several  agreements  in  the 
past  but  have  failed  to  establish  the  governance  framework  needed 
to  solve  specific  problems.  While  much  can  be  accomplished  using 
the  1983  Border  Environmental  Treaty,  implementation  of  the 
NAFTA  and  the  North  American  Agreement  on  Environmental  Co- 
operation must  help  us  to  overcome  shortcomings  in  binational  gov- 
ernance. 

Our  third  point  is  that  we  need  funding  to  carry  out  work  on  the 
United  States-Mexico  border.  The  Clinton  administration  has  said 
that  they  are  going  to  open  an  EPA  office  in  the  border  region. 
That  must  be  done.  They  have  said  they  are  going  to  do  a  new  bor- 
der action  plan.  That  must  be  done.  And  they  have  talked  to  us 
about  more  money  for  water  treatment  and  water  delivery  systems. 
The  Congress  needs  to  make  sure  that  all  of  this  happens  along 
with  appropriate  funding  for  the  Commission  for  Environmental 
Cooperation. 

In  sum,  the  NAFTA  debate  teaches  us  that  freer  trade  can  mean 
greener  trade.  If  approved  and  fully  implemented,  NAFTA  and  re- 
lated agreements  will  provide  institutions  and  means  that  are  not 
otherwise  available  to  make  environmental  improvements  in  all 
three  countries.  This  is  an  important  step  forward. 

After  completing  a  thorough  review  of  NAFTA,  Dr.  Raymond 
Mikesell,  a  highly  regarded  scholar  and  chair  of  the  Sierra  Club's 
Economics  Committee  summarized  the  situation  succinctly.  He 
said,  "Combining  environmental  and  trade  objectives  in  a  multilat- 
eral trade  agreement  is  a  remarkable  achievement  that  should  be 
hailed  as  a  model  for  future  agreements,  not  only  in  the  Western 
Hemisphere,  but  for  the  GATT." 

I  would  be  pleased  to  submit  Dr.  Mikesell's  paper  for  the  record, 
and  I  look  forward  to  answering  your  questions.  Thank  you. 

Chairman  Gibbons.  Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  PETER  M.  EMERSON. 

SENIOR  ECONOMIST, 
ENVIRONMENTAL  DEFENSE  FUND 


Chairman  Gibbons  and  members  of  the  Subcommittee  on  Trade,  my  name  is 
Peter  M.  Emerson.   I  am  an  economist,  employed  by  the  Environmental  Defense  Fund 
(EOF)  in  Austin,  Texas.   EDF  seeks  to  find  innovative  and  viable  solutions  to  today's 
environmental  problems  by  linking  science,  economics  and  law. 

I  appreciate  the  opportunity  to  testify  today  on  issues  that  should  be  addressed  in 
the  implementing  bill  and  statement  of  administrative  action  for  the  North  American 
Free  Trade  Agreement  (NAFTA). 

On  September  15th,  EDFs  Executive  Director,  Fred  Krupp,  announced  our 
support  for  the  NAFTA  and  its  environmental  side  accord.  This  decision  was  based  on 
careful  analysis  of  these  documents  which  reveals  key  provisions  that  integrate 
environmental  safeguards  with  the  commercial  trade  agreement  and  new  tools  to 
improve  the  development  and  enforcement  of  environmental  laws  in  North  America. 

In  the  NAFTA's  text,  environmentalist  have  achieved  commitments  from  the 
countries  to  strengthen  their  environmental  laws  and  to  promote  sustainable 
development.   It  is  agreed  that  the  requirements  of  international  environmental  accords 
that  prohibit  trade  in  endangered  species,  ozone  depleting  substances  and  hazardous 
wastes  will  take  precedence  over  conflicting  NAFTA  provisions.   In  the  area  of  technical 
standards  and  regulations,  the  countries  agree  to  protect  their  right  to  enact  standards 
more  stringent  than  an  international  standard  and  to  work  jointly  to  enhance  the  level  of 
environmental  protection.  Through  these  provisions  and  others,  the  countries  have 
strengthened  their  abiUty  to  maintain  control  over  their  own  environmental  laws.  To 
discourage  "pollution  havens,"  the  countries  agree  that  it  is  inappropriate  to  attract 
investments  by  not  enforcing  or  by  waiving  an  environmental  law.  Also,  dispute 
resolution  procedures  under  the  NAFTA  will  include  technical  experts  and  scientific 
review,  and  they  place  the  burden  of  proof  on  the  challenging  party. 

In  the  environmental  side  accord,  called  the  North  American  Agreement  on 
Environmental  Cooperation,  the  countries  agree  to  specific  commitments  designed  to 
improve  enforcement  of  environmental  laws,  to  enhance  cooperation  on  environmental 
problem-solving  in  North  America,  and  to  promote  public  participation  and  due  process 
in  developing  and  enforcing  their  environmental  laws  and  administrative  procedures. 

If  the  environmental  side  accord  is  adopted,  a  person  or  non-governmental  entity 
who  believes  that  a  country  is  not  enforcing  its  environmental  laws  will  be  able  to  make 
those  allegations  known  through  the  new  Commission  for  Environmental  Cooperation. 
Allegations  will  be  thoroughly  and  openly  investigated.   If  one  country  believes  that 
another  country  is  engaging  in  a  persistent  pattern  of  failing  to  enforce  effectively  its 
envirorunental  law  and  if  consultation  is  unsuccessful,  a  dispute  resolution  process 
ensues.  It  can  result  in  preparation  of  an  action  plan  to  correct  the  pattern  of  violations, 
and/or  penalties  of  up  to  $20  million  per  year  and,  in  the  case  of  the  United  States  and 
Mexico,  the  imposition  of  trade  sanctions. 

The  Commission  for  Environmental  Cooperation  will  also  advise  the  NAFTA's 
Free  Trade  Commission  and  technical  committees  on  specific  environmental  provisions, 
develop  recommendations  on  the  conservation  of  natural  resources,  and  regularly 
monitor  the  environmental  consequences  of  freer  trade. 
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In  our  judgement,  the  likelihood  of  solving  environmental  problems  in  North 
America  is  significantly  greater  if  the  NAFTA  and  its  environmental  side  accord  become 
effective  on  January  1,  1994,  than  if  they  are  rejected.   We  believe  the  environment  will 
benefit  as  a  result  of: 

better  cooperation  between  the  countries; 

more  comprehensive  regulation  and  law  enforcement  in  each  country; 

better  access  to  information  and  public  participation  in  solving 

environmental  problems; 

more  open  political,  administrative,  and  judicial  processes; 

regular  reporting  on  the  state  of  North  America's  environment; 

greater  efficiency  in  the  use  of  resources  as  trade  barriers  fall; 

increased  economic  growth  and  a  rising  demand  for  environmental  quality; 

and 

likely  favorable  impacts  as  NAFTA's  environmental  provisions  are 

extended  to  the  General  Agreement  on  Tariffs  and  Trade  (GATT)  and 

other  trade  agreements. 

In  addition  to  the  environmental  benefits  of  integrating  trade  and  environmental 
policy,  as  described  above,  the  Clinton  Administration  is  working  with  the  Mexican 
government  to  provide  a  significant  increase  in  infrastructure  funding  and  better 
regulatory  mechanisms  to  deal  with  environmental  problems  in  the  U.S.-Mexico  border 
region. 

With  respect  to  the  implementing  bill  and  statement  of  administrative  action,  we 
urge  Congress  to  adopt  recommendations  that  will  reaffirm  protection  of  U.S.  laws, 
promote  the  use  of  bi-national  agreements,  and  provide  necessary  funding  for  U.S.- 
Mexico border  clean-up  and  the  new  Commission  for  Environmental  Cooper;ition. 

Reaffirm  Protection  of  U.S.  Laws.   We  request  that  the  implementing  legislation 
specify  that  nothing  in  the  trade  agreement  will  lead  to  the  overturning  of  a  U.S.  federal, 
state,  or  local  law;   nor  will  it  create  a  private  right  of  action  to  attack  an  existing  law.   If 
state  and  local  laws  are  challenged  under  the  NAFTA,  federal  officials  should  be 
required  to  give  notice  to  state  and  local  jurisdictions  and  provide  an  opportunity  for 
their  officials  to  participate  in  formulation  the  U.S.  response.  Also,  the  implementing 
legislation  should  specify  that  state  and  local  governments  are  permitted  to  enact 
environmental,  health,  and  safety  standards  which  are  more  stringent  than  existing 
federal  or  international  standards. 

Promote  the  Use  of  Bi-National  Agreements.      We  request  that  the  implementing 
legislation  direct  federal  officials  to  expand  their  efforts  to  work  with  our  NAFTA 
partners  to  assess  and  mitigate  transboundary  environmental  problems,  to  encourage 
transboundary  investment  in  pollution  control  and  prevention  projects,  and  to  promote 
local  or  regional  management  responsibility. 

An  excellent  way  to  kick-off  an  expanded  effort  is  to  use  the  1983  Border 
Environmental  Treaty  to  create  an  international  air  quality  management  district  for  the 
common  airshed  shared  by  Cd.  Juarez,  Chihuahua;   El  Paso,  Texas;   and  Dona  Ana 
County,  New  Mexico.  Troubled  by  very  serious  air  pollution  problems,  a  bi-national  task 
force  of  business,  government,  academic  and  environmental  leaders  from  El  Paso  and 
Cd.  Juarez  has  worked  for  the  past  six  months  to  recommend  creation  of  an  international 
air  quality  management  district  and  to  investigate  specific  pollution  reduction  projects. 
EPA  and  SEDESOL  officials  have  made  important  contributions  to  the  work  of  this  task 
force.  The  Enviroiunental  Defense  Fund  has  discussed  the  details  of  this  project  with 
Mexico's  President  Carlos  Salinas  de  Gortari  and  Secretary  of  Social  Development  Luis 
Donaldo  Colosio.   Both  officials  strongly  support  this  project  and  have  designated  staff 
members  to  work  with  us.  In  a  September  8th  letter  to  Governor  Ann  Richards, 
President  Bill  Clinton  explained  that  he  has  consulted  with  Ambassador  Kantor  and 
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Administrator  Browner,  and  stated,  "we  all  agree  that  your  proposal  for  establishing  an 
International  Air  Quality  Management  District  in  El  Paso/Juarez  represents  the  kind  of 
innovative  approach  our  country  needs  in  order  to  promote  regional  environmental 
protection." 

The  next  step  is  to  get  the  management  district  up  and  running  and  to  start 
cleaning  up  the  air  in  El  Paso  and  Cd.  Juarez.  The  experiences  gained  in  El  Paso  and 
Cd.  Juarez  will  be  helpful  in  solving  other  air,  water,  and  hazardous  waste  problems. 

People  who  live  and  work  in  the  U.S.-Mexico  border  region  realize  that  our 
countries  have  signed  several  agreements  in  the  past,  but  often  have  failed  to  establish 
the  governance  framework  needed  to  solve  specific  problems.   While  much  can  be 
accomplished  using  the  1983  Border  Environmental  Treaty,  implementation  of  the 
NAFTA  and  the  North  American  Agreement  on  Environmental  Cooperation  must  help 
us  to  overcome  shortcomings  in  bi-national  governance. 

Provide  Necessary  Funding.   We  urge  Congress  to  support  the  Clinton 
Administration's  plan  to  open  an  EPA  office  along  the  U.S.-Mexico  border,  to  develop  a 
"new  border  action  plan,"  and  to  make  significant  sums  of  money  available  for 
wastewater  treatment  and  water  delivery  systems.   EDF's  staff  members  have  discussed 
proposals  with  Administration  officials  and  look  forward  to  carefully  reviewing  their  final 
package.  We  are  especially  interested  in  promoting  pollution  control  bonds  and  other 
financing  mechanisms  needed  to  attract  private  sector  capital  to  tlie  border  region,  low- 
cost  treatment  systems,  incentives  that  encourage  waste  minimization,  and  bi-national 
governance  mechanisms  that  lead  to  efficient  clean-up. 

The  Congress  and  the  Administration  must  also  work  together  to  provide 
sufficient  funding  to  support  the  new  Commission  for  Environmental  Cooperation. 

In  sum,  the  NAFTA  debate  teaches  us  that  freer  trade  can  mean  greener  trade. 
If  approved  and  fully  implemented,  the  NAFTA  and  its  related  commitments  will 
provide  institutions  and  means  that  are  not  otherwise  available  to  make  environmental 
improvements  in  all  three  countries.  This  is  an  important  step  forward. 

After  completing  a  thorough  review  of  the  NAFTA,  Dr.  Raymond  F.  Mikesell  ~  a 
highly  regarded  scholar  in  international  trade  and  economic  development,  and  chair  of 
the  Sierra  Club's  Economics  Committee  -  summarized  the  situation  succinctly.   Dr. 
Mikesell  said,  "Combining  environmental  and  trade  objectives  in  a  multilateral  trade 
agreement  is  a  remarkable  achievement  that  should  be  hailed  as  a  model  for  future 
agreements,  not  only  in  the  Western  Hemisphere,  but  for  GATT." 

I  would  be  pleased  to  submit  Dr.  Mikesell's  paper  for  the  record  and  look 
forward  to  answering  your  questions. 
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STATEMENT  OF  LORI  M.  WALLACH,  DIRECTOR  OF  TRADE 
PROGRAM,  PUBLIC  CITIZEN'S  CONGRESS  WATCH 

Ms.  Wallach.  My  name  is  Lori  Wallach,  and  I  am  with  Public 
Citizen,  a  consumer  and  environmental  advocacy  group  founded  by 
Ralph  Nader.  I  submit  for  the  record  testimony  that  describes  in 
detail  why  we  believe  that  the  entire  NAFTA  package,  unfortu- 
nately, is  worse  than  the  current  status  quo  as  regards  the  envi- 
ronment and  consumer  health  and  safety. 

But  before  summarizing  my  testimony,  I  would  like  to  turn  first 
to  the  chairman's  comments  about  the  now-or-never  nature  of 
NAFTA. 

It  is  a  point  that  has  been  raised  in  the  past  by  many  NAFTA 
supporters.  And  it  is  one  that  I  think  needs  to  be  addressed. 

There  is  no  evidence  I  am  aware  of  that  Japan  would  be  the 
place  Mexico  where  would  turn  if  this  particular  NAFTA  were  not 
to  be  approved  by  Congress.  Geographic  proximity  has  historically 
proved  to  be  the  basis  for  countries  to  frame  trade  agreements. 

As  a  second  point,  considering  the  political  situation  with 
NAFTA  right  now  and  the  public  opposition  to  it,  it  has  been,  in 
my  perspective,  necessary — my  institutional  position  of  not  this 
NAFTA — to  think  in  fact  what  responsibly  our  countries  could  do 
together,  and  that  gets  to  the  notion  of  what  could  be  negotiated. 

Certainly,  if  the  same  governments  are  in  power — both  Mexico 
and  Canada  have  an  election  next  year — negotiations  could  con- 
tinue. Much  of  NAFTA  and  certainly  the  side  agreements  are  based 
on  continuing  discussions  between  the  countries.  If  there  is  a 
change  in  governments,  it  is  the  case  that  both  major  Mexican  op- 
position parties  and  the  Canadian  Liberal  Party  have  had  a  call  for 
renegotiation.  So  while  certainly  that  process  wouldn't  be  easy,  as 
the  original  negotiation  wasn't,  I  think  it  is  not  unreasonable  to 
look  at  this  NAFTA  in  the  context  of  a  better  one  that  could  be  ne- 
gotiated in  the  future. 

Having  said  that,  I  would  like  to  pick  up  from  my  testimony 
where  I  left  off  in  March  when  you  invited  the  environmentalists 
to  come  to  your  committee  and  discuss  what  we  felt  to  be  the  sup- 
plements to  the  negotiations  at  that  point.  The  supplements  to  ne- 
gotiations were  basically  to  address  problems  that  were  negotiated, 
because  President  Clinton  had  some  concerns  and  so  did  all  of  us. 

In  that  hearing,  and  even  now,  a  lot  of  focus  has  been  put  on  the 
Commission  that  was  provided  and  the  notion  of  side  agreements 
on  environment  and  labor.  And  the  point  that  I  address,  and  I 
would  like  to  bring  the  committee  back  to  now,  is  the  actual 
NAFTA  text,  that  being  the  basis  for  the  side  agreements  to  fix  the 
problems  in  the  text,  and  what  actually  happened  with  regard  to 
those  problems.  And  I  would  refer  the  committee  to  the  end  of  my 
testimony. 

You  will  see  two  charts.  One  outlines  President  Clinton's  speech, 
what  he  said  on  the  environment  and  other  problems.  And  another 
outlines  the  problems  that  25  national  environmental  and 
consumer  and  conservation  groups  had  with  the  NAFTA  text.  And 
unfortunately,  that  chart  shows  that  the  majority  of  issues  that 
President  Clinton  raised  and  we  raised  as  regards  the  actual 
NAFTA  text  were  addressed. 
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The  Commission  to  facilitate  discussion  is  to  review  environ- 
mental enforcement  and  laws,  and  it  is  a  good  idea  and  it  is  an 
add-on.  And  the  administration  should  continue.  But  that  Commis- 
sion concept  would  not  address  the  textual  flaws  in  NAFTA,  ambi- 
guities that  expose  existing  laws  to  trade  barriers,  provisions  that 
could  expose  the  enforcement  domestically  of  international  environ- 
mental agreements  to  challenge,  terms  on  natural  resources  and 
energy  and  investment  that  we  feel  could  run  counter  to  environ- 
mental protection.  The  side  agreements  just  simply  didn't  address 
those  issues. 

So  to  sum  up  what  the  situation  is  with  the  package  and  why 
we  think  it  is  worse  than  the  status  quo,  it  would  undermine  exist- 
ing status  quo,  which  certainly  is  not  perfect,  one;  all  of  those 
NAFTA  provisions  which  conflict  or  otherwise  undermine  existing 
U.S.  State  and  Federal  conservation,  safety  and  environmental  pol- 
icy don't  even  make  it  to  the  negotiating  table  to  make  a  repair. 

The  second  point  is  that  the  environmental  side  agreement  boils 
down  basically  to  the  establishment  of  a  Commission,  which  is  a 
landmark  creation  bringing  trade  and  environment  together,  but 
its  main  function  is  study  and  cooperation.  Laudable,  but  it  doesn't 
deal  with  the  major  goals  there.  There  is  a  small  ability  for  that 
Commission  to  review  nonenforcement. 

There  has  been  a  lot  said  about  that  Commission.  I  would  simply 
repeat  what  the  top  Mexican  negotiator,  Jamie  Serra  Puche,  said 
about  the  effectiveness  of  that  Commission.  This  is  from  the  Jour- 
nal of  Commerce,  August  19: 

"In  an  apparent  attempt  to  address  concerns  about  national  sov- 
ereignty and  the  amount  of  fines  that  may  accrue  to  Mexico  under 
the  agreement,  Mr.  Serra  Puche  emphasized" — this  is  in  an  ad- 
dress to  the  Mexican  Congress — "the  limited  scope  of  the  trilateral 
commission's  powers  and  the  lengthy  and  complex  process  nec- 
essary to  reach  and  implement  enforcement  recommendations. 
Quote,  'The  time  frame  of  the  process  make  it  very  improbable  that 
the  stage  of  sanction  could  be  reached.' "  Mr.  Serra  Puche's  quote. 

And  finally  the  issue  that  you  asked  all  of  us  about  at  the  last 
hearing,  funding.  Clearly,  as  chairman  of  a  Ways  and  Means  sub- 
committee, that  issue  is  at  the  top  of  your  mind  and  your  sub- 
committee members'  minds.  This  is  an  exciting  possibility  to  create 
a  mechanism  to  generate  new  money,  and  unfortunately  that 
doesn't  happen.  The  money  provisions  will  be  required  to  come  out 
of  the  budget. 

You  had  asked  at  the  time  if  there  was  an  estimate  about  how 
much  it  would  cost.  There  was  not,  but  Sierra  Club  has  done  what 
I  think  is  a  conservative  study,  and  they  came  up  with  a  figure  of 
$20  billion  for  environmental  cleanup.  CBO  has  said  $2.5  billion. 
And  labor  has  given  figures  for  worker  assistance. 

No  new  mechanism  was  established  in  the  side  agreements  to 
come  up  with  that  money.  That  is  of  great  concern  to  all  of  us. 

Finally,  having  summarized  the  comments  in  my  testimony,  I 
would  like,  for  the  record,  to  make  a  few  corrections  of  some  of  the 
comments  that  have  been  made  about  the  side  agreements. 

No.  1,  the  administration  in  their  press  announcement  of  the  side 
agreements'  conclusion  in  August  stated  that  because  of  the  side 
agreements,  no  country  would  ever  be  allowed  to  lower  their  envi- 
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ronmental  laws.  I  have  reviewed  the  text  of  the  side  agreement. 
That  would  be  wonderful,  but  it  is  not  there.  There  is  simply  no 
such  provision. 

Second,  the  side  agreements  don't  pay  any  special  protection  for 
State  laws  from  challenge  under  the  NAFTA.  The  status  quo  is  as 
it  was  in  the  agreement,  which  is  disconcerting. 

And  third,  about  the  commission.  Public  Citizen,  as  Friends  of 
the  Earth,  cannot  bring  the  reviews  that  would  lead  to  sanctions. 
Throughout  the  Commission  process,  for  a  dispute  to  proceed,  the 
governments  would  have  to  bring  the  case.  It  would  have  to  be 
brought  to  the  floor  by  a  two-thirds  vote.  I  added  up  the  days  of 
the  minimum  time  limits,  470  days  from  the  time  a  country  would 
bring  a  complaint,  to  the  point  where  fines  could  be  put  in  place, 
makes  that  Commission,  unfortunately,  less  than  it  has  been 
trumpeted  to  be. 

So  finally  I  would  say  that,  unfortunately,  when  you  sum  all  of 
this  together,  we  feel  that  this  NAFTA  package  is  undermining  of 
the  status  quo.  And  we  believe  with  sincerity  that  a  better  deal 
could  be  negotiated,  and  we  would  urge  this  committee  to  think 
about  that  possibility,  even  though  we  are  aware  of  many  of  your 
positions  in  support  of  NAFTA.  And  we  would  hope  to  be  able  to 
work  on  that  in  the  future. 

Thank  you. 

Chairman  Gibbons.  Thank  you. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  LORI  M.  WALLACH, 

DIRECTOR  OF  TRADE  PROGRAM, 

PUBLIC  CITIZEN'S  CONGRESS  WATCH 


Thank  you  for  inviting  me  to  testify  today  about  the  North  American  Free  Trade 
Agreement  (NAFTA)  and  the  environmental  side  agreement.  My  name  is  Lori  Wallach.  I  am 
the  director  of  Public  Citizen's  Trade  Program.  Public  Citizen  is  a  consumer  and 
environmental  advocacy  group  foimded  in  1971  by  Ralph  Nader.  Ensuring  international 
trade  agreements  promote  dtizen  values  such  as  environmental  and  consumer  protection, 
democratic  decision-making  and  corporate  accoimtability  has  become  one  of  Public  Citizen's 
top  policy  concerns. 

This  committee  b  doing  the  American  pubbc  a  service  by  having  this  hearing  on  the 
side  agreements.  NAFTA  will  have  broad  impacts  on  America's  economy,  employment 
conditions,  envirorunent  and  health  and  safety.  The  Agreement  also  implicates  the  continued 
validity  of  such  policies  on  the  federal,  state  and  local  level,  as  well  as  the  means  by  which 
such  policies  will  be  set  in  the  future. 


I.  INTRODUCTION 

In  March  1993  as  the  supplemental  NAFTA  negotiations  were  about  to  begin,  this 
committee  held  a  hearing  on  the  environmental  and  labor  problems  of  NAFTA.  In  testimony 
at  that  hearing.  Public  Citizen  outlined  11  important  enviroiunental,  health  or  safety 
problems  that  would  be  caused  to  the  environmental  and  consumer  regulatory  status  quo  if 
the  NAFTA  text  were  approved  as  signed  by  President  Bush  in  December  1992. 

Many  provisions  of  the  2000  page  text  of  the  North  American  Free  Trade  Agreement 
(NAFTA)  will  directly  impact  the  environment,  health  and  safety  as  well  as  existing  and 
future  laws  in  these  areas.  Unfortunately,  many  of  NAFTA's  rules  which  effect  natural 
resource  cortservation,  toxics  regulation,  food  safety,  animal  welfare,  energy  policy, 
procurement  and  more  directly  conflict  with  environmental,  health  and  safety  policies. 
NAFTA  also  established  a  tribunal  system  that  allows  one  NAFTA  country  to  challenge  the 
federal,  state  and  local  laws  of  another  country  that  conflict  with  NAFTA's  rules.  Such 
challenges  are  heard  by  panels  of  five  trade  officials.  If  a  U.S.  law  would  be  found  to  conflict 
with  NAFTA,  that  law  can  no  longer  be  applied  to  imports  or  alternatively,  the  U.S.  can  pay 
perpjetual  fines  to  keep  such  a  law.  The  combination  of  NAFTA  rules  that  conflict  with 
current  U.S  environmental  and  consumer  policies  and  this  challenge  mechanism  made  it 
critical  that  NAFTA's  textual  problems  were  addressed  in  the  supplemental  negotiations. 
However,  none  of  these  issues  even  made  it  onto  the  supplemental  negotiating  table,  much 
less  into  the  resulting  side  agreement 

Additionally,  in  Public  Citizen's  earlier  testimony,  we  noted  two  areas  in  which 
failure  to  take  action  would  exacerbate  existing  problems  in  the  face  of  the  increased 
economic  activity  exjjected  to  result  from  NAFTA,  including  the  need  to  develop  a  new 
funding  source  for  environmental  cleanup  and  future  protection.  These  omissions  were  not 
satisfactorily  addressed. 

Having  analyzed  the  environmental  side  agreement,  border  documents  and  having 
reviewed  the  NAFTA  text  and  our  earlier  testimony.  Public  Citizen  has  come  to  the 
conclusion  that  ultimately,  the  North  American  environment  and  the  health  and  safety  of  the 
citizens  of  North  America  would  be  worse  off  with  the  passage  of  this  NAFTA.  Public 
Citizen  is  joined  in  this  judgement  by  many  of  the  nations  largest  grassroots  national 
enviroiunental  and  conservation  groups,  and  300  state  and  local  environmental  groups 
across  the  country.' 


'  Several  of  the  five  national  enviroiunental  groups  supporting  NAFTA  have 
attempted  to  characterize  their  groups  as  representing  the  majority  of  U.S. 
environmentalists.  That  claim  is  inaccurate  and,  moreover,  is  politically  misleading. 
The  reality  is  that  groups  opposing  NAFTA  include  several  of  the  nation's  largest 
membership  groups  such  as  Greenpeace,  the  Humane  Society  of  the  U.S.  and  the 
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This  NAFTA  is  worse  than  the  status  quo  because: 

o  NAFTA's  provisions  which  conflict  or  otherwise  undermine  existing  U.S.  federal 
and  state  environmental,  conservation  and  health  and  safety  laws  did  not  even  make 
it  onto  the  negotiating  table  for  repair; 

o  The  environmental  side  agreement  boils  down  to  the  establishment  of  a 
Commission  whose  main  function  is  discussion,  study  and  cooperation  on  the  North 
American  environment.  The  Commission  also  has  a  limited  review  capacity  that  after 
a  tortuous  and  lengthy  procedure  could  result  in  fines  for  repeated  failure  to 
effectively  enforce  a  narrow  category  of  existing  environmental  laws.  The 
ineffectiveness  of  the  Commission  was  best  described  by  top  Mexican  trade  negotiator 
Jaime  Serra  Puche  to  the  Mexican  Congress  on  August  19, 1993:  'In  an  apparent 
attempt  to  address  concerns  about  national  sovereignty  and  the  amount  of  fines 
that  may  accrue  to  Mexico  under  the  agreement,  Mr.  Serra  Puche  emphasized  the 
limited  scope  of  the  trilateral  commissions'  powers,  and  the  lengthy  and  complex 
process  needed  to  reach  and  implement  enforcement  recommendations.  The  time 
frame  of  the  process  makes  it  very  improbable  that  the  stage  of  sanction  could  be 
reached/  he  said,-^"  and 

o  The  issue  of  environmental  funding,  which  is  the  most  important  element  of  any 
border  cleanup  and  protection  plan,  has  not  been  addressed  in  a  way  that  will 
generate  new  money  —  ie.  money  not  out  of  the  U.S.  budget  process. 

At  the  March  hearing.  Chairman  Gibbons  asked  the  envirorunental  panel  how  much 
NAFTA's  environmental  costs  would  total,  and  where  such  money  could  be  located.  At  the 
time,  no  environmental  group  had  completed  an  analysis  of  such  costs.  A  figure  of  $7  billion 
had  been  put  forth  by  the  pro-NAFTA  Border  Trade  Alliance.  Sierra  Club  completed  such 
an  analysis  this  summer  and  came  to  the  figure  of  $20  billion  over  a  five  year  period.  Sierra 
Club's  study  is  rather  conservative  in  its  assumptions.  However,  even  averaging  between 
the  Border  Trade  Alliance  and  Sierra  Qub's  estimates,  the  cost  would  be  $13.5  billion. 
Estimates  of  the  cost  of  worker  adjustment  assistance  also  total  in  the  billions  per  year.  As 
well,  the  Congressional  Budget  Office  has  estimated  that  NAFTA  tariff  v«thdrawals  will  cost 
about  $Z5  billion  over  the  next  five  years.  Thus  assuming  only  $13.5  billion  for 
environmental  cleanup,  $1  billion  per  year  for  worker  adjustment,  and  the  tariff  reductions 
revenue  losses,  NAFTA  would  cost  minimally  $21  billion  over  the  next  five  years. 

As  this  Committee  is  only  too  well  aware,  vinder  the  budget  agreement,  money  must 
be  found  for  these  costs,  either  by  cutting  other  programs  or  by  raising  taxes.^  Thus, 


Sierra  Club,  25  other  national  environmental  and  conservation  groups  such  as  Citizen 
Action,  PIRG,  and  the  ASPCA,  and  300  state  and  local  groups.  The  combined 
memberships  of  these  groups  is  comparable  to  that  of  the  five  pro-NAFTA  groups. 
Moreover,  the  opposition  groups  are  those  whose  focus  is  grassroots  structure  and 
activism.  From  a  political  perspective,  this  distinction  is  important  because  it  is  the 
opposition  groups  who  have  offices,  staff  organizers  and  volimteer  activists  across  the 
country  campaigning  for  a  Congressional  no  vote  on  this  NAFTA.  For  instance, 
Greenpeace  and  Clean  Water  Action  have  large  door  to  door  canvass  operations. 
(Qean  Water  Action  is  active  in  29  states  and  wiU  complete  13  million  visits  on 
NAFTA.  Greenpeace  is  active  in  18  U.S.  dties  and  has  been  reaching  over  20,000 
doors  a  week.)  Other  groups  have  campaign  offices  throughout  the  coimtry.  With  the 
exception  of  the  Audubon  Society,  several  of  whose  state-level  groups  are  among  the 
300  state  groups  in  opposition  and  active  on  the  NAFTA  campaign,  the  pro-NAFTA 
groups  do  not  have  such  field  capacities. 

*  Toun\al  of  Commerce.  August  20, 1993. 

'  As  noted  by  EPA  Commission  Browner  before  this  Committee  last  week,  the 
budget  did  include  $230  million  for  FY  1994  for  interagency  border  dean  up. 
However,  this  request  does  not  begin  to  meet  the  funding  needs  and  is  only  for 
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considering  the  budget  situation  and  the  size  of  these  costs,  environmental  and  labor  groups 
urged  for  the  creation  of  some  mechanism  in  the  supplemental  negotiations  to  generate  new 
dollars,  such  as  through  a  smaU,  temporary  cross  border  tax.  Neither  this  approach  nor  any 
other  mechanism  to  generate  such  new  funds  was  established.  The  border  fimding  plan  that 
was  negotiated  between  the  United  States  and  Mexico  is  a  bank  mechanism  for  leveraging 
capital  contributed  by  the  governments,  mostly  from  the  United  States.  Under  this  plan,  the 
U.S.  must  come  up  with  about  $100  million  per  year  for  the  next  five  years.  This  plan  would 
only  generate  funds  for  water  and  sewage  treatment,  and  not  toxic  cleanup,  air  pollution 
abatement,  additional  inspection  or  enforcement,  or  conservation. 

These  problems  taken  together  make  approval  of  this  NAFTA  worse  than  the  status 
quo.  The  status  quo  is  far  from  good.  However,  this  NAFTA  represents  the  old  way  of 
thinking  that  resulted  in  that  status  quo  and  that  citizens  in  the  United  States  rejected  in 
November.  This  NAFTA  should  be  rejected  to  make  way  for  the  better  NAFTA  that  the  new 
Administration  could  negotiate. 

An  agreement  between  our  coimtries  could  be  negotiated  that  would  be  an 
improvement  on  the  status  quo  if  we  are  not  afraid  of  change.  Many  who  support  this 
NAFTA  say  that  a  better  NAFTA  is  not  possible  because  the  other  NAFTA  countries  would 
not  be  willing  to  reengage  in  negotiations.  There  is  no  evidence  to  support  this  supposition. 
In  fact,  both  countries  face  national  elections  in  the  upcoming  year,  and  in  both  countries  the 
leading  opposition  parties  have  called  for  renegotiation  of  this  NAFTA.  Certainly  if  the 
governments  do  not  change,  the  current  negotiators  would  not  refuse  to  work  onward;  if 
this  is  the  case,  the  many  issues  left  for  further  negotiation  in  numerous  NAFTA  provisions 
and  the  side  deals  which  are  many  fora  for  further  discussions,  also  would  be  imperiled. 

In  this  testimony,  we  will: 

o  outline  the  11  issues  raised  in  Public  Citizens  earlier  testimony  that  did  not  even  get 
into  the  side  agreement  negotiating  table; 

o  explain  why  these  problems  cannot  be  addressed  in  enabling  legislation; 

o  describe  problems  concerning  the  legal  status  of  the  "side"  agreements; 

o  describe  how  the  one  issue  addressed  -  enforcement  of  existing  domestic 
environmental  laws  -  resulted  in  a  meaningless  Commission  on  environmental 
cooperation;  and 

o  highlight  several  inaccuracies  in  the  Administration's  official  summary  of  the  side 
deals  in  comparison  to  what  is  in  the  actual  text. 


n.  THE  SIDE  AGREEMENT  DOES  NOT  ADDRESS  NAFTA'S  FUNDAMENTAL 
ENVIRONMENTAL  AND  CONSUMER  FLAWS 

In  short,  the  environmental  supplemental  agreement  does  not  begin  to  remedy 
NAFTA's  many  fundamental  flaws  concerning  the  environment,  conservation,  and  consumer 
health  and  safety.  In  making  this  statement,  we  not  only  base  our  judgement  on  Public 
Citizen's  past  analysis  of  NAFTA's  flaws  and  that  of  our  environmental  and  conservation 
groups  colleagues,  but  also  on  President  Clinton's  own  criteria  for  a  "good"  North  American 
Trade  Agreement. 


building  waste  water  treatment  plants  that  were  necessary  regardless  of  the  NAFTA. 
(Testimony  of  EPA  Commissioner  Carol  Browner  before  the  Ways  and  means 
Committee,  September  14,  1993.) 
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In  October  1992,  then-Candidate  Clinton  stated  his  NAFTA  policy*.  He  said  that  die 
NAFTA  negotiated  by  President  Bush  would  not  be  a  good  deal  for  most  Americans 
without  additions  and  repairs.  Candidate  Qinton  listed  thirteen  items  he  felt  needed  further 
work.  Attached  to  my  testimony  is  a  chart  that  lists  the  problems  in  the  Bush  NAFTA  from 
President  Clinton  NAFTA  policy  statement  The  chart  also  shows  which  of  these  issues  were 
addressed  and  to  what  degree. 

Public  Citizen  and  our  70-plus  labor,  environmental,  consumer,  religious,  dvil  rights, 
farm  and  other  colleague  organizatioi^  in  the  national  Gtizens  Trade  Campaign  had  been 
opponents  of  the  Bush  NAFTA.  On  the  basis  of  President  Clinton's  NAFTA  speech,  many  of 
us  realigned  our  position  to  be  NAFTA  critics  hoping  President  Clinton  would  make  the 
major  fixes  to  NAFTA  that  were  necessary. 

Sadly,  the  chart  shows  that  the  vast  majority  of  President  Clinton's  list  of  NAFTA 
flaws  never  even  made  it  onto  the  negotiating  table.  Thus,  vital  issues  such  as  guaranteeing 
food  safety,  protecting  domestic  environmental  and  consumer  laws  from  trade  challenge, 
maintaining  U.S.  manufacturing  jobs  and  wage  levels,  safeguarding  US.  family  farmers, 
ensuring  highway  safety  and  increased  democratic  accountability  and  citizens  participation 
in  NAFTA  were  left  totally  unaddressed.  These  are  only  some  of  the  issues  President 
Clinton  raised  that  we  felt  were  vitally  in  need  of  attention  in  additional  NAFTA  talks,  the 
full  list  was  contained  in  Public  Citizen's  earlier  testimony  and  in  a  conser«us  position 
doctunent  signed  by  25  national  environmental,  consumer,  conservation  and  animal  welfare 
groups.  Please  also  find  attached  to  this  testimony  a  scorecard  showing  the  results  of  the 
supplemental  negotiation  compared  to  that  consensus  position. 

At  the  core  of  our  concerns  about  NAFTA  are  the  numerous  provisions  in  the 
agreement  that  directly  conflict  with  or  otherwise  imdermine  existing  domestic  and 
international  envirorunental,  conservation,  animal  welfare  or  consumer  health  and  safety 
measures.  NAFTA's  first  chapter  reiterates  the  general  principles  of  "free"  trade  set  forth  in 
the  global  General  Agreement  to  Tariffs  and  Trade  to  which  all  three  NAFTA  countries  are 
members.  Most  simply,  NAFTA  reiterates  that  no  country  may  quantitatively  or 
qualitatively  limit  trade  going  in  or  out  of  a  counhy  urUess  NAFTA  specifically  allows  for  a 
limitation. 

Ndany  of  NAFTA's  pages  list  such  exceptions.  Many  environmental  and  consimier 
laws  use  access  to  the  U.S.  market  or  limitations  on  exports  as  an  enforcement  mechanism  — 
for  instance  not  allowing  import  of  food  that  does  not  meet  U.S.  pesticide  or  inspection 
standards  or  of  fish  caught  with  drift  nets,  or  not  allowing  export  of  raw  unprocessed  logs 
from  the  Pacific  Northwest  NAFTA  does  not  provide  exceptions  to  allow  for  restriction 
based  on  such  values. 

In  other  chapters,  NAFTA  sets  forth  rules  for  b-ade  in  natural  resources,  energy, 
agricultural  products  and  more  that  conflict  with  current  U.S.  environmental  and 
conservation  policies.  As  well,  NAFTA  sets  forth  rules  that  will  promote  certain  patters  of 
investment  in  North  America,  mainly  creating  incentives  for  capital  to  shift  from  the  United 
States  and  Canada  to  Mexico  where  environmental  regulation  is  lesser,  thus  promoting 
greater  commerdally-caused.  environmental  degradation,  while  putting  companies  remairung 
in  the  U.S.  and  complying  with  US.  standards  at  a  competitive  disadvantage. 

Following  are  the  issues  brought  to  the  attention  of  the  Clinton  Administration  and 
ttiis  Committee  beginning  in  early  March  1993  before  supplemental  negotiation  began  which 
were  not  included  in  the  negotiations: 

A.  NAFTA  Adverselv  Impacts  U.S.  Consumer  and  Environmental  Laws  Based  on 
Product  Standards 


*  Speech  of  Presidential  Candidate  Bill  Clinton,  Raleigh,  North  Carolina,  October 
4,1992. 
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NAFTA  contains  two  chapters  that  specify  when  consumer  health  and  safety  and 
environmental  standards  can  limit  imports  of  food,  other  goods  and  services.  Many  U.S. 
federal,  state  and  local  consumer  laws  limit  access  to  the  U.S.  market;  The  U.S.  prohibits 
import  of  food  containing  dangerous  pesticides,  vmsafe  products  containing  toxic  substances 
or  unsafely  constructed,  and  provision  of  services  such  as  transportation  that  are  imsafe. 

NAFTA's  two  chapters  on  standards,  Saiutary  and  Phytosanitary  Standards  (SPS)  for 
food  and  Technical  Barriers  to  Trade  (TBT)  for  all  other  standards  measures,  contain 
ambiguous  and  contradictory  terms  that  expose  legitimate  consumer  laws  to  trade  challenge. 

The  NAFTA  chapters  allow  domestic  standards  that  are  the  same  as  specific 
international  standards  referenced  in  the  NAFTA  to  stop  importation  of  food,  other  products 
and  services.  However,  limitations  on  imports  based  on  federal,  state  or  local  standards  that 
are  more  protective  of  health  or  safety  than  the  international  standards,  can  be  challenged  in 
NAITA  dispute  resolution  as  illegal  trade  barriers.  Such  stronger  domestic  standards  must 
pass  a  series  of  tests  about  how  a  given  level  of  protection  was  set,  and  what  measures  are 
used  to  accomplish  such  levels'.  Some  important  U.S.  consumer  protections  could  very  well 
rim  afoial  of  such  requirements.  Successfully  challenged  laws  can  no  longer  be  enforced 
against  imports  or  the  U.S.  would  face  trade  sanctions  as  a  "payoff  to  keep  the  food  or 
products  that  do  not  meet  our  standards  out. 

As  well  the  standards  provisions  may  be  interpreted  as  generally  encouraging 
"harmonization"  of  standards  towards  generally  lower  international  standards.  NAFTA  puts 
into  puts  onto  place  numerous  committees  with  broad  f>olicy  jurisdiction,  and  establishes 
detailed  procedures  for  "conformity  assessment"  and  otiier  harmonization  mechanism. 
Standards-setting  is  matter  for  local,  state  and  federal  democratic  bodies,  and  should  be 
subject  to  trade  disciplines  orJy  where  a  law  is  based  on  discriminatory  intentions. 

Despite  serious  reservations  about  the  standards  language  expressed  by  the  consimier 
and  envirorunental  communities,  none  of  these  issues  even  made  into  the  negotiating  table. 
We  find  this  especially  disconcerting  because  Administration  officials'  main  respor\se  to  our 
concerns  was  that  all  NAFTA  parties  have  an  understanding  of  the  standards  sections  that 
will  protect  consumer  laws.  If  that  were  the  case,  we  have  argued  that  this  issue  would  have 
been  easily  cleared  up  in  the  supplemental  negotiations  by  simply  memorializing  such 
common  imderstandings.  These  issues  cannot  be  addressed  in  any  domestic  fora  such  as 
through  the  enabling  legislation  or  through  agency  white  papers.  This  is  the  case  because 
such  domestic  provisions  (for  instance  defiiutions  of  ambiguous  words)  have  no  legal  effect 
in  NAFTA  dispute  resolution  in  the  case  of  a  trade  challenge. 

B.  NAFTA  Adversely  Impacts  Environmental.  Conservation  and  Animal  Protection 
Laws  Based  on  Process  Standards.' 

As  well,  NAFTA  does  not  allow  a  coimtry  to  limit  access  to  its  market  on  the  basis  of 
standards  regulating  the  process  under  which  a  good  is  manufactured  or  harvested.  Many 


*  In  many  provisions  of  the  standards  texts,  a  protection  seems  to  be  provided 
that  is  then  limited  by  reference  to  other  provisioiw  of  the  standards  chapters.  For 
instance,  in  an  often  misrepresented  section  of  the  Sanitary  and  Phytosanitary 
standards,  the  text  provides  that  a  country  may  choose  any  level  of  protection  "in 
accordance  with"  other  provisions  of  the  chapter.  (712-2)  This  provision  is  often 
quoted  by  NAFTA  supports  wdth  the  "in  accordance"  phrase  left  off  as  proof  of 
NAFTA's  environmental  and  coiuumer  tolerance.  However,  the  other  provisions 
referenced  in  the  in  accordance  clause  effectively  undermine  a  country's  ability  to 
choose  any  level  of  protection  by  requiring  that  such  decisions  are  made  using 
certain  procedures. 

'  This  section  of  the  analysis  is  provided  courtesy  of  the  Humane  Society  of  the 
United  States. 
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key  U.S.  wildlife,  conservation  and  animal  welfare  laws  are  based  on  such  distinction.' 
Some  environmental  laws  relating  to  food  also  are  based  on  process  distinction.  For  instance, 
a  ban  on  ozone-depleting  post  harvest  fumigants  that  leave  no  food  residues  (thus  creating 
no  physical  distinction)  wUl  soon  be  in  effect  If  challenged,  these  laws  could  be  found  to 
violate  NAFTA.  The  side  agreements  do  nothing  to  protect  such  federal  and  state  laws. 

The  1991  GATT  panel  ruling  on  the  Marine  Mammal  Protection  Act  is  a  good 
example  of  the  peril  such  laws  face  if  chaUenged  under  NAFTA.  In  that  decision,  a  GATT 
panel  held  that  the  United  States  may  not  distinguish  between  two  cans  of  tuna  whose 
physical  characteristics  are  identical  (called  "like  products"  in  trade  terminology)  but  which 
were  harvested  in  different  manners,  i.e.,  one  was  harvested  using  a  technique  called 
encirclement  netting  that  kills  large  numbers  of  dolphins. 

CJMAFTA  Adverselv  Impacts  State  and  Local  Laws 

Although  states  are  not  legal  parties  to  NAFTA,  the  legal  prohibitions  in  NAFTA 
apply  equally  to  state,  local  and  federal  laws.    A  state  law  which  is  inconsistent  with 
NAFTA's  rules  could  be  chaUenged  in  NAFTA  Chapter  20  dispute  resolution  as  easily  as  a 
federal  law.  In  the  case  of  a  successful  challenge,  the  U.S.  federal  government  is  obligated 
pursuant  to  NAFTA  Article  105  to  "take  all  necessary  measures...to  give  effect...to  this 
Agreement,  including  their  observance...by  state  and  provincial  governments."  GATT 
jurisprudence  on  federal  government  obligations  for  subfederal  goverrunent  compliance  to 
trade  terms  requires  federal  governments  to  employ  all  constitutionally  permissible  means  to 
encourage  compliance  by  States.  Under  U.S.  law,  this  could  include  preemptive  legislation, 
suits  for  compliance,  or  even  withdrawal  of  federal  benefits.* 

Thus,  although  technically  speaking  NAFTA  does  not  itself  "preempt"  state  and 
local  law  because  it  does  not  automatically  override  such  laws,  NAFTA  requires  that  the 
federal  government  use  its  powers  to  get  rid  of  state  and  local  laws  ruled  by  NAFTA  to  be 
inconsistent  with  its  rules.  Nothing  in  the  environmental  side  agreement  exempts  state  and 
local  laws  from  NAFTA's  legal  requirements.  Thus,  state  laws  which  restrict  pesticide  use, 
require  recycling,  promote  export  bans  on  raw  logs,  or  protect  the  marine  environment  in  a 
manner  that  is  prohibited  by  NAFTA,  if  challenged,  would  be  at  risk  imder  NAFTA.  Failure 
to  eliminate  such  laws  would  result  in  trade  penalties  against  the  United  States. 

D.Partidpation  Lacking:  NAFTA's  Undemocratic  Dispute  Resolution  Procedures 

NAFTA  Chapter  20  provides  for  dispute  resolution  mechanisms  allowing  one  coimtry 
to  challenge  another's  laws  as  inconsistent  with  NAFTA's  rules.  Chapter  20  provides  for  five 
person  panels  of  trade  experts  to  decide  such  challenges  in  secret.  Citizens  are  provided  no 
access  to  this  process  nor  to  its  documents  or  transcripts.  Nothing  in  the  supplemental 
Environmental  Agreement  improves  the  undemocratic  nature  of  NAFTA  dispute  settlement 
in  the  case  of  challenges  of  U.S.  environmental,  conservation  or  consimier  laws. 

Moreover,  the  text  of  the  Supplemental  Environmental  Agreement  sp>ecifically 
provides  that  all  disputes  involving  environmental  laws  caused  by  NAFTA  provisions  must 


'  Some  of  the  conservation  and  animal  welfare  laws  at  risk  are:  the  Marine 
Mammal  Protection  Act,  the  High  Seas  Driftnet  Fisheries  Enforcement  Act,  the  Sea 
Turtle  Act,  the  Wild  Bird  Conservation  Act,  the  Humane  Slaughter  Act,  the  African 
Elephant  Conservation  Act  and  the  Lacey  Act  Each  of  these  laws  regulates  the  way 
in  which  a  product  is  produced.  Such  process  standards  are  presumptively  a 
"technical  barrier  to  trade,"  and  thus  not  permissible  according  to  GATT.  Article  903 
of  NAFTA  incorporates  l^  reference  the  GATT  doctrine  on  this  issue. 


'  GATT  Panel  Decision  on  Caimdian  Challenge  of  Certain  U.S.  Alcohol 
RegulatioiK,  February  7, 1992. 
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be  resolved  under  NAFTA's  Chapter  20  dispute  procedures,  not  in  the  supplemental 
agreement's  dispute  resolution  process.  Thus,  any  improvements  in  participation  or 
transparency  established  in  the  Supplemental  Environmental  Agreement  regarding  dispute 
settlement  would  not  apply  to  the  vast  majority  of  cases  in  which  environmental  regulations 
are  challenged.   Unfortunately,  this  is  not  a  great  loss  because  much  of  the  same  secrecy  and 
lack  of  public  participation  that  exist  in  NAFTA's  dispute  resolution  provisions  is  replicated 
in  the  dispute  procedures  established  in  the  Supplemental  Environmental  Agreement. 

E.  NAFTA's  Investment  Rules  Encourage  Environmental  Destruction 

NAFTA  opens  many  new  areas  to  investment  for  U.S.  capitol,  including  several 
highly  environmentally  sensitive  areas  such  as  energy,  agriculture,  and  mineral  extraction. 
As  well,  NAFTA's  rules  include  provisions  for  speedy  reimbursement  for  expropriated 
foreign  capital  and  other  safeguards  to  increase  corporate  confidence  so  as  to  promote 
investment  in  these  news  areas,  as  well  as  greater  investment  in  manufacturing.  This  new 
access  and  investment  security  wrill  intensify  the  draw  of  Mexico's  low-wage,  high-skill 
workforce  and  it  comes  without  any  binding  enviromnental,  worker  safety  or  other 
regulation.  Thus,  the  NAFTA  encourages  U.S.  companies  to  relocate  to  Mexico  to  save  on 
production  costs.  However,  by  guaranteeing  these  companies  equal  access  to  the  lucrative 
U.S.  consumer  market  as  their  U.S.-  based  competitors,  the  NAFTA  puts  U.S.  companies 
following  environmental  and  other  social  rules  at  a  competitive  disadvantage  for  staying  in 
the  United  States  and  doing  the  right  thing  by  following  U.S.  laws. 

This  problem  was  recogruzed  in  the  NAFTA  in  nonbinding  provisions  in  the 
investment  chapter  urging  countries  not  to  lower  their  environmental  standards  to  attract 
investment.  UnJfortimately,  those  NAFTA  provisions  are  not  legally  binding  (the  operative 
verb  in  the  provision  being  "should"  not  "shall.")  Rather  than  remedy  these  ineffective 
NAFTA  provisions,  the  side  agreement  focusses  on  the  related,  but  narrow,  problem  of  pjoor 
environmental  enforcement  of  existing  environmental  standards,  impliedly  by  Mexico.   By 
focusing  on  the  highly  visible  problems  of  enforcement  in  the  U.S.-  Mexico  border  region, 
the  side  agreement  fails  to  address  the  much  greater  problem  of  NAFTA  generally 
establishing  incentives  against  environmentally  sound  business  behavior. 

F.  NAFTA  Encourages  Unsustainable  Natural  Resource  and  Energy  Practices* 

Under  NAFTA's  rules,  and  with  few  exceptioi\s,  NAFTA  coimtries  must  provide  the 
others  vn\h  the  same  access  to  its  natural  resources  that  it  allows  its  own  citizens  and 
domestic  industry.'"  Nor  can  governments  discriminate  agaii\st  foreign  companies  or 
markets  by  imposing  export  taxes  or  other  charges".  Moreover,  under  the  proportionality 
clauses  of  NAFTA,  foreign  access  to  a  share  (determined  by  past  practice)  of  natural 
resources  is  guaranteed  for  as  long  as  the  resources  last,  regardless  of  domestic  shortages." 

Not  oiJy  are  these  problems  entirely  ignored  by  the  side  agreement,  but  a  last  minute 
revision  actually  buttresses  the  desh-uctive  resource  policies  vmtten  into  the  NAFTA  text  by 
preventing  the  newly  established  North  American  Environmental  Conunission  from 
providing  a  forum  for  complaints  about  the  environmental  impacts  of  unsustainable 
resource  pohdes.   By  narrowly  defining  "environment"  to  exclude  natural  resource 
management,  the  side  deals  prevent  the  Commission  from  ever  considering  poor  or 
destructive  resources  policies  no  matter  how  hamiful  they  may  be  to  the  environment. 

G.  NAFTA  Discourages  Green  Procurement 


'  The  next  two  sections  of  the  analysis  provided  courtesy  of  Greenpeace,  USA. 

'"  NAFTA  Article  603  for  energy  and  NAFTA  Article  309  for  all  other  natural 
resources. 

"  NAFTA  Articles  604  and  315. 

"  NAFTA  Articles  605  and  316. 
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The  side  agreement  ignores  the  constraint  NAFTA  will  impose  on  government 
procurement  policies.  NAFTA  Chapter  10  forbids  use  of  technical  or  performance 
specifications  as  a  condition  for  procurement"',  if  their  effect  may  be  to  favor  local 
suppliers  or  industry.  Yet  public  piu-chasing  policies  have  often  been  used  by  governments 
to  stimulate  local  irutiative  and  innovation  in  the  areas  of  energy  efficiency,  recycling  and 
dean  technology.  NAFTA  severely  curtails  the  ability  of  governments  to  continue  such 
practices,  thus  indirectly  undermining  U.S.  companies'  ability  to  keep  pace  in  the  global 
market  for  envirorunentally  sound  technologies  and  products. 

H.   NAFTA's  Agriculture  Provisions  Undermine  Familv  Farms 
Last  October  President  Clinton  made  the  express  assurance  that  he  would  address 
NAFTA's  potential  for  destroying  the  family  farm.  Despite  this  commitment,  the  side  pact  is 
entirely  silent  on  the  issues  of  agricultural  production  and  trade.  NAFTA  promotes  a  vision 
of  a  world  in  which  the  food  production  is  highly  specialized  and  food  trade  carried  on 
globally.  The  implications  of  this  scenario  for  food  security  of  nations  and  the  viability  of 
agricultural  communities  are  disastrous.  Equally  discouraging  are  the  impacts  of  these 
policies  on  efforts  to  make  agricultural  production  less  chemical  and  energy  dependent 

I.  NAFTA  May  Undermine  Existing  International  Environmental  Agreements 
At  present,  oiJy  three  multilateral  environmental  agreements  are  given  some  limited 
measure  of  protection  under  NAFTA":  CITIES,  the  Montreal  Protocol,  and  the  Basel 
Convention.   NAFTA  parties  must  possess  the  ability  to  implement  and  ei\force  any 
international  agreement  by  imposing  trade  reshictions,  if  such  restrictions  are  an  effective 
way  to  secure  complete  compliance  with  the  agreement  in  question.  NAFTA's  limitation  on 
such  action  was  the  reason  the  three  international  agreements  were  listed  as  protected  vmder 
NAFTA.  Therefore,  we  urged  that  aU  present  and  future  international  environmental,  health, 
safety,  animal  welfare  or  conservation  agreements,  to  which  any  NAFTA  party  is  a 
signatory,  should  have  been  given  protection  from  NAFTA  challenge.  As  well,  we  urged 
that  the  protection  of  domestic  measures  to  implement  such  agreements  not  be  subject  to  the 
constraint  established  under  NAFTA  that  they  be  only  the  least  trade  restrictive  measure. 
These  problems  were  not  addressed  in  the  side  agreement 

T.  Funding:  No  Mechanisms  for  "New"  Funding  Established 

The  failure  of  the  side  agreement  to  develop  a  mechanism  for  generating  "new" 
money  (not  from  the  U.S.  budget  process)  is  discussed  in  the  introduction  section. 

K.  "Necessary"  Test  and  Other  Problematic  NAFTA  Language 

Like  many  other  NAFTA  provisions,  NAFTA  Chapter  21's  exceptions  incorporate 
GATT  terminology  and  jurisprudence.  Recent  GATT  panel  decisions  have  given  specific 
meaning  to  trade  terms  of  art,  such  as  the  term  "necessary,"  that  are  threateiung  to  U.S. 
environmental  and  consumer  protection.  Most  simply,  to  meet  the  requirement  of  being 
necessary,  an  envirorunental  or  conservation  measure  must  be  the  'least  trade  restrictive" 
option,  even  if  such  an  option  may  not  be  politicaUy  or  practically  possible.  This  is  only  one 
example  of  the  trade  terrm  in  NAFTA  with  dangerous  GATT  interpretations  that  we  asked 
to  be  clarified,  for  instance  by  providing  agreed-upon  NAFTA  definitions  for  such  terms. 
The  side  agreement  fails  to  deal  with  these  clarifications. 


"  NAFTA  Article  1007. 


"  NAFTA  Article  104  provides  that  countries  may  take  the  least  trade  restrictive 
domestic  measures  to  enforce  those  three  agreements  and  that  such  measures  would 
be  protected  even  if  they  coi\flicted  with  NAFTA's  rules.  Besides  not  including  many 
international  envirorunental  agreements,  this  provision  puts  domestic  measures  at 
risk  of  challenge  if  they  cannot  be  shovm  to  be  the  least  trade  resbictive  method  to 
enforce  an  international  agreement 
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III.       THE  PROBLEMS  WITH  NAFTA  CANNOT  BE  REMEDIED  IN  THE 
IMPLEMENTING  LEGISLATION. 

Many  of  NAFTA's  proponents  claim  that  whatever  problems  could  arise  domestically 
because  of  NAFTA,  including  the  many  that  were  not  addressed  in  the  enviroiunental  side 
agreement,  could  be  "fixed"  in  the  implementing  legislation.  Although  undoubtedly  some 
issues  can  be  partially  addressed  in  the  implementing  legislation,  the  vast  majority  of 
environmental,  conservation,  consumer  and  aninwl  welfare  concerns  simply  cannot  be 
resolved  in  that  manner. 

Regardless  of  what  the  United  States  provides  in  its  domestic  enabling  legislation,  the 
United  States  can  not  prohibit  our  trading  partners  from  bringing  a  trade  claim  against  one 
of  our  laws  within  the  trilateral  NAFTA  framework.  The  United  States  has  no  ability  once 
agreeing  to  NAFTA's  terms  to  prohibit  a  NAFTA  tribunal  from  determining  that  a  U.S.  law 
is  a  violation  of  NAFTA's  legal  rules.  Once  such  a  determination  is  made,  the  United  States 
will  be  required  under  NAFTA's  rules  to  stop  eiifordng  the  law  against  imports  or  "pay"  in 
perpetual  trade  sanctions  to  maintain  the  law. 

Some  have  suggested  that  the  U.S.  implementing  legislation  could  restrict  U.S. 
agencies  from  complying  with  such  NAFTA  rulings.  However,  if  the  United  States  would 
ignore  a  ruling  and  refuse  to  change  its  law,  it  would  still  be  required  to  pay  trade  penalties 
to  maintain  its  law.  Moreover,  any  such  provision  in  U.S.  implementing  legislation  may 
itself  be  considered  a  violation  of  U.S.  NAFTA  obligations.  Article  27  of  the  Vienna 
Convention  on  the  Law  of  Treaties  provides  that,  "a  party  may  not  invoke  the  provisions  of 
its  internal  law  as  justification  for  its  failure  to  perform  a  treaty."    In  addition.  Article  31  of 
that  Treaty  provides  that  a  party  shall  abide  by  its  treaty  obligations  in  "good  faith". 
Forbidding  implementation  of  an  adverse  ruling  in  our  authorizing  legislation  would  not  be 
considered  an  action  in  good  faith  and  would  be  a  direct  affront  to  the  notion  of  U.S. 
commitment  to  its  intematiorwl  obligations.  The  only  real  remedy  to  this  problems  is  to 
ensure  that  NAFTA's  rules  do  not  imperil  our  domestic  laws  in  the  first  place. 


rV.  AMBIGUOUS  LEGAL  STATUS  OF  THE  SIDE  AGREEMENT 

Before  addressing  the  contents  of  the  side  agreement,  1  wrill  briefly  discuss  its  legal 
status.  First,  the  two  side  agreements  are  vmtten  as  free  standing  international  agreements 
between  the  United  States,  Mexico  and  Canada.  They  are  not  legally  part  of  the  actual 
NAFTA;  the  connection  is  political.  The  date  upon  which  the  side  agreements  would  go  into 
effect  is  linked  to  NAFTA's  effective  date,  thus  making  these  legally  independent 
agreements  reliant  on  this  NAFTA's  approval.  However,  withdrawal  from  one  of  the  side 
agreements  or  failure  to  comply  with  any  of  their  terms  do  not  result  in  any  action 
regarding  NAFTA  -  such  as  termination  of  NAFTA  benefits  or  expulsion  from  NAFTA.  I 
raise  this  latter  point  because  the  lack  of  coimection  to  NAFTA  was  the  main  criticism  of  a 
similar  side  bar  environmental  commission  the  Bush  Administration  had  proposed  as  a 
means  to  mute  environmental  opposition  to  NAFTA. 

The  side  agreement's  legal  independence  raises  issues  as  to  how  the  side  agreements 
need  to  be  approved.  To  the  extent  that  the  side  agreements  do  not  require  any  changes  to 
existing  U.S.  law,  they  may  fall  into  the  international  legal  category  of  international 
executive  agreements  which  can  be  entered  into  by  the  executive  branch  alone.  The  United 
States  is  currently  party  to  two  such  agreements  with  Mexico  which  are  considered  highly 
ineffectual  -  the  La  Paz  Agreement  and  the  Inter  Boundary  Waters  Commission.  Thus, 
inclusion  of  the  side  agreements  in  the  NAFTA  enabling  legislation  may  be  more  a  matter  of 
politics  than  legal  necessity. 

Finally,  application  of  the  side  agreements  to  Canada  is  limited  by  the  necessity  for 
the  Canadian  provinces  to  accept  the  side  deals".  This  is  necessary  because  under  the 


Supplemental  Environmebtal  Agreement,  Annex  41. 
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Canadian  constitution,  the  provinces  have  control  of  large  areas  of  environmental  law. 
Provinces  accepting  must  represent  a  set  majority-plus  percentage  of  Canada's  Gross 
Domestic  Product  (GDP).  Already  several  of  Canada's  most  wealthy  and  populated 
provinces  that  are  opposed  to  NAFTA  have  suggested  that  they  will  not  accept  the  side 
deals,  including  Ontario,  British  Columbia  and  Saskatchewan. 

V.        THE  NORTH  AMERICAN  ENVIRONMENTAL  COMMISSION  DOES  NOT 
REMEDY  NAFTA'S  ENVIRONMENTAL  PROBLEMS 

The  one  issue  that  the  Administration  attempted  to  address  in  the 
supplemental  negotiations  was  that  of  enforcement  of  domestic  laws.  That  issue  was 
addressed  through  establishment  of  a  North  American  Conunission  on  the  Enviroiunent 
The  establishment  of  a  North  American  Commission  on  the  Environment  is  a  historical  first 
step  in  connecting  trade  and  environmental  policy.  However,  the  Commission  has  distracted 
attention  from  the  bulk  of  real  environmental  and  consumer  problems  created  by  NAFTA, 
which  the  Commission  does  not  in  any  way  remedy. 

As  well,  we  have  serious  reservations  about  the  shnjcture  and  scope  of  the 
specific  Commission  established  in  the  enviroiunental  side  agreement  The  Commission's 
main  role  is  to  facilitate  study  and  cooperation  on  the  North  American  environment  It  also 
has  a  narrow  review  process  limited  to  patterns  of  nonenforcement  of  certain  types  of 
domestic  environmental  laws.  The  review  process  has  unworkably  long  and  complicated 
procedures  and  does  not  allow  for  meaningful  public  participation. 

A.The  Commission's  Main  Role  is  Discussion 

The  Agreement  establishes  no  new  enforceable  obligations  for  the  Parties  vdth  respect 
to  conservation  of  natural  resources,  pollution  prevention  or  abatement,  the  elimination  or 
control  of  toxics,  public  or  worker  health  and  safety  nor  public  access  to  information 
regarding  the  environment'*  Instead,  the  Con\mission's  primary  mandate  is  to  research 
and  prepare  reports  on  topics  approved  in  advance  by  the  NAFTA  governments'^  as  well 
as  to  facilitate  intergovernmental  consultations  and  cooperation  on  the  environment'*. 

The  side  agreement  contains  pages  of  hortatory  text  on  environmental  goals  and 
many  imenforceable  promises  concerning  each  countries  provision  of  domestic 
environmental  protections  and  citizen  involvement  in  domestic  envirorunental  policy". 
While  these  are  laudable  goals,  failure  to  follow  these  promises  are  not  actionable  under  the 
agreement;  ignoring  such  promises  caimot  result  in  an  enforcement  review  imder  the  side 
agreement,  much  less  fines  or  sanctions  because  such  enforcement  reviews  are  limited  to 
existing  domestic  environmental  law. 

B.  The  Commission's  Scope  and  Goals  are  Narrow:  its  Structure  Limiting 

The  Commission  is  structured  so  that  a  Coimsel  cor^isting  of  top  environmental 
officials  from  each  NAFTA  country  control  the  agenda  and  budget  for  the  Commission*'. 
The  Coimsel  is  staffed  by  a  Secretariat  whose  work  plans  and  requested  budget  must  be 
approved  in  advance  by  the  Council  menJjers".  A  Public  Advisory  committee  is 


'*  Supplemental  Environmental  Agreement  Article  2. 

"  Id  at  Article  13. 

'*  Id  at  Article  2. 

•*  Id  at  Articles  6  and  7. 

"Id- at  Article  10. 

"Id  at  Article  11. 
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established  which  have  no  right  to  participate  in  Commission  business  flsut  may  be  called 
upon  by  the  Council  or  Secretariat)  or  see  most  Commission  docimients**.  This  structiire 
calls  into  question  the  Comnrussion's  independence  and  thus,  its  effectiveness  in  pushing  to 
better  enforce  their  laws  the  very  governments  who  fund  and  control  it. 

The  Agreement  fails  to  treat  environmental  concerns  as  regional  or  global 
problems".  The  terms  of  the  Agreement  limit  obligations  to  the  territorial  jurisdiction  of 
the  individual  Party^.  Ironically,  the  question  of  whether  a  country  may  protect  resources 
outside  its  territorial  jurisdiction  has  been  at  the  center  of  the  trade  and  environment  debate, 
including  a  successful  1991  Mexican  trade  challenge  of  the  Marine  Mammal  Protection  Act 

Moreover,  we  are  concerned  that  the  Supplemental  Environmental  Agreement 
requires  the  Commission  to  "avoid  the  creation  of  trade  distortion  or  new  trade  barriers.*" 
This  language  could  be  construed  to  require  the  Commission  to  advocate  environmental 
solutions  which  are  'least  trade  restrictive",  regardless  of  whether  such  solutions  are  the 
most  satisfactory  from  an  environmental  perspective.  This  requirement  could  make  the  side 
agreement  constrict  environmental  policy  to  suit  the  trade  agenda,  the  very  pressure  this 
agreement  was  designed  to  defend  against 

Lastly,  as  described  in  more  detail  below,  the  Commission  has  a  narrow  review 
procedure  for  repeated  patterns  of  nonenforcement  of  some  environmental  laws**.  While 
the  concept  of  a  review  mechanism  was  the  most  promising  aspect  of  the  proposed 
Commission,  the  narrow  scope  and  unworkable  procedures  of  the  actual  review  process 
make  it  meaningless. 

C.  Most  Health.  Safety,  and  Conservation  Laws  Are  Excluded  from  Review;  Review 
Procedures  Are  Unworkably  Complicated  and  Long. 

Two  types  of  review  are  established  in  the  side  agreement  Informal  review  consists 
of  factual  studies  of  issues  that  result  in  reports  that  can  be  made  public  only  on  the 
approval  of  two  thirds  of  the  NAFTA  countries''.  Under  limited  circumstances,  citizens  in 
the  NAFTA  coimtries  can  petition  for  informal  review. 

Formal  review,  which  is  available  for  fewer  issues  than  informal  review,  only  can  be 
initiated  by  a  NAFTA  country,  and  can  only  proceed  on  approval  of  two  thirds  of  the 
NAFTA  coimtries.**  The  formal  review  process  is  lengthy  and  includes  numerous  steps 
each  requiring  two  thirds  approval  to  proceed.  At  the  end  of  formal  review,  a  NAFTA 
country  can  be  required  to  begin  enforcing  a  law  that  it  has  been  shown  to  have  repeatedly 
not  enforced*.  After  a  lengthy  time  period  (470  days  after  initiation  of  a  formal  review  if 


**  Id^  at  Article  16. 
^  Id.  at  Article  1-a. 


**  Idi  at  Article  45  (defining  "environmental  law"  limited  to  measures  operating 
within  a  Parties  territory.) 

*  Id.  at  Article  1-e. 

**  Id  at  Article  24. 

*^  Id  at  Article  15  (2/3s  vote  requirement  is  at  Article  15-7.) 

**  Id  at  Article  24.  This  is  a  f>oint  that  NAFTA  supporters  have  obscured  and  the 
press  regularly  has  gotten  wrong  -  only  the  countries  can  initiate  the  formal  review 
which  could  result  in  fines  or  trade  sanctions.  Citizens  and  nongovernmental  groups 
can  only  trigger  informal  review  resulting  in  the  production  of  a  study  if  approved 
by  2/3s  of  the  NAFTA  governments. 

»  Id  at  Article  33-34. 
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all  time  lines  are  met),  countries  failing  to  comply  can  be  fined"  -  not  more  than  $20 
million  in  the  first  year  and  not  more  than  .007  percent  of  its  trade  thereafter^.  If  such  fines 
are  not  paid  within  a  set  time  period,  trade  sanctions  only  to  the  $20  million  or  .007  percent 
amount  could  be  levied  against  Mexico  and  the  United  States**.  Such  failure  to  pay  could 
be  taken  to  Canadian  courts  which  could  order  compliance  or  penalties. 

The  unworkable  environmental  review  procedures  are  detailed  in  Annex  1,  attached. 
Following,  is  a  summary  of  the  key  problems  with  the  review  process: 

1.  ONLY  THE  GOVERNfMENTS  CAN  INITIATE:  Only  a  very  limited  category  of  repeated 
violatioits  of  narrowly  defined  existing  domestic  envirorunental  laws  with  trade  effects  can 
qualify  for  review  by  the  Commission.  Only  such  problems  raised  by  the  Parties,  not  those 
brought  to  the  attention  of  the  Commission  by  private  persons  or  nongovernmental 
organization,  can  ever  be  coi\sidered  for  formal  review.  Issues  raised  by  citizens  can  only  be 
studied  through  an  informal  fact  finding  process  and  only  if  such  public  submissions  meet  a 
long  list  of  qualifications  and  are  approved  for  study  by  two  of  the  three  NAFTA  Parties. 

2.  ONLY  REPEATED  PATTERNS  OF  FAILURE  TO  EFFECTIVELY  ENFORCE  DOMESTIC 
LAWS  CAN  BE  REVIEWED  The  Environmental  Agreement  sp)ecifically  states  die  luurow 
category  of  issues  that  can  receive  formal  review.  What  must  be  shown  is  a  "persistent 
pattern  of  failure  ...  to  effectively  enforce  its  environmental  law  relat[ing]  to  a  situation 
involving  workplaces,  firms,  companies,  or  sectors  that  produce  good  or  provide  services: 
traded  between  the  Parties;  or  that  compete  with  goods  produced  and  services  provided  by 
another  Party.''" 

a.  EXISTING  DOMESTIC  LAW  Only  the  repeated  failure  to  effectively  enforce 
existing  domestic  law  is  in  any  way  reviewable.  Thiis,  major  envirorunental  problems  caused 
by  the  lack  of  regulation  are  not  reviewable.  This  is  an  important  point,  because,  for 
instance,  Mexican  law  on  toxic  substances  includes  no  provisions  for  clean  up  or  community 
right  to  know,  and  other  matters  that  are  dearly  problems  imder  the  status  quo.  Under  this 
narrow  definition,  continued  Mexican  tolerance  of  U.S.  companies  dumping  toxic  wastes  in 
ways  that  save  those  companies  large  simis  of  money,  but  destroy  public  health  and  the 
environment,  are  not  actioiwble. 

b.  FAILURE  TO  EFFECTIVELY  ENFORCE  Additionally,  only  a  failure  to  "effectively 
enforce"  a  law  is  actionable.  The  Agreement  allows  that  "A  Party  has  not  failed  to  effectively 
enforce  its  environmental  law  ...  where  the  action  or  inaction  in  question  by  an  agency  or 
officials  of  that  Party  reflects  a  reasonable  exerdse  of  their  discretion...;  or  results  from  bona 
fide  decisions  to  allocate  resources  to  enforcement  of  other  envirorunental  matters 
determined  to  have  higher  priorities.'*  The  breadth  of  the  exceptions  for  not  taking  action 
devours  the  notion  of  enforcement  If  an  official  or  agency  deciding  within  its  discretion  not 
to  act  is  not  a  failure  of  effective  enforcement  then  what  is?  Moreover,  what  is  a  "bona  fide" 
decision  to  aUocate  resources  in  a  fashion  that  allows  some  laws  not  to  be  enforced? 

c  PERSISTENT  PATTERN  Only  a  f)ersistent  pattern  of  such  i\onenforcement  is 
reviewable.  The  Envirorunental  Agreement's  definition  of  "persistent  pattern"  will  make  that 
requirement  difficult  to  meet.  Under  the  Agreement,  "[plersistant  pattern  means  a  sustained 
or  reclining  course  of  action  or  inaction  beginning  after  the  date  of  entry  into  force  of  this 


» Id  at  Article  34-5-b. 

"  IdL  at  Annex  34  (amounts  of  fines.) 

"Id  at  Article  36. 

*»  Id  at  Article  24. 

»« Id  at  Article  45. 
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Agreement.*'  This  definition  is  extremely  vague  as  to  the  length  of  time  such  behavior 
must  be  sustained  or  how  many  repetitions  equals  recurring,  thus  opening  a  defense  that 
this  standards  has  not  been  satisfactorily  met. 

3.  ONLY  LIMITED  CATEGORY  OF  LAWS  WILL  QUALIFY  FOR  REVIEW:  Only  repeated 
nonenforcement  of  laws  concerning  "the  prevention,  abatement  or  control  of  the  release, 
discharge,  or  emission  of  pollutants  or  environmental  contaminants;  the  control  of 
environmentally  hazardous  or  toxic  chemicals,  substances,  materials,  and  wastes,  and  the 
dissemination  of  information  related  thereto;  and  the  protection  of  wild  flora  or  fauna, 
including  endangered  spedes,  their  habitat,  and  specially  protected  natural  areas,  in  the 
Party's  territory*",  other  than  worker  health  and  safety  can  be  reviewed. 

Thus,  the  numerous  laws  regarding  the  conservation  of  natural  resources  such  as 
timber,  water,  oil,  gas,  and  minerals  are  excluded  from  any  review.  Similarly  excluded  are 
environmental  effects  of  NAFTA's  thousand-plus  pages  of  investment  rules  that  will  shape 
agricultural  and  manufacturing  investment  decisions  with  large  environmental  implications. 
As  well,  the  language  regarding  flora  and  fauna  provides  only  for  laws  for  their  protection, 
but  not  their  conservation  and  only  within  a  Party's  territory.  There  is  an  addition  provision 
that  clarifies  the  limited  conservation  coverage  to:  "not  include  any  domestic  statute  or 
regulation  or  provision  either  in,  the  primary  purpose  of  which  is  managing  the  commercial 
harvest  or  exploitation,  or  subsistence  or  aboriginal  harvest,  or  natural  resources.^"  Thus, 
the  majority  of  conservation  laws  pertaining  to  management  of  spedes  and  pertaining  to  all 
creatures  of  the  seas  and  migratory  spedes  are  not  induded. 

Finally,  only  laws  whose  "primary  purpose  is  the  protection  of  the  environment,  or 
the  prevention  of  a  danger  to  human  life  or  health  ..."  can  qualify^.  Thus,  laws  with  mixed 
environmental  and  other  purposes  could  be  disqualified  from  an  enforcement  review. 

4.         TWO  THIRE)S  VOTES  REQUIRED  THROUGHOUT  THE  PROCESS  TO 
PROCEED:  470  DAYS  BEFORE  FINES  COULD  BE  ASSESSED 

At  numerous  occasions  throughout  the  long  Commission  process,  two  third  votes  of 
the  NAFTA  covmtries  a:-2  required  to  proceed.  To  even  establish  a  panel  for  formal  review,  a 
two  thirds  vote  is  required*.  To  make  informal  Council  recommendations  on  enforcement 
disputes  public,  a  two  thirds  vote  is  required,  and  so  foith*".  Thus,  at  several  key  moments, 
the  Commission's  operations  can  be  permanently  halted  if  a  country  being  fonnally 
challenged  or  ii\formally  reviewed  convinces  the  non-involved  country  to  join  forces  against 
an  initiating  country. 

Moreover,  there  are  so  many  steps  and  the  time  limitations  for  each  are  so  generous, 
that  470  days  would  pass  from  an  initial  complaint  by  a  Party  before  fines  could  be  assessed 
in  formal  review,  assuming  all  time  limits  were  met*'. 

D.  The  Supplemental  Environmental  Agreement  Lacks  a  Mechanism  for  Meaningful 
Public  Partidpation 


*  Id  at  Artide  45. 
*IdatArtide45. 
''Id  at  Artide 45. 

*  Id  at  Artide  45. 

*  Id  at  Artide  24. 

*  Id  at  Artide  23-4. 


*'  This  number  is  derived  from  adding  up  the  time  limits  for  formal  arbitral 
reviews  provided  in  Part  5  of  the  Supplemental  Environmental  Agreement. 
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Opportunities  for  public  participation  in  the  environmental  Commission  are  illusory. 
While  papjer  opporttmities  for  participation  exist  and  a  public  advisory  committee  is 
established,  important  documents  remain  secret,  even  to  the  so<alled  advisory  committee, 
unless  approved  for  release  by  a  two  thirds  vote  by  the  NAFTA  countries.  No  public  access 
to  review  proceedings  nor  even  the  right  to  submit  paper  to  such  proceedings  is  guaranteed. 

General  pronouncements  in  the  side  agreement  providing  for  pubhc  participation  are 
strictly  controlled  and  limited  under  other  provisions  of  the  Agreement.  For  instance,  in 
simply  preparing  reports  for  the  Council,  the  Secretariat  "may"  but  is  not  required,  to  accept 
submissions  from  the  Public  Advisory  Committee,  interested  parties  or  NGCDs**.  Moreover, 
such  reports  by  the  Secretariat  will  only  be  made  public  60  days  after  submission  to  the 
Council.  This  release  is  subject  to  a  veto  by  the  Commission,  by  consensus**. 

Similarly,  the  Commission,  in  preparing  factual  reports  on  submissions  relating  to 
nonenforcement  reviews,  grants  the  public  no  right  to  participate,  but  the  secretariat  "may" 
consider  information  from  NGOs  and  private  citizens  .  Drafts  of  such  factual  records  are 
submitted  to  the  Council  for  comment  as  to  factual  accuracy**.  The  public  has  no  such  right 
to  comment  on  a  draft.  Once  final,  the  factual  record  will  only  be  made  available  to  the 
public  if  two  of  the  three  coimtries  allow.  Such  a  disclosure  should  occiu-  "normally,  within 
60  days  following  receipt.**" 

The  same  sham  "openness"  pertains  to  the  ability  of  private  individuals  or  NGOs  to 
present  submissions  about  nonenforcement  of  environmental  laws.  Despite  claims  to  the 
contrary,  the  supplemental  agreement  text  shows  that  public  submissions  can  only  result  in 
informal  reviews.  They  cannot  rigger  an  formal  review  that  could  end  in  fines  or  sanctions. 

E.  The  Agreement  Fails  to  Provide  for  Adequate  Access  to  Information  for 
Investigations 

Under  the  Agreement,  the  Commission  is  to  work  with  only  "publicly  available" 
information*'.  The  NAFTA  Parties  have  very  limited  obligations  to  make  information 
available  to  the  Council  or  Secretariat.  The  side  agreement  provides  only  that  a  Party 
"subject  to  its  applicable  law"  shall  provide  the  requested  information  and  that  it  shall  take 
"all  reasonable  steps"  to  make  other  information  available**  If  a  Party  does  not  make 
information  available  when  requested,  it  must  simply  provide  a  written  explanation  to  the 
Secretariat**.  No  further  consequence  or  obligations  arises  for  that  Party. 


VI.       INACCURAOES  IN  THE  ADMINISTRATION  SIDE  DEAL  SUMMARY 

The  Administration  refused  to  release  an  official  text  of  the  side  agreements  imtil 
almost  exactly  one  month  after  the  deals  were  aiuiounced  as  completed.  Only  an  official 
summary  from  the  United  States  Trade  Representative's  office  was  released.  Luckily,  a  copy 
of  the  text  updated  to  the  day  before  the  announcement  leaked  out  to  the  pubUc,  making 


**  Supplemental  Environmental  Agreement,  Article  13-2. 

♦'Id  at  13-3. 

**  Id  at  Article  15-4. 

**  Id  at  15-5. 

**  Id  at  Article  15-7. 

♦^  Id  ar  Article  15. 

*»  Id  at  Article  21. 

*»  Id  at  Article  21-3. 


early  review  possible.  Several  of  the  points  claimed  in  the  USTR  public  summary,  that  have 
been  repeated  by  NAFTA  proponents  since,  are  not  in  the  actual  side  agreement  text. 

A.  The  Side  Agreement  in  No  Way  Forbids  Countries  from  Lowering  their 
Environmental  Standards 

USTR  Mickey  Kantor,  in  a  press  conference  on  August  13,  1993,  stated  that  the 
Environmental  Side  Agreement  absolutely  precluded  any  country  from  lowering  its 
environmental  standards.  Not  only  is  ther  no  such  provision  in  the  Agreement,  but  the 
constitutionality  and  enforceability  of  such  a  provision  would  be  highly  questionable. 

B.  The  Side  Agreement  Does  Nothing  to  Repair  NAFTA's  Detrimental  Impact  on 
State  and  Local  Law 

NAFTA  allows  state  and  local  laws  which  do  not  meet  NAFTA  requirements  to  be 
challenged  as  illegal  trade  barriers  before  secret  tribunals  of  five  trade  officials  under 
NAFTA's  Chapter  20  dispute  resolution  mechaxusms.  If  a  NAFTA  tribunal  rules  a  state  or 
local  law  is  in  conflict  with  NAFTA  rules,  the  U.S.  federal  government  must  take  all  steps 
possible  imder  the  constitution  including  preemptive  legislation,  suits  for  compliance  and 
withdrawal  of  any  federal  government  benefits  supporting  the  NAFTA-illegal  practice. 

Nothing  in  the  environmental  side  agreement  reverses  this  imacceptable  situation, 
which  would  put  state  pesticide,  recycling,  raw  log  ban  and  many  other  environmental, 
conservation  and  health  measures  at  risk.  The  official  simunary  released  by  the  United  States 
Trade  Representative's  Office  contains  misleading  information  on  this  point.  The  summary 
states  as  if  answering  charges  that  state  laws  were  at  risk,  that  states  may  maintain  laws  that 
are  more  protective  than  U.S.  federcil  law.  This  is  true,  but  it  is  irrelevant  to  NAFTA's  state 
law  threat.  The  problem  NAFTA  causes  state  and  local  law  exists  when  that  law  is  more 
protective  than  NAFTA  allows.  The  problems  is  not  that  law  is  more  protective  than  federal 
law.  Nothing  has  been  done  in  the  environmental  side  agreement  to  remedy  the  real 
problem  in  this  area  which  the  summary  attempts  to  obscure.  This  problem  cannot  be 
resolved  in  the  domestic  enabling  legislation. 


VIL  CONCLUSION:  CONGRESS  SHOULD  REJECT  THIS  NAFTA 

As  is  described  in  this  testimony,  the  environmental  side  agreement  simply  does  not 
address  most  of  the  fxmdamental  flaws  in  NAFTA  listed  both  by  President  Clinton  during 
his  campaign  and  by  the  many  of  the  national  environmental,  consumer,  conservation  and 
other  citizen  groups  concerned  with  NAFTA.  These  fundamental  NAFTA  flaws  would 
vmdermine  existing  environmental,  heath  and  safety  laws  and  cost  U.S.  jobs  by  promoting 
relocation  to  Mexico  to  avoid  U.S.  environmental  and  worker  safety  costs.  The  one  issue  of 
enforcement  of  existing  domestic  environmental  laws  that  the  side  agreement  does  address 
has  not  been  addressed  in  a  meaningful  fashion.  Thus,  unfortxmately,  the  NAFTA  that  will 
come  before  Congress  this  fall  is  unacceptable  from  a  consumer  health  and  safety  and 
environmental  perspective.  It  is  a  bad  deal  for  most  Americarw.  Public  Citizen  respectfully 
urges  Congress  to  reject  this  NAFTA. 


NAFTA 

Supplemental  Scorecard 


Side  Pacts  Do  Not  Meet  Environmental 

Community  Requirements  to 

"Fix"  NAFTA 

It's  the  Same  Bad  Bush  NAFTA 


What  3/4/93  Eiwironmental/Consumer 
Group  Consensus  Position  Called  For 
(Repair  Omissions  and  Textual 
Prot>lems;  add  Enforcement,  Funding) 


Included  In 


Reached  ttie 

Negotit 

Table 


Safeguard  international  and  domestic 
environmental  laws  based  on 
production/process  standards  (Tuna- 
Dolphin  problem) 

X 

Shield  domestic  product-based 
environmental  and  consumer  laws  from 
challenge  as  illegal  trade  barriers 

X 

Repair  language  on  international 
environmental  agreements  so  that 
more  lEAs  are  included  and  countries 
are  allowed  to  use  all  domestic 
measures  necessary  to  enforce  EIA 
obligations 

X 

Fixing  the  "Necessary  Tesf  and  Other 
Problematic  NAFTA  Language  that 
Connects  to  Bad  GATT  Precedents 

X 

Secure  a  community-controlled  border 
environmental  clean  up,  infrastructure 
build  up  plan 

X 

X 

Repair  NAFTA  tem«  that  threaten 
state  and  local  green  laws 

X 

Repair  language  in  investment  chapter 
to  Pftaice  obligation  not  to  lure 
investment  by  lowing  standards  binding 

X 
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Repair  energy  chapter  to  allow 
continuation  of  energy  conservation 
programs  based  on  differential  taxation, 
subsidies  for  aRemative  energy 
oevelopnient 

X 

Provide  Pubic  Participation, 
accountability  in  NAFTA 

X 

lniMl.«wU5. 

■grMdon7/22m 

todoMwyApul* 

pRKMdngicf 

«NWU>cr 

MrnnMon  iwwit 

Safeguard  natural  resource  and  wildlife 
conservation;  sustainable  development 
policies 

X 

Allow  government  procurentent  rules  to 
mandate  green  technologies,  recycling 
as  bid  requirement 

X 

Promote  sustainable  agriculture 
practices 

X 

Prepared  by  Public  Citizen,  a  consumer  group  founded  by  Ralph  Nader. 

For  more  information  please  contact  Lori  Wallach,  (202)  546-4996 
215  Pennsylvania  Ave.,  S.E.  Washington.  D.C.  20003 
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NAFTA 

Supplemental  Scorecard 


By  Clinton's  Own  Standard,  Side  Pacts 
Announced  8/13/93  Do  Not  Measure  Up 

It's  the  Same  Bad  Bush  NAFTA 


What  Clinton  Said  Must  Be  Fixed 
in  a  10/92  NAFTA  Policy  Statement 


I  in 
Negotiation 


Never  Even 
I  the 


But... 

Negotiating 
Table 

Shield  domestic  environmental  and 
consumer  laws  from  challenges 

X 

Safeguard  U.S.  manufacturing  jobs  and 
wage  levels 

X 

Guarantee  the  safety  of  imported  foods 

X 

infrastructure  build  up 

X 

A  border  infrastnclute  bank  is  created  which  would 
lend  iTKXwy  tor  water  and  sewage  treatment 
projects.  The  U.S.  will  pay  in  85%  o(  the  bank's 
ce.iital-  about  $100  million  kx  5  years.  Funding  Is 
not  provided  for  worker  ar^ustment  and  assistance 
or  cleanup  o(  toxk  cites  Only  $5  billion  is 

bilion  is  necessary  just  lor  the  environment. 

X 

Establish  worker  adjustment  assistance 
&  retraining  for  ttiose  injured  by  NARA 

X 

Create  new  $  for  worker  retraining, 
environmental  cleanup,  border 
infrastnxrture 

X 

Assure  NAFTA  is  good  for 
Anrwfican  family  famiers 

X 

Open  NAFTA  to  'citizen  participatwn* 

X 

No  changes  to 
open  NAFTA. 
Commission 
studies  are  only 
available  to  the 
public  If  2/3  of 
the  countries 
agree. 

Commissions' 
soolled  public 
advisory  boards 
have  no  real 
role. 
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What  aMon  Said  Mutt  B*  Fixed 
NAFTA  in  a  10/92  Policy  Statwnwit 


■Fixad- 


Included  in 

NagotI 

BuU 


Tal)le 


Ensure  highway  safety  (in  face  of 
harmonization  proposals) 

X 

Provide  "democratic  accountability* 
in  NAFTA 

X 

Enforcement  of  environmental  and 
labor  standards  in  North  America. 
(Formation  of  trinatioruu  commissions 
on  environment  and  laboO 

X 

♦  Commissions'  main  roles  are  merely 
cooperation,  study  of  conditions. 

♦Only  non-enforcement  of  existing  laws  is 
reviewable.  Any  environmental  or  labor 
dispute  caused  by  NAFTA's  terms-  such  as 
challenges  ol  laws  as  niegal  barriers-  cannot 
be  addressed  in  the  commissions. 

♦The  review  process  is  unworloble,  with 
numerous,  complicated  steps.  Some  steps 
have  no  time  ymitations. 

♦  A  2/3  vote  by  NAFTA  countries  is  necessary 
to  even  initiate  a  review  (unlike  NAFTA's 
commercial  dispute  njles  which  allow  any  one 
party  to  initiate). 

♦  No  on-site  imrestigation  or  subpoena  power 
is  allowed:  only  access  to  public  documents. 

♦  SpecHic  companies  causing  pollution  in 
violation  of  laws  cannot  be  targeted. 

caned  teeth)  have  a  maximum  ol  only  $20 
million,  regardless  of  the  actual  damage. 
Failure  to  pay  the  lines  could  result  in  trade 
sanctions  lor  Mexico  only.  Unless  the 
Canadian  provinces  approve  the  side  deals, 
Canada  will  not  even  be  liable  for  the  fines. 

Key 


The  issues  listed  in  this  table  vi^ere  detailed  by  President  Clinton  in  his  October  4.  1992  NAFTA 
campaign  policy  statement.  Clinton  said  these  fixes'"  would  be  necessary  for  the  NAFTA,  signed  by 
President  Bush,  to  be  a  good  deal  for  most  Americans.  The  Clinton  Administration,  however,  has  failed 
to  achieve  these  'fixes"  in  the  supplemental  negotiations.  In  fact,  the  vast  majority  of  these  problems 
never  even  made  it  onto  the  negotiating  table.  The  Citizens  Trade  Campaign,  a  coalition  of  70  national 
consumer,  environmental,  labor,  family  farm,  religious  and  civic  organizations  as  well  as  the 
environment/consumer  NAFTA  coalition  have  also  listed  other  important  fixes  which  also  never  made 
It  onto  the  negotiating  table.  This  table  has  been  updated  on  the  basis  of  the  side  agreements 
announced  August  13.  1993. 


Prepared  by  Public  Citizen,  a  consumer  group  founded  by  Ralph  Nader. 
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Chairman  Gibbons.  Mr.  Hudson. 

STATEMENT  OF  STEWART  J.  HUDSON,  LEGISLATIVE  REP- 
RESENTATIVE FOR  THE  INTERNATIONAL  PROGRAMS,  NA- 
TIONAL WILDLIFE  FEDERATION  DIVISION 

Mr.  Hudson.  Thank  you,  Mr.  Chairman.  I  am  Stewart  Hudson, 
legislative  representative  for  the  International  Programs  Division 
of  the  National  Wildlife  Federation.  When  we  prepared  this  testi- 
mony, we  were  a  little  concerned  that  we  would  be  hitting  a  little 
too  hard.  After  hearing  the  previous  statement,  I  think  we  hit  it 
just  about  right. 

This  issue  has  caused  a  great  deal  of  pain  and  discomfort  with 
respect  to  the  four  environmental  groups  that  you  see  before  you, 
the  Sierra  Club,  Friends  of  the  Earth,  the  National  Wildlife  Fed- 
eration, and  the  Environmental  Defense  Fund.  Even  as  Pete  point- 
ed out,  there  is  some  dissension. 

I  want  you  to  remember  two  things  about  this  testimony: 

First,  a  fair  and  objective  reading  of  the  NAFTA  leaves  you  with 
one  uncompromising  conclusion:  the  environment  is  far  better  off 
with  this  NAFTA  than  without. 

Two,  remember  something  else:  Those  who  want  to  kill  NAFTA 
are  hiding  behind  environment. 

The  National  Wildlife  Federation  on  the  other  hand,  along  with 
a  majority  of  the  Nation's  leading  environmental  and  conservation 
organizations,  wholeheartedly  supports  NAFTA.  We  firmly  believe 
the  environment  is  better  off,  and  it  is  a  position  we  share  with  the 
National  Audubon  Society,  the  World  Wildlife  Fund,  the  Natural 
Resources  Defense  Council,  the  Environmental  Defense  Fund,  and 
Conservation  International,  groups  which,  combined,  number  7.5 
million  members  in  this  country. 

We  spent  thousands  of  hours  on  this.  My  organization  has 
worked  for  years.  We  were  initially  opposed  to  this  agreement,  but 
now  we  are  strongly  in  favor.  And  as  a  result  of  our  efforts,  envi- 
ronmental concerns  are  one  of  the  pillars  of  this  agreement.  Here 
are  a  few  examples: 

The  NAFTA  text  itself  provides  for  protection  and  strengthening 
of  the  highest  food  safety,  environmental,  and  consumer  standards. 
They  are  protected  at  the  Federal,  State,  and  local  level.  NAFTA 
does  not  force  these  standards  downward. 

In  addition,  NAFTA  denies  countries  the  ability  to  lower  pollu- 
tion standards  to  attract  business. 

Third,  and  yet  another  unprecedented  provision,  NAFTA  protects 
international  environmental  agreements  which  rely  on  trade  meas- 
ures for  their  enforcement.  The  Agreement  on  Environmental  Co- 
operation, which  establishes  the  North  American  Commission  on 
Environmental  Cooperation,  will  make  lax  enforcement  of  environ- 
mental laws  in  the  NAFTA  territory  actionable  through  monetary 
penalties  and  trade  sanctions. 

And  we  have  heard  other  important  aspects  of  this  agreement, 
which  lead  us  to  the  conclusion  that  the  benefits  of  the  NAFTA 
package  stand  in  stark  contrast  to  the  status  quo,  where  environ- 
mental concerns  are  largely  ignored  in  commerce  between  nations, 
where  lax  enforcement  of  environmental  laws  is  unchecked  and  cit- 
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izen  input  into  trade  and  environmental  issues  is  shut  out,  and 
where  the  atrocities  found  along  the  border  persist. 

Given  the  obvious  improvement  that  NAFTA  makes  with  respect 
to  environment  in  all  of  these  areas,  you  may  ask  yourself  how  any 
environmental  group  could  still  oppose  it.  The  answer  is  simple. 
The  environmental  critics  of  NAFTA,  those  who  would  forever  be 
holding  out  for  more,  even  at  the  expense  of  making  progress  on 
the  environment  in  dealing  with  problems  that  concern  all  of  us, 
are  out  to  kill  trade.  It  is  like  an  Olympics  where  the  bar  keeps 
getting  higher  and  higher.  I  want  to  suggest  that  the  President 
hire  Carl  Lewis  instead  of  Lee  lacocca.  And  the  bar  is  still  too  high. 

We  prepared  in  this  testimony  a  response  to  some  of  the  allega- 
tions that  you  heard  today,  that  NAFTA  would  cause  standards  to 
be  lowered,  and  we  responded,  as  have  the  administration  and 
other  governments,  to  each  and  every  one  of  these  concerns,  not 
just  adequately  but  successfully. 

I  think  there  is  one  in  particular  I  would  like  to  single  out,  an 
allegation  that  has  been  made  that  NAFTA — and  I  quote  from  a 
press  release — "is  a  threat  to  American  environmental  sovereignty" 
and  that  it  "is  a  major  step  toward  ending  democracy  in  this  coun- 
try." 

At  the  outset  of  this  hearing,  we  heard  from  a  majority  of  mem- 
bers here  that  we  want  to  fight  this  battle  with  facts,  not  fiction; 
not  with  scare  tactics,  but  information.  The  best  argument  for 
NAFTA  is  the  NAFTA  itself,  and  I  don't  think  the  National  Wild- 
life Federation  or  any  of  the  other  environmental  groups  here  today 
want  to  end  democracy,  and  I  don't  think  President  Clinton  wants 
to  either.  He  has  done  pretty  well  by  it. 

I  would  say  that  the  environmental  holdouts  on  NAFTA  are  as- 
suming a  great  responsibility.  If  they  are  successful  in  convincing 
you  to  kill  NAFTA,  then  they  are  honor  bound  to  go  to  the  border 
and  explain  to  the  residents  in  the  colonias  why  they  are  eliminat- 
ing the  $8  billion  in  funds  for  addressing  the  environmental  hor- 
rors that  afflict  that  area.  They  are  honor  bound  to  explain  to 
Mexican  citizens  why  they  felt  it  necessary  to  trash  NAFTA  provi- 
sions which  improve  their  voice  in  environmental  issues. 

They  should  travel  to  Oregon  and  explain  to  small  businesses 
like  David  Evans  &  Associates,  an  environmental  consulting  firm, 
that  there  will  be  no  new  jobs  for  their  sheet  metal  workers  or  drill 
press  operators  and  skilled  machinists.  They  can  go  to  the  environ- 
mental services  firm  in  Connecticut  that  has  just  hired  25  new 
workers  because  they  have  contracts  to  work  on  environmental  is- 
sues in  Mexico. 

And  finally,  they  can  explain  to  environmentalists  why  environ- 
mental issues  will  no  longer  be  considered  with  credibility  in  future 
trade  agreements. 

The  environment  is  far  better  off  with  the  NAFTA  than  without 
it,  and  killing  the  NAFTA  package  will  perpetuate  the  status  quo. 
As  fact  replaces  fiction  in  this  debate,  their  constituents  may  won- 
der why  they  voted  to  eliminate  the  important  considerations  that 
NAFTA  has  to  offer.  These  groups  may  tell  you  that  they  are  not 
out  to  kill  NAFTA,  that  they  just  do  not  like  this  NAFTA,  and  that 
they  would  support  a  renegotiated  agreement. 
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Fortunately,  most  Members  of  Congress  would  recognize  this  for 
the  diversion  it  represents.  No  amount  of  fine  tuning  or  renegoti- 
ation will  satisfy  these  opponents  of  NAFTA.  The  bar  will  continue 
to  be  raised  because  the  goal  is  to  kill  NAFTA,  not  to  find  ways 
of  breathing  new  life  into  it. 

In  contrast  to  the  defeatism,  Members  of  Congress  have  a  choice; 
if  you  demonstrate  the  same  kind  of  commitment  and  leadership 
that  was  so  evident  at  the  White  House  last  week,  the  American 
public  will  understand  and  be  supportive  of  a  trade  agreement  that 
creates  jobs,  protects  natural  resources,  and  provides  a  clear  direc- 
tion of  how  best  to  support  sustainable  development  in  an  increas- 
ingly global  environment. 

We  urge  you  to  make  this  choice  for  jobs,  the  environment,  and 
for  our  country. 

Chairman  Gibbons.  Thank  you  Mr.  Hudson. 

[The  prepared  statement  follows:] 
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Working  fw  the  Niture  of  Tomorrow^ 

NATIONAL  WILDLIFE   FEDERATION 

1400  Sixteenth  Street,  N.W.,  Washington,  DC   20036-2266    (202)  797-6800 


TESTIMONY  OF  STEWART  J.  HUDSON  ON  BEHALF  OF  NATIONAL  WILDLIFE 

FEDERATION.  BEFORE  THE  SUBCOMMnTEE  ON  TRADE  OF  THE  COMMITTEE 

ON  WAYS  AND  MEANS 


SEPTEMBER  21.  1993 


Good  morning,  Mr.  Chauman.  I  am  Stewart  J.  Hudson,  Legislative  R^iesentative  for  the 
International  Programs  Division  of  the  National  Wildlife  Federation.  The  Federation  is  the 
nation's  largest  private  conservation  organization,  dedicated  to  the  wise  management  of  natural 
resources  and  protection  of  the  global  environment. 

The  National  Wildlife  Fedoation,  along  with  a  majority  of  the  nation's  leading  environmental 
and  conservation  organizations,  wholeheartedly  supports  the  NAFTA  and  we  urge  Congress  to 
approve  this  vitally  important  agreement.  My  organization  firmly  lielieves  the  environment  is 
far  better  off  with  the  NAFTA  package  than  without  it.  This  position  is  also  shared  by  the 
National  Audubon  Society,  the  World  Wildlife  Fund,  the  Natural  Resources  Defense  Council, 
the  Environmental  E>efense  Fund,  and  Conservation  International,  groups  which,  together  with 
ours,  represent  over  7.5  million  members  in  this  country  and  abroad  who  will  be  working  in 
every  Congressional  district  to  see  this  agreement  passed. 

Our  decision  to  support  the  NAFTA  and  its  environmental  agreements  is  the  result  of  thousands 
of  hours  of  work,  and  intense  pressure  from  our  members  and  the  Congress  to  assure  that 
NAFTA  would  include  a  strong  environmental  component.  At  the  b^inning  of  the  debate  over 
NAFTA,  a  debate  which  has  spanned  nearly  three  years,  trade  and  environmental  concerns  were 
thought  to  be  unlinkable.  As  a  result  of  our  efforts,  environmental  concerns  are  clearly  one  of 
the  pillars  of  this  agreement. 

Here  are  a  few  examples: 

■  The  NAFTA  itself  provides  for  protection  and  strengthening  of  the  highest  food  safety, 
environmental,  and  consumer  standards.  These  standards  are  protected  at  the  federal, 
state,  and  local  level.  NAFTA  does  not  force  these  standards  downward.  When  a  higher 
standard  is  challenged,  the  standard  is  presumed  valid,  and  the  challenging  party  bears 
the  burden  of  proving  it  a  violation  of  the  NAFTA. 

■  In  addition,. NAFTA  denies  countries  the  ability  to  lower  pollution  standards  to  attract 
business.  Article  1 1 14  of  the  NAFTA  is  clear  on  this  point  and  is  unprecedented  in  any 
trade  or  investment  agreement.  In  addition,  the  Commission  on  Environmental 
Cooperation  will  have  the  power  to  investigate  and  even  levy  penalties  when  a  country 
ignores  its  pollution  laws. 

■  In  yet  another  unprecedented  provision,  NAFTA  protects  international  environmental 
agreements  which  rely  on  trade  measures  for  their  enforcement. 

The  Agreement  on  Environmental  Cooperation,  which  establishes  the  North  American 
Commission  on  Environmental  Cooperation,  will  make  lax  enforcement  of  environmental  laws 
in  the  NAFTA  territory  actionable  through  monetary  penalties  and  trade  sanctions. 

Attached  to  these  provisions  is  the  formation  of  a  Secretariat  to  carry  out  the  work  of  the 
Commissio  independent  of  the  three  governments,  including  the  investigation  of  complaints  by 
citizens  of  any  of  the  three  countries.   Citizens  will  also  be  given  an  increased  voice  in  trade 
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related  environmental  matters  through  the  Commission's  Joint  Public  Advisory  Council,  a  body 
made  up  of  citizen  representatives  from  each  NAFTA  country. 

Finally,  as  part  of  the  negotiations  comprising  what  we  call  the  NAFTA  package,  the  U.S.  and 
Mexico  expect  to  spend  approximately  $8  billion  for  clean-up  and  pollution  prevention  along  our 
border  with  Mexico.  The  sources  of  funding  will  be  varied.  $2  billion  will  be  captured  from 
existing  programs  and  initiatives  along  the  border.  Another  $2  billion  will  come  from 
international  financial  institutions.  The  remaining  $4  billion  will  be  leveraged  through  a  Border 
Financing  Facility  with  ci^tal  infiision  from  the  U.S.  and  Mexico. 

The  funds  will  be  applied  through  a  new  Border  Environmental  Authority,  which  will  be  located 
along  the  border,  and  fully  incorporate  the  views  of  communities  in  that  region.  In  other  words, 
the  decision  about  which  projects  to  fund  will  be  made  with  inputs  from  Nogales  and 
Brownsville,  not  Mexico  City  and  Washington  D.C. 

The  NAFTA,  the  agreement  on  environmental  cooperation,  and  the  U.S. -Mexico  funding 
agreement  together  represent  an  unprecedented  opportunity  for  improving  natural  resource 
conservation  and  environmental  protection  in  North  America. 

The  benefits  of  the  NAFTA  package  stand  in  starli  contrast  to  tlie  sUtus  quo,  wliere 
environmental  concerns  are  largely  ignored  in  commerce  between  nations,  wliere  lax 
enforcement  of  environmental  laws  goes  unchecked,  where  citizen  input  into  trade  and 
environment  issues  is  shut  out,  and  where  the  atrocities  found  along  the  border  persist. 

Now,  given  the  obvious  improvemoit  that  NAFTA  will  make  in  all  of  these  areas,  you  may  ask 
yourself  how  any  environmental  group  could  still  oppose  it. 

The  answer  is  simple.  The  environmental  critics  of  NAFTA,  those  who  will  forever  be  holding 
out  for  more  even  at  the  expense  of  making  progress  in  dealing  with  the  environmental 
problems  of  concern  to  all  of  us,  are  out  to  kill  trade. 

The  alliances  they  have  made,  and  the  coalitions  they  have  formed  are  not  interested  in 
reforming  trade.  They  are  incapable  of  any  position  other  than  one  that  kills  NAFTA  trade  with 
Mexico.  And,  in  the  weeks  to  come,  they  will  do  everything  they  can  to  distract  you  from  the 
most  persuasive  argument  in  favor  of  NAFTA,  which  is  the  NAFTA  package  itself. 

Consider  the  following  allegations  that  these  groups  make  about  what  they  would  like  you  to 
believe  are  the  shortcomings  of  the  NAFTA  and  its  environmental  accords: 

CLAIM:  NAFTA  means  that  U.S.  pollution  laws  could  be  weakened  to  match  lower 
environmental  standards. 

FACTS:  NAFTA  articles  and  the  environmental  side  agreement  actually  prevent  this  from 
occurring,  principally  in  two  ways.  Article  906.2  of  the  NAFTA  states  that 
parties  shall  move  to  have  compatible  standards  "without  reducing  the  level  of 
safety  or  of  protection  of... environment."  In  addition,  the  Commission  on 
Environmental  Cooperation  will  work  to  assure  a  process  of  upward  movement 
of  pollution  controls  and  other  environmental  standards  as  laid  out  in  the  NAFTA 
text,  and  may  investigate  when  this  does  not  occur.  NAFTA  is  about  pollution 
laws  in  all  three  countries  getting  laugher,  not  weaker. 

CLAIM:  U.S.  laws  to  keep  out  uns(tfe  imported  food  would  be  weakened  to  meet  "trade 
disciplines"  designed  by  industry. 

FACTS:  To  characterize  this  scenario  as  an  inevitability  does  not  square  with  the  facts. 
The  NAFTA  does  Qd  prevent  any  Party  from  setting  the  highest  possible  level 
of  protection  it  deems  <q>propriate  for  consumer  and  food  safety.  While  standards 
must  be  scientifically  based,  NAFTA  articles  are  clearly  drafted  to  allow  each 
Party,  at  the  Federal,  State  and  local  level  to  set  and  apply  its  measures  in  a 
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CLAIM: 
FACTS: 


that  provides  for  its  chosen  level  of  protection.  In  addition,  under 
NAFTA  rules,  no  standard  could  be  overtimed  by  an  arbitral  panel.  Contrary 
to  the  allegation  made  above,  the  only  way  U.S.  laws  can  be  changed  is  when 
Congress  decides  this  is  appropriate. 

Our  laws  to  kttp  wiUltftfrom  Immg  abuttd  m  tndt  rtmaut  in  jeopardy. 

Prohibitions  on  the  illegal  bade  in  wildlife  and  endangered  species  are  explicitiy 
protected  under  NAFTA  Article  104.  That  provision  assures  that  the  CITES 
Convention  (controlling  trade  in  threatened  and  endangered  plants  and  animals), 
along  with  the  Basel  Convention  (Hazardous  Waste  Trade),  and  the  Montreal 
Protocol  (which  protects  the  ozone  layer),  will  all  lake  precedence  over  a 
conflicting  NAFTA  Article.  The  all^ation  that  wildlife  protection  will  be 
endangoed  by  the  NAFTA  is  without  foundation. 


Laws  such  as  those  to  pmUct  dolphins  and  turtles  during  harvesting  of  tuna 
and  shrimp  are  disallowed. 


None  of  the  U.S.  's  environmental  laws  are  disallowed  under  NAFTA,  despite  the 
allegations  made  by  environmentalists  who  criticize  trade.  Conservation  laws  that 
are  non-discriminatory  have  been  successfully  defended  by  the  U.S.  government 
for  some  time  and,  under  the  NAFTA,  can  be  successfully  defended  from 
challenge.    To  claim  that  they  are  "disallowed"  by  the  NAFTA  is  intentionally 


CLAIM:        Suaes  would  have  to  weaken  their  laws  too,  and  thej  can't  defend  their  laws 
when  challenged. 

FACTS:  NAFTA  does  net  require  a  federal  government  to  pre-enqX  sub-federal  laws  in 

order  to  conform  with  the  obligations  of  the  treaty.  NAFTA  simply  holds  the 
federal  government  re^xmsible  for  defending  any  inconsistency  between  a 
country's  NAFTA  obligations  and  a  sub-federal  law.  NAFTA  does  nol  require 
states  to  weaken  laws  and  in  fact  states  are  allowed  to  set  standards  that  may,  in 
some  cases,  exceed  evoi  their  own  federal  government's  standards. 

Moreover,  states  and  local  governments  are  not  the  kind  of  defenseless  victims 
portrayed  by  this  allegation.  In  tite  event  that  a  state  law  is  challenged,  the  U.S. 
government  takes  responsibility  for  defense  of  Intimate  sub-federal  standards. 
The  U.S.  practice  is  also  to  include  states  as  fiill  participants  in  any  panel 
proceeding  that  would  involve  their  laws.  As  stated  by  the  United  States  Trade 
Rq>resentative,  Mickey  Kantor,  in  recent  correspondence  with  chairman  of  the 
Subcommittee  on  Health  and  the  Environment  of  the  House  Committee  on  Energy 
and  Commerce,  Henry  Waxman,  "In  the  case  of  the  NAFTA  -  as  we  have  done 
in  connection  with  the  Canada  Free  Trade  Agreement  -  we  would  expect  state 
rq>resenlatives  to  be  full  participants  in  any  panel  proceedings  concerning  their 
laws." 


CLAIM:  Most  of  the  environmental  conventions  to  which  Ae  U.S.  is  a  party  are 
subordinaud  to  the  harsh  provisions  of  NAFTA. 

FACTS:  Most  international  environmental  treaties  to  which  the  U.S.  is  party  make  no  use 
of  specific  trade  provisions  or  measures  to  achieve  the  goals  of  those  agreements 
and  as  such  are  not  in  conflict  with  NAFTA.  The  conflict  suggested  by  this 
allegation  is  imaginary.  As  mentioned  above,  three  prominoit  international 
environmental  treaties  which  jto  use  trade  as  enforcement  tools  are  protected 
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under  NAFTA  (Article  104),  which  suggests  that  there  is  nothing  "harsh"  about 
NAFTA's  provisions  in  this  area. 

CLAIM:  With  regard  to  our  Southern  border,  nothing  is  yet  clear  about  whether 
conditions  will  get  dirtier  or  cleaner.  We  still  do  not  have  a  completed 
agreement  with  Mexico.  Proposed  funding  is  inadequate,  polluters  are  not 
taxed  to  clean  up  the  mess  they  make  and  nothing  is  assured.  Fundamental 
problems,  such  as  toxic  dumping,  are  being  ignored. 

FACTS:  As  a  vital  part  of  the  NAFTA  package,  Mexico  and  the  U.S.  will  devote  over  $8 

billion  in  financial  resources  from  a  variety  of  sources  into  addressing  a  range  of 
problems  along  the  U.S.-Mexico  border.  According  to  a  numerous  studies, 
including  one  by  NWF  and  the  Environmental  Defense  Fund,  this  figure  is 
adequate  for  priority  items  such  as  wastewater  and  sewage  treatment,  as  well  as 
municipal  solid  waste. 

The  funding  will  be  carried  out  through  a  newly  formed  Border  Environmental 
Administration  which  will  rely  on  a  decision-making  mechanism  made  up  of  local 
governments  and  citizen  representation. 

Toxic  clean-up  in  the  U.S.  is  presently  pursued  through  the  Superfund  program, 
and  EPA  intends  to  dedicate  more  resources  and  attention  to  the  border  sites. 
Mexico  is  still  behind  in  this  area  but  has  progressed,  especially  through  citizen 
involvement  and  cooperation  with  EPA,  in  identifying  priority  sites  for  clean-up. 

CLAIM:  The  principal  focus  of  the  side  agreement  was  enforcement  of  domestic 
environmental  laws.  A  brave  effort  may  have  been  made  here,  but  the  text  is 
riddled  with  loop-holes  and  the  process  is  so  tortuous  that  it  is  unlikely  ever  to 
be  applied.  Sanctions  can  be  dodged  whenever  anyone  wants  to  claim  they  had 
different  priorities. 

FACTS:  This  allegation  reveals  a  comprehensive  misreading  of  the  goals  of  the 
environmental  side-agreement.  The  agreement  is  not  intended  to  facilitate  slap- 
h^jpy  application  of  trade  sanctions.  It  is  structured  to  examine  openly  any 
environmental  issue  in  North  America,  but  subject  such  investigations  to  tighter 
criteria  as  the  possibility  of  sanctions  becomes  greater.  These  are  checks  and 
balances  necessary  for  an  effective  Commission.  In  addition,  this  claim  continues 
to  ignore  the  fact  that  the  responsibilities  and  powers  granted  to  this  Commission 
are  unprecedented  in  its  connection  of  trade  and  environment  issues. 

Sanctions  can  be  avoided,  but  only  when  a  country  can  demonstrate  to  an  arbitral 
panel  that  their  ^ure  to  enforce  effectively  their  environmental  law  "results  from 
bona  fide  decisions  to  allocate  resources  to  enforcement  in  respect  of  other 
environmental  matters  determined  to  have  higher  priorities." 

CLAIM:  With  regard  to  public  participation,  the  public  is  still  excluded  from  the  dispute 
resolution  processes;  everything  is  still  secret.  The  crabbed  provisions  for  public 
input  to  the  new  Commission  for  Environmental  Cooperation  are  basically  a 
diversion  into  a  side  show. 


NAFTA  dispute  resolution  rules  are  a  clear  improvement  over  those  of  the 
GATT.  In  a  NAFTA  trade  dispute  relating  to  environment,  environmental 
expertise  is  much  easier  to  summon  than  under  GATT  rules,  and  public  release 
of  dispute  panel  final  repoixs  is  allowed.  Moreover,  the  U.S.  continues  to  be  the 
strongest  advocate  for  openness  in  trade  proceedings  and  as  a  result,  NAFTA's 
_  dispute  resolution  process  is  likely  to  be  opened  further. 

Provisions  for  public  input  into  the  Commission  are  not  "crabbed."    In  fact, 
public  input  is  strengthened  by  the  trilateril  agreement.    For  instance,  citizens 
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may  come  to  the  Commission  with  a  complaint  about  an  enviionmentai  problem 
in  their  country.  There  is  no  requirement  to  go  through  their  own  government. 
Moreover,  public  input  is  institutionalized  through  the  Joint  Public  Advisory 
Committee  which  will  create  fifteen  spaces  for  NGO  representatives  on  the 
Commission. 

These  representatives  will  have  input  into  the  Commission's  budget,  reports,  and 
activities.  Given  that  environmental  groups  have  advocated  for  this  aspect  of  the 
Commission,  it  is  likely  that  they  will  make  effective  use  of  their  place  in  the 
Commission.   In  other  words,  this  is  not  a  'side-show.' 

CLAIM:         This  [NAFTA]  is  a  threat  to  Ameriaui  enviroHmeiUal  sovertignty.   It  is  also  a 
mgor  step  toward  endiag  democracy  in  this  country. 

FACTS:  Our  environmental  sovereignty  is  far  from  threatmed.    In  fact,  it  is  safe  to  say 

that  given  current  international  trade  rules,  NAFTA  strengthens  our  ability  to 
maintain  control  over  our  environmental  laws. 


The  environmental  hold-outs  on  NAFTA  are  assuming  a  grave  responsibility.  If  they  are 
successful  in  convincing  you  to  kill  NAFTA,  then  they  are  honor  bound  to  go  to  the  border  and 
tell  the  residents  of  the  colonias  why  they  eliminated  $8  billion  in  fimds  for  addressing  the 
environmental  horrors  that  afflirt  that  area.  They  are  honor  bound  to  explain  to  Mexican 
citizens  why  they  felt  it  necessary  to  trash  NAFTA  provisions  inqtroving  their  voice  in 
environmental  issues. 

They  should  travel  to  Oregon  and  explain  to  small  businesses  like  David  Evans  and  Associates, 
an  environmental  and  engineering  consulting  firm  in  Portland,  that  tbexe  will  be  no  new  jobs  for 
their  sheet  metal  workers,  drill  press  operators,  and  skilled  machinists  because  in  killing 
NAFTA,  new  opportunities  for  their  firm  were  wiped  out. 

Finally,  they  can  explain  to  environmentalists  why  environmental  issues  will  no  longer  be 
considered  with  credibility  in  future  trade  agreements. 

But  all  of  these  sad  scenarios,  which  harm  the  United  States  at  least  as  much  as  Canada  and 
Mexico,  need  not  unfold  if  members  of  Congress  prevent  themselves  from  being  distracted  from 
the  best  argument  in  favor  of  NAFTA  and  that  is  the  NAFTA  itself. 

The  evidence  is  dear  -  the  enviroiiment  is  far  better  ofT  with  the  NAFTA  than  without  it, 
and  killing  the  NAFTA  package  only  perpetuates  the  sUtus  quo.  lliose  who  want  to  kill 
NAFTA  and  hide  behind  the  environment  should  beware  tlut  as  fact  replaces  Tiction  in  this 
debate,  their  constituents  may  wonder  why  they  voted  to  eliminate  all  of  the  important 
benefits  the  NAFTA  had  to  offer. 

These  groups  may  tell  you  that  they  are  not  out  to  kill  NAFTA,  that  they  just  do  not  like  Jijis 
NAFTA,  and  that  they  would  support  a  renegotiated  agreement.  Fortunately,  most  members  of 
Congress  will  recognize  this  for  the  diversion  it  represents-no  amount  of  fine-tuning  or 
renegotiation  will  ever  satisfy  these  opponents  of  NAFTA  because  their  goal  is  to  Jail  NAFTA, 
not  find  new  ways  of  breathing  life  back  into  it. 

In  contrast  to  the  defeatism  exhibited  by  NAFTA  opponents,  members  of  Congress  have  a 
choice.  If  members  of  Congress  demonstrate  the  same  kind  of  commitment  and  leadership 
exhibited  at  the  White  House  last  week,  the  American  public  will  understand  and  be  supportive 
of  a  trade  agreement  that  creates  jobs,  protects  natural  resources,  and  provides  a  clear  direction 
for  how  best  to  promote  sustainable  development  in  an  increasingly  global  environment. 

We  sincerely  urge  you  to  make  this  choice,  for  jobs,  for  the  environment,  and  for  our  country. 


376 

Chairman  Gibbons.  Mr.  Hudson  and  Mr.  Emerson,  if  you  will 
send  me  an  application — ^you  can  send  me  an  application  for  mem- 
bership. The  rest  of  you  can  have  back  the  awards  that  you  have 
probably  given  me. 

Mr.  Thomas. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman.  I  think  we  need  to  re- 
mind ourselves  that  this  is  a  trade  agreement.  If  you  view  it  in 
that  context,  then  there  is  no  question  that  it  is  the  best  environ- 
mental and  labor  agreement  that  any  trade  agreement  ever  was. 
Other  folks  wish  to  look  at  it  as  something  other  than  a  trade 
agreement. 

Mr.  Pope,  your  organization.  Sierra  Club,  put  out  a  press  release 
statement  of  Michael  McCloskey  of  September  13,  1993.  Do  you 
stand  by  this  press  release  in  terms  of  its  content? 

Mr.  Pope.  Yes. 

Mr.  Thomas.  You  do.  One  of  the  concerns  I  have  is  that  the  de- 
bate has  been  exaggerated  and  overstated.  The  case  you  made  that 
NAFTA  is  not  a  good  agreement  goes  far  beyond  that.  In  fact,  in 
this  September  13  statement,  on  the  last  page  under  the  heading 
the  Sierra  Club  stands,  the  last  sentence  is,  the  NAFTA  "is  also  a 
major  step  toward  ending  democracy  in  this  country." 

Is  that  a  bit  of  an  overstatement,  in  your  opinion,  or  do  you  be- 
lieve that  to  be  accurate? 

Mr.  Pope.  NAFTA  by  itself  may  not  be,  but  NAFTA  in  the  con- 
text of  what  has  been  happening  to  GATT  and  in  the  context  of  the 
GATT  interpretations  which  it  references  moves  the  authority 

Mr.  Thomas.  Excuse  me,  perhaps  I  quoted  out  of  context.  The 
paragraphs  state: 

This  country's  environment  will  be  worse  off,  not  better,  with  this  NAFTA.  This 
NAFTA  is  a  first  step  toward  turning  over  control  of  our  environmental  future  to 
faceless  bureaucrats  who  are  hostile  to  the  environment.  This  NAFTA  is  a  threat 
to  American  environmental  sovereignty  and  a  major  step  toward  ending  democracy 
in  this  country. 

Do  you  stand  by  that  quote?  There  is  no  contextual  reference  to 
anything  other  than  NAFTA  in  that  paragraph.  It  says  NAFTA  is 
a  threat  to  democracy.  Do  you  agree  with  that? 

Mr.  Pope.  NAFTA  refers  to  GATT.  GATT  is  embedded  in  the 
NAFTA  agreement,  Mr.  Crane. 

Mr.  Thomas.  Excuse  me,  my  name  is  Mr.  Thomas. 

Mr.  Pope.  Mr.  Thomas,  excuse  me;  I  apologize.  You  cannot  read 
NAFTA  without  reading  GATT,  because  NAFTA  has  GATT  provi- 
sions embedded  in  it. 

Mr.  Thomas.  So  you  support  the  statement  that  it  is  a  significant 
step  toward  ending  democracy  in  this  country?  You  agree  with  Ross 
Perot? 

Mr.  Pope.  I  don't  know  if  Ross  Perot  said  that,  and  I  do  not 
agree  with  Mr.  Perot  on  everything.  I  stand  by  our  statements,  not 
Mr.  Perot's  statements. 

Mr.  Thomas.  One  of  the  terms  that  is  being  used  to  describe  peo- 
ple who  attempt  to  use  fear  as  a  motivator  and  who  hold  out  false 
promise  of  opportunities  that  don't  exist,  the  phrase  is  "dema- 
gogue." What  I  find  ironic  in  your  testimony,  Ms.  Wallach,  is  that 
in  holding  out  the  opportunity  for  renegotiation  that  you  used  a 
quote  from  the  Mexican  negotiator  to  the  Mexican  Legislature,  in- 
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dicating  that  the  side-bar  doesn't  seem  to  have  much  abihty  to  con- 
trol or  determine  the  destiny  of  the  country. 

But  just  prior  to  that,  you  argued  fairly  strongly  that  there  is  a 
real  threat  to  both  State  and  national  sovereignty  over  environ- 
mental laws  if  that  very  same  section  were  enacted. 

Now,  it  sounds  to  me  a  little  bit  like  demagoguery.  Ms. 
Durbin 

Ms.  Wallach.  Sir,  may  I  address  that? 

Mr.  Thomas.  You  may  in  a  minute.  I  have  limited  time.  Anyone 
I  address  can  react,  but  I  want  to  build  a  case,  and  that  is  why 
I  am  moving  to  each  person  in  terms  of  statements  that  they  made. 

Ms.  Durbin,  you  said  all  you  wanted  was  renegotiation.  That  is 
all  you  want,  that  we  can  do  it  better  the  next  time. 

First  of  all,  NAFTA  was  signed  by  a  Republican  President.  It  was 
negotiated.  It  was  concluded.  A  Democratic  administration  came  in 
and  renegotiated  NAFTA.  That  is  what  the  side-bars  are.  It  was 
examined  by  both  major  political  parties,  and  they  did  the  best 
they  could. 

Now,  I  know  both  Mr.  Pope  and  Ms.  Durbin,  and  Ms.  Wallach 
with  your  superior  mental  and  moral  capabilities,  you  clearly 
would  have  been  able  to  negotiate  a  better  agreement  than  either 
President  Bush  or  President  Clinton.  We  know  that  that  is  self-evi- 
dent, based  upon  where  you  are  coming  from  in  terms  of  your  abil- 
ity to  criticize  the  honest  work  product  of  others.  But  do  you  seri- 
ously believe  that  in  going  back  to  the  table  with  the  people  who 
were  participating  a  third  time — not  a  second  time,  a  third  time — 
that  without  you  there  at  the  table,  we  would  be  able  to  do  any  bet- 
ter than  we  have? 

Ms.  Wallach.  I  would  like  to  address  the  general  issue  of  sov- 
ereignty and  demagoguery.  I  would  stand  by  Mr.  McCloskey's 
statement  in  the  Sierra  Club  news  release.  The  reason  why  many 
environmental  groups,  consumer  groups,  and  other  citizens  groups 
are  concerned  about  NAFTA  and  the  Uruguay  round  of  GATT  is 
that  the  substantive  rules  of  those  agreements  have  expanded  into 
subject  matters  where  trade  agreements  did  not  used  to  tread. 

Not  only — these  are  not  just  tariffs  but  a  variety  of  nontariff  is- 
sues that  set  down  the  rules  for  natural  resources,  food  safety,  en- 
vironmental standards.  Many  environmental  and  consumer  policies 
control  our  market,  market  access,  to  enforce.  You  can't  sell  food 
in  the  U.S.  market  that  doesn't  meet  our  standards,  and  endan- 
gered species  cannot  be  imported  here.  Toxins  cannot  be  imported 
or  brought  into  our  market.  I  think  that  is  different. 

And  the  reason  we  say  sovereignty  is  implicated  is,  these  trade 
agreements  set  out  rules  in  these  areas  as  to  when  the  countries 
who  approve  them  can  limit  their  markets  in  such  manners.  As 
well,  these  trade  agreements  establish,  in  NAFTA  under  chapter 
20,  dispute  mechanisms  that  allow  tribunals  of  trade  representa- 
tives to  judge  the  compliance  and  parallelism  of  U.S.  compliance  in 
these  areas  with  the  terms  in  NAFTA. 

Mr.  Thomas.  This  is  why — I  understand  your  point,  but  that  is 
why  Mr.  Hudson's  testimony  is  so  devastating  to  you.  And  that  is 
the  only  reason  this  vast  area  is  included  in  this  agreement.  And 
I  did  not  think  it  was  a  wise  choice  by  this  Democratic  President 
to  try  to  please  labor  and  the  environmentalists  by  going  beyond 
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what  was  in  an  original  trade  agreement.  But  it  was  an  honest  ef- 
fort to  meet  criticisms. 

But  what  you  are  doing  is  taking  the  honest  effort  between  sov- 
ereign countries  and  using  it  as  a  reason  to  defeat  the  very  agree- 
ment. You  wouldn't  have  had  those  activities  placed  under  this 
agreement  if  you  folks  hadn't  agitated  that  you  needed  to  do  some- 
thing about  it.  And  when  an  honest  effort  is  made,  when  improve- 
ments are  available,  and  building  trust  and  an  opportunity  for  eco- 
nomic growth  means  that  you  can  do  more  in  the  future,  your  criti- 
cism is  that  you  don't  do  more  now.  That  is  a  criticism  that  can 
never  be  met,  and  it  clearly  indicates  that  you  are  using  these  ar- 
guments for  other  reasons,  and  that  when  you  use  fear,  when  you 
use  an  unattainable  standard,  when  you  argue  tomorrow  gives  an 
opportunity  better  than  today,  so  don't  take  today,  that  is  the  foun- 
dation, I  would  tell  you — that  is  the  basis,  that  is  the  reason  both 
Mr.  Perot  and  you  folks  are  demagogues  on  this  issue. 

Thank  you,  Mr.  Chairman. 

Chairman  GIBBONS.  OK.  Mr.  Matsui. 

Mr.  Matsui.  Thank  you  very  much,  Mr.  Chairman.  I  would  like 
to  follow  up  briefly  with  Ms.  Wallach.  You  were  concerned  about 
the  issue  of  sovereignty,  but  on  the  dolphin  case,  which  I  basically 
supported  in  terms  of  an  environmental  position,  weren't  we  at- 
tempting to  impose  our  environmental  laws  on  other  countries  by 
extraterritorial  actions?  Isn't  that  what  we  are  talking  about  with 
the  dolphin  case?  Aren't  we  talking  about  economic  nationalism 
more  than  environmental  issues  in  this  particular  area?  That  is 
what  it  sounds  like  to  me. 

And  Jerry  Brown,  Pat  Buchanan,  your  biggest  supporters,  are 
the  most  vocal  on  this  issue.  It  seems  that  that  is  where  you  are. 

Ms.  Wallach.  I  am  glad  that  you  raised  that  issue.  The  point 
we  have  made  is  not  that  we  want  to  control  other  countries'  envi- 
ronmental laws,  but  simply  that  the  U.S.  must  maintain  control  of 
entry  into  its  market  to  effectively  enforce  its  existing  policy  meas- 
ures. 

For  instance,  the  situation  of  not  being  able  to,  in  this  case,  keep 
out  dolphin-unsafe  tuna  would  mean  that  the  U.S.  fleet,  following 
the  rules  and  selling  dolphin-safe  tuna,  would  be  put  at  a  competi- 
tive disadvantage;  and  we  could  not  control  entry  into  our  market. 
Thus,  entry  into  the  market  is  an  enforcement  tool. 

Similarly,  if  we  put  a  cost  to  a  U.S.  industry  for  environmental 
standards,  it  creates  a  disincentive  for  that  company  to  stay  pro- 
ducing in  the  United  States.  If  that  product  can  be  competed 
against  by  another  product  produced  outside  the  United  States, 
that  does  not  meet  the  same  standards,  that  has  incurred  that  cost 
to  that  U.S.  company  who  may  have  argued  against  that  law 

Mr.  Matsui.  But  under  the  NAFTA,  our  environmental  stand- 
ards and  food  safety  standards  are  maintained.  That  is  the  irony 
of  all  this;  the  standards  can't  be  lowered. 

Ms.  Wallach.  Under  the  NAFTA,  there  are  terms  in  the  sani- 
tary and  the  technical  barriers  to  trade  section  in  the  text  that 
specify  when  it  is  legitimate  for  the  United  States  to  put  into  effect 
a  law  to  get  food  safety,  or  including  environmental  technical 
standards  that  would  stop  trade. 
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The  concern  that  we  have  is  that  the  terms  that  are  carried  in 
NAFTA  may  knock  out  legitimate  environmental  consumer  laws  if 
challenged.  Those  words  in  the  NAFTA  are  ambiguous  and  many 
aren't  defined,  and  this  gets  to  the  point  of  what  we  hoped  for  in 
the  side  agreements.  If  the  main  point  that  the  administration 
makes  with  regard  to  the  standards  issues,  which  is  one  of  the  big 
contentions  among  these  groups,  is  they  say,  don't  worry. 

It  is  true  the  words  are  ambiguous,  but  all  three  NAFTA  coun- 
tries agree  on  the  interpretation  of  them  that  would  make  our  laws 
safe  from  challenge,  and  I  hope  to  Grod  they  are  right. 

The  problem  is,  if  everyone  agreed,  why  didn't  they  write  down 
that  agreed-upon  definition  that  would  save  environmental  and 
consumer  laws  as  part  of  the  side  agreements?  That  was  not  done. 

Mr.  Matsui.  Let  me  move  on.  I  really  disagree  with  you.  I  think 
it  is  clear  that  the  standards  of  the  United  States — both  food  safety 
and  in  terms  of  these  other  areas — are  upheld.  You  have  raised  the 
issue  of  ambiguity;  and  as  a  former  practicing  attorney,  we  usually 
raised  those  arguments  when  we  had  a  difficult  case  to  make. 

Let  me  move 

Ms.  Wallach.  The  administration  raised  the  issue  of  ambiguity 
as  well. 

Mr.  Matsui.  Is  it  Ms.  Durbin? 

Ms.  Durbin.  Yes. 

Mr.  Matsui.  I  think  both  the  chairman  and  Bill  Thomas  went 
into  this  particular  area:  You  are  basing  your  position  to  a  large 
extent — not  entirely,  but  to  a  large  extent — on  the  fact  that  we  are 
going  to  be  able  to  renegotiate  this  agreement.  Every  sign  that  I 
have  seen  from  every  trade  expert  and  every  economist,  who  is  in- 
volved in  international  trade  with  the  Mexicans  and  others,  is  that 
there  is  no  way  that  renegotiation  is  possible. 

In  fact,  the  reality  of  the  situation  is  that  if  President  Salinas 
and  his  Grovemment  go  down,  we  will  have  a  very  difficult  time 
maintaining  the  status  quo.  You  are  going  to  see  a  significant  na- 
tionalistic backlash  against  the  United  States.  And  for  us  to  as- 
sume that  we  are  going  to  be  able  to  sit  down  with  the  Mexicans 
and  say,  OK,  let's  reopen  this  again,  it  doesn't  even  seem  to  be  rea- 
sonable or  within  discussion. 

What  plausible  scenario  can  you  give  me  that  renegotiation  could 
in  fact  happen?  I  mean,  I  can't  imagine  this. 

Ms.  Durbin.  We  come  to  this  from  two  places.  First  is  that  if  it 
is  impossible  to  negotiate  another  agreement  soon  with  Mexico,  we 
still  believe  that  implementation  of  this  agreement,  because  it  is 
such — it  has  such  fundamental  problems  in  the  text  and  what  was 
left  out,  that  it  should  not  be  implemented  because  this  will  then 
serve  as  a  model  for  further  integration  with  Latin  America. 

But  second,  we  don't  that  believe  this  is  going  to  be  the  last  time 
ever  to  have  an  opportunity  to  negotiate  with  Mexico. 

We  believe  this  is  very  political,  that  it  could  easily  be  played  out 
as  this  is  a  Democratic  administration  of  the  United  States  that 
tried  to  serve  the  Democratic  interests  in  the  United  States.  It  was 
unable  to  because  it  began  with  a  Republican  agreement,  and  they 
can  cast  aside  this  agreement  to  begin  again  with  a  more  social 
platform  rather  than  a  strictly  economic  platform. 
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Mr.  :^TSUI.  I  tell  you,  the  basic  agreement  that  was  negotiated 
and  completed  in  August  1992  was  a  trade  agreement.  It  basically 
lowered  tariffs  on  both  sides  of  the  border.  And  then  the  side  agree- 
ments labor  standards  and  environmental  standards.  And,  you 
know,  it  just  seems  to  me  that  again,  as  Mr.  Thomas  said,  we  went 
twice  now,  and  you  are  just  not  going  to  get  a  third  shot. 

Assuming  that  we  don't  get  a  third  shot  and  this  goes  down, 
what  about  the  environmental  degradation  on  the  border?  What 
about  the  problem  that  Congressman  Bob  Filner  from  San  Diego 
complains  about,  the  seepage  just  going  right  into  his  hometown. 
Is  that  going  to  change? 

Ms.  DURBIN.  That  is  fundamentally  important,  and  the  border  is- 
sues cannot  be  forgotten  about  with  or  without  NAFTA. 

Mr.  Matsui.  Is  that  going  to  change? 

Ms.  DURBIN.  It  will  not  necessarily  change  with  NAFTA  as  it 
stands  right  now. 

Mr.  Matsui.  What  about  the  border  cleanup  mechanism  that  has 
been  set  up  and  the  $8  billion  and  the  bonding  that  the  Treasury 
is  working  on?  That  is  what  that  is  all  for.  It  seems 
inconceivable 

Ms.  DuRBiN.  We  hope  it  is  a  part  of  this  package,  and  we  hope 
that  there  is  adequate  funding.  I  understand  that  it  is  $6  billion. 
That  will  not  address  the  needs  on  the  border,  and  that  doesn't 
deal  with  hazardous  waste. 

Mr.  Matsui.  Let's  say  that  we  turn  down  NAFTA  in  2  months. 
What  are  we  going  to  do  about  the  situation  down  there?  The  Japa- 
nese will  negotiate  an  agreement  with  Mexico.  They  are  salivating 
over  this.  They  want  this  NAFTA  to  be  defeated. 

Look,  every  business  in  the  world  sees  an  80-million-person  mar- 
ket; and  frankly,  those  outside  of  the  United  States  are  perplexed 
that  we  would  turn  down  an  80-million-person  market  that  is  right 
on  our  border.  And  somebody  else,  the  Germans  or  the  Japanese, 
are  going  to  go  in  there. 

There  is  no  new  market  that  we  foresee  in  the  next  10  years. 
They  are  going  to  go  down  there  and  take  that  market  over.  But 
the  Japanese  and  the  Mexicans  are  not  going  to  negotiate  environ- 
mental standards.  They  are  not  going  to  be  concerned  about  the 
dolphins,  right?  What  are  we  going  to  do  about  that? 

Explain  to  me  how  we  are  going  to  make  the  quality  of  life  of 
these  people  along  our  borders,  the  United  States  citizens  and  the 
Mexican  citizens,  better  if  we  turn  this  down. 

Ms.  DURBIN.  It  is  not  certain  that  if  the  NAFTA,  as  it  is  ap- 
proved now,  is  going  to  do  any 

Mr.  Matsui.  Explain  to  me  how  you  expect  to  deal  with  it. 

Ms.  DuRBiN.  It  is  not  a  part  of  the  NAFTA  package  as  it  stands 
now. 

Mr.  Matsui.  I  suppose  that  there  could  be  some  legislation  that 
no  United  States  company  that  has  a  nexus  in  United  States  could 
do  business  in  Mexico. 

Ms.  DURBIN.  We  need  to  keep  our  United  States  companies  who 
are  investing  in  Mexico,  keep  them  at  high  standards  and  make 
sure  that  if  they  go,  that  they  are  not  going  for  cheap  labor  or  lax 
enforcement  in  Mexico.  They  need  to  be  going  for  other  competitive 
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reasons,  but  they  shouldn't  gain  a  competitive  advantage  because 
of  those  issues. 

Mr.  Matsui.  I  don't  believe  you  have  answered  my  question 
about  what  the  alternative  to  NAPTA  is. 

Mr.  Pope.  Let  me  respond  briefly. 

The  sum  total  of  our  relationships  with  Mexico  on  border  issues 
on  the  environmental  issues  is  construed  by  the  United  States-Ca- 
nadian Agreement.  We  have  been  negotiating  with  Mexico  on  the 
border  issue  for  a  number  of  years  in  forms  related  to  NAFTA,  in 
forms  not  related  to  NAFTA.  It  is  clear  that  this  agreement  will 
not  provide  the  necessary  funding  to  clean  up  the  border,  so  there 
will  be  no  choice  but  to  continue  negotiating  other  forms,  even  if 
this  agreement  is  approved. 

One  of  the  scenarios  which  you  suggest  might  occur,  and  which 
concerns  you,  is  that  if  this  agreement  is  rejected,  the  Mexican 
Government,  or  the  publicity  in  Mexico,  will  be  so  upset  with  the 
fact  this  has  happened  that  it  will  cast  a  pall  over  all  of  the  rest 
of  our  relations  and  we  will  not  be  able  to  work  together  on  the 
border  on  other  problems. 

Mr.  Matsui.  I  am  not  saying  the  Government,  I  am  saying  the 
people  of  Mexico. 

Mr.  Pope.  The  people,  the  people.  And  if  I  believe  that  the  result 
of  the  defeat  of  this  agreement  would  be  a  long-range  severing  of 
relationships  between  the  United  States  and  Mexico  on  a  whole 
range  of  issues,  as  you  suggest,  I  do  not  believe  that  is  a  plausible 
result  of  the  simple  defeat  of  this  agreement,  which  is  controversial 
in  the  United  States,  as  such  agreements  always  are;  and  it  is  con- 
troversial in  Mexico,  as  such  agreements  always  are. 

If  you  look  at  what  has  happened  with  the  Uruguay  round,  I 
think  that  the  GATT,  it  has  had  more  lives  than  a  cat.  And  the 
first  time  it  was  turned  down 

Mr.  Matsui.  Tony  Gillespie,  who  was  involved  with  this  at  the 
State  Department,  Lee  Hamilton  at  the  Foreign  Affairs  Committee, 
and  Secretary  Christopher,  have  been  heavily  involved  in  this  as 
it  pertains  to  diplomatic  relations  with  Mexico.  They  all  say  that 
we  are  going  to  have  major  problems  on  our  hands  if  this  goes 
down,  with  the  Mexicans,  and  it  is  going  to  create  a  disruption  in 
terms  of  our  bilateral  relations. 

I  have  even  had  a  private  briefing  from  the  CIA,  a  Democratic 
appointee,  and  he  is  primarily  not  involved  with  this  issue;  but  I 
can't  believe  that  this  would  go  down,  given  the  consequences.  So 
I  find  it  incomprehensible  that  you  could  sit  here  and  say  that  you 
don't  think  it  is  going  to  affect  our  bilateral  relations  with  Mexico. 

Mr.  Thomas.  Will  the  gentleman  yield? 

Mr.  Matsui.  Certainly. 

Mr.  Thomas.  Part  of  it  is  the  economic  and  moral  and  mental  ca- 
pacity of  our  panelists.  Your  argument  that  the  GATT  has  had 
more  than  nine  lives  and  that  it  continues  to  prosper;  you  tell  me 
if  the  fast-track  legislation  is  allowed  to  collapse,  and  we  do  not 
vote  on  GATT,  that  GATT  is  going  to  survive. 

Either  you  are  naive  in  assuming  that  the  defeat  of  this  NAFTA 
in  preparation  for  a  better  NAFTA  will  lay  a  more  positive  ground- 
work for  getting  a  GATT  agreement  and  for  moving  forward  with 
other  trade  agreements,  or  you  are  arguing  for  something  that  I  be- 
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lieve  Mr.  Hudson  hit  on — and  I  will  yield  back  on  this — and  that 
is  that  you  are  arguing  something  better  when,  in  fact,  you  want 
to  oppose  the  progressive  relationships  that  this  agreement  pro- 
motes. 

Incremental  improvements  is  the  way  to  solve  the  problems  on 
the  border,  not  creating  a  document  that  passes  your  muster. 

Mr.  Pope.  I  would  like  to  respond  to  one  piece  of  that,  which  is, 
I  believe,  that  if  you  ask  the  U.S.  Trade  Representative  whether 
the  Sierra  Club  during  this  process  has  raised  the  bar  even  once, 
the  U.S.  Trade  Office — although  they  obviously  believe  they  got  an 
agreement  which  is  good  enough,  and  we  do  not  believe  that;  we 
have  conducted  our  relationships  with  the  U.S.  Trade  Office  with 
the  agreement  that  we  would  not  raise  the  bar,  and  we  have  not 
done  so. 

I  think,  Mr.  Matsui,  that  obviously  the  defeat  of  an  agreement 
like  this  has  an  effect  on  our  bilateral  relations.  I  believe  that  our 
bilateral  relations  with  Mexico  are  robust,  and  they  will  recover, 
and  we  will  go  into  the  next  round  of  negotiations  better  informed 
about  the  seriousness  with  which  the  people  of  the  United  States 
take  these  environmental  issues. 

Mr.  Matsui.  You  know,  not  only  would  our  relations  with  Mexico 
be  affected,  but  all  of  Latin  America.  They  are  looking  at  us  right 
now  and  wondering  whether  or  not  there  is  leadership  in  the  area 
of  trade  and  environmental  policy  as  well. 

Mr.  Hudson  would  like  to  comment,  and  I  would  not  mind  if  he 
made  a  statement. 

Mr.  Hudson.  I  appreciate  it,  because  we  have  had  a  lot  of 
airtime  opposed  to  NAFTA.  But  we  understand  that  environ- 
mentalists are  a  pretty  irascible  bunch,  and  the  four  environmental 
groups  here  today  are  fighting  hard  on  this  one.  And  that  is  where 
we  do  our  business. 

None  of  us  is  going  to  compromise  on  protecting  the  environ- 
ment, not  one  of  us.  But  sometimes  a  line  gets  crossed,  and  I  think 
we  have  got  to  stick  with  the  facts  in  this  case.  And  the  facts  are 
that  the  environment  is  far  better  off  with  NAFTA  than  without, 
and  there  is  no  political  scenario  that  passes  the  laugh  test  around 
here  or  anywhere  else  about  this  deal  being  renegotiated.  I  don't 
see  that. 

Mr.  Matsui.  I  have  already  made  my  comment,  and  I  appreciate 
yours.  I  will  let  the  others  respond. 

Mr.  Emerson.  I  work  on  trying  to  solve  environmental  problems. 
Yesterday  at  4  o'clock  in  the  afternoon  I  was  in  Juarez  and  El  Paso 
working  on  the  air  pollution  project  that  I  talked  about  in  my  testi- 
mony. In  terms  of  the  problems  that  I  am  working  on  and  all  of 
the  problems  along  the  United  States-Mexico  border,  if  the  Con- 
gress turns  down  the  NAFTA  and  the  environmental  side  accord, 
you  will  see  a  step  backwards. 

That  is  very  unfortunate. 

Mr.  Matsui.  Thank  you. 

Mr.  Pope,  did  you  want  to  respond  again?  I  thought 

Mr.  Pope.  I  think  in  this  case  there  is  a  disagreement  on  what 
is  likely  to  happen.  And  I  think  I  have  made  the  comments  I  need 
to  make. 
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Ms.  Wallach.  On  the  issue  of  foreign  relations,  I  would  ask  you 
to  consider  the  polling  that  was  done  in  Mexico  of  Mexican  citizens 
and  that  basically  the  bottom  line  is  there  are  concerns  about  what 
will  happen  to  com  farmers,  what  will  happen  to  small  businesses, 
and  other  concerns  in  Mexico  of  this  NAFTA.  I  am  talking  about 
a  wave  of  anti-American  feeling. 

Mr.  Matsui.  Jerry  Brown  raised  those  issues  when  I  debated 
him  in  San  Francisco.  Who  are  we  to  tell  the  Mexicans  you  should 
be  agrarian  farmers  and  not  educate  yourselves  because  we  are  the 
tough  people,  the  Harvard  grads,  the  industrialists,  and  you  should 
be  the  peasants  because  that  is  what  you  are.  I  resent  that  com- 
ment. 

There  is  an  elitism  in  the  position  that  you  are  holding.  Not  Mr. 
Pope  and  Ms.  Durbin,  but  there  is  a 

Ms.  Wallach.  That  was  a  direct  attack  on  me  and  that  was  not 
my  position.  I  was  citing  polls.  That  is  not  Public  Citizen's  position 
under  any  circumstances,  and  I  would  simply  refer  to  you  state- 
ments by  the  PRD  and  PAN  leaders  as  to  their  feelings  about  the 
NAFTA,  that  would  contradict  your  statement  that  there  would  be 
no  future  negotiations  and  that  there  would  be  destroyed  United 
States-Mexico  relations. 

Ms.  Durbin.  I  spent  a  lot  of  the  summer  meeting  in  Mexico  with 
small  farmers  and  environmental  groups  and  others,  and  I  heard 
over  and  over  from  them  that  they  do  indeed  want  an  arrange- 
ment, trade  arrangement  with  the  United  States;  but  they  them- 
selves have  evaluated  this,  and  they  have  decided  that  this  is  not 
what  they  want  because  it  perpetuates  for  them  the  status  quo. 
And  I  have  talked  with  these  peasant  growers,  and  they  have  their 
own  concerns  and  they  want  their  concerns  addressed  in  a  new 
agreement. 

Mr.  Matsul  Again,  I  suppose  in  the  1900's  we  would  have  talked 
to  the  blacksmith,  and  he  wouldn't  have  wanted  the  status  quo 
changed  either,  or  the  carriage  maker.  I  think  that  is  an  issue  of 
sovereignty;  I  think  Ms.  Wallach  was  talking  about  it.  That  is  an 
issue  for  the  Mexican  people  and  the  Mexican  Grovemment  to  de- 
cide, not  you  or  Ms.  Wallach  or  Jerry  Brown  to  make  the  decision 
on  it. 

Chairman  GIBBONS.  Well,  I  think  you  have  probably  seen  an  ex- 
ercise in  American  democracy  this  morning.  Obviously,  there  is 
vast  disagreement  amongst  us  here,  and  we  are  going  to  have  to 
resolve  it  one  way  or  another. 

I  do  think  some  of  the  environmental  groups  have  made  the  deci- 
sion that  defeating  the  enemy  is  better  than  changing  the  status 
quo.  I  think  that  is  regrettable.  We  must  keep  our  eyes  on  the  im- 
portant fact  that  there  are  a  half-billion  Hispanics  south  of  the  Rio 
Grande  sewer.  And  they  are  looking  at  us  and  they  are  going  to 
judge  us. 

We  have  made  a  free-trade  agreement  with  Israel,  we  have  made 
a  free-trade  agreement  with  Canada,  but  we  won't  make  a  free- 
trade  agreement  with  Hispanics.  You — if  you  think  they  will  get 
over  that  in  less  than  50  years,  you  don't  know  the  Hispanics. 

Thank  you  very  much. 
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Mr.  MuUaney  and  Mr.  Pepper.  And  while  we  are  waiting  for 
those  gentlemen  to  make  their  way,  we  welcome  Mr.  Portman  to 
the  podium  and  ask  that  he  come  up. 

All  right,  I  wonder  if  we  could  settle  down  now,  please.  I  realize 
a  lot  of  you  have  been  seated  in  those  hard,  uncomfortable  seats 
out  there  that  we  provide  for  you. 

Mr.  Mullaney,  why  don't  you  go  ahead. 

STATEMENT  OF  JOSEPH  E.  MULLANEY,  VICE  CHAIRMAN  OF 
THE  BOARD,  GILLETTE  CO.,  ON  BEHALF  OF  THE  EMER- 
GENCY COMMITTEE  FOR  AMERICAN  TRADE,  ACCOMPANIED 
BY  JOHN  E.  PEPPER,  PRESIDENT,  PROCTER  &  GAMBLE  CO. 

Mr.  Mullaney.  Thank  you,  Mr.  Chairman.  We  appreciate  this 
opportunity  to  express  the  strong  support  of  the  members  of  the 
Emergency  Committee  for  American  Trade,  called  ECAT,  for 
NAFTA. 

I  am  Joseph  E.  Mullaney,  vice  chairman  of  the  Gillette  Co.  My 
fellow  panelist  is  John  E.  Pepper,  president  of  Procter  &  Gamble. 

The  reasons  for  ECAT's  support  for  NAFTA  were  well  expressed 
by  witnesses  from  the  administration  and  our  fellow  business  orga- 
nizations at  the  NAFTA  hearings  on  September  14  and  15.  We  do 
not  intend  to  repeat  those  reasons  here,  except  to  say  that  we  agree 
with  them  and  that  we  believe  that  the  implementation  of  NAFTA 
will  be  to  the  economic  advantage  of  the  United  States. 

We  see  only  economic  and  political  disadvantage  flowing  from  a 
rejection  of  NAFTA  both  to  U.S.  hemispheric  interests  and  to  U.S. 
economic  and  political  relationships  elsewhere  in  the  world.  The 
international  credibility  of  the  United  States  could  be  damaged 
since  rejection  of  NAFTA  would  signal  to  our  trading  partners  that 
the  United  States  is  not  a  reliable  negotiating  partner. 

We  in  ECAT  thought  that  the  most  useful  testimony  we  could 
present  would  be  specific  information  as  to  how  two  members  of 
ECAT  would  conduct  their  business  operations  pursuant  to 
NAFTA.  We  believe  that  what  Gillette  and  Procter  &  Gamble  ex- 
pect to  do  is  typical  of  what  other  companies  like  ours  also  would 
do. 

Gillette  is  a  global  consumer  products  firm  whose  major  product 
lines  includes  blades  and  razors,  toiletries  and  cosmetics,  station- 
ery products,  Braun  electric  shavers,  and  Oral  B  oral  care  products. 
We  are  headquartered  in  Boston,  MA,  and  operate  60  manufactur- 
ing facilities  in  28  countries.  Our  net  sales  last  year  totaled  $5.2 
billion.  Worldwide,  we  employ  about  33,000  people  with  11,000  of 
them  in  the  United  States,  Canada,  and  Mexico. 

Gillette  has  been  manufacturing  products  in  Mexico  since  1949. 
Today,  we  operate  four  facilities  there,  and  employ  about  2,000  peo- 
ple. 

Products  made  at  these  facilities  include  most  of  our  major  prod- 
uct lines. 

Now,  as  to  jobs  and  NAFTA,  the  passage  of  NAFTA  will  not  re- 
duce jobs  at  Gillette's  U.S.-based  manufacturing  operations.  We 
have  no  plans  to  shift  manufacturing  from  the  United  States  to 
Mexico.  In  fact,  NAFTA  will  stabilize  and  probably  increase  jobs  at 
Gillette  in  the  United  States. 
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Let  me  give  you  an  example.  This  year  we  will  export  about  4 
million  dollars'  worth  of  our  highly  successful  sensor  shaving  sys- 
tem from  our  South  Boston  facility  to  Mexico.  The  elimination  of 
tariffs  on  products  like  sensor  will  have  a  positive  effect  on  Gillette. 
We  will  be  able  to  sell  more  sensor  systems  by  lowering  the  price 
of  this  product  in  Mexico  because  of  the  tariff  elimination  provi- 
sions of  NAFTA. 

Our  people  estimate  that  with  NAFTA  they  could  almost  triple 
our  sales  of  sensor  systems  in  Mexico  in  only  3  years.  This  will 
benefit  Mexican  consumers,  while  generating  increased  export  sales 
for  Gillette.  These  exports  will  stabilize  and  support  existing  jobs 
in  Boston.  This  situation  will  be  duplicated  when  we  introduce  our 
equally  successful  sensor  for  women  into  the  Mexican  market. 

Mr.  Chairman,  the  only  sucking  sound  we  expect  to  hear  is  the 
sweet  sound  of  sensor  systems  being  sucked  into  the  Mexican  mar- 
ket and  sucked  up  by  Mexican  consumers.  We  expect  the  passage 
of  NAFTA  to  have  a  favorable  impact  on  the  Mexican  economy,  im- 
proving results  for  our  business  operations  in  Mexico. 

This  helps  to  support  our  operations  and  jobs  in  the  United 
States.  We  have  a  win-win  situation.  Gillette  employees  and  share- 
holders benefit,  while  Mexican  consumers  and  the  regional  econ- 
omy benefit. 

As  to  environmental  issues,  we  believe  that  Gillette  actions  in 
Mexico  are  a  good  example  of  the  tjrpes  of  environmental  improve- 
ments that  we  would  expect  to  accelerate  if  NAFTA  were  passed. 
Gillette  has  made  many  environmental  improvements  to  our  pro- 
duction processes.  Our  policy  and  practice  is  to  install  these  im- 
provements in  the  United  States  first,  and  then  roll  them  out  to 
our  international  facilities. 

One  example  is  our  blade  washing  system.  In  the  past,  we  used 
the  solvent  trichloroethylene,  called  TOE,  to  remove  residual  oil 
and  debris  from  blade  surfaces.  Although  the  amount  of  TOE  emit- 
ted was  within  environmental  guidelines,  the  company  decided  to 
eliminate  the  use  of  this  solvent. 

Gillette  developed  an  alternative  process  that  is  a  technological 
breakthrough.  This  system  is  in  operation  in  the  United  States, 
and  is  being  installed  at  our  Mexican  facility  this  year.  In  fact,  I 
was  told  yesterday  that  it  has  been  installed. 

The  point  is  that  Gillette  is  providing  jobs  in  Mexico  and  imple- 
menting environmentally  sound  production  activities. 

With  the  increased  trade  NAFTA  would  generate,  Mexico  will 
improve  its  environmental  record  in  two  ways.  First,  by  the  invest- 
ments of  multinationals  such  as  Gillette;  and  second  with  its  own 
increased  economic  resources.  NAFTA  would  contribute  to  environ- 
mental improvements  in  Mexico. 

We  support  the  passage  of  NAFTA.  We  believe  NAFTA  will  accel- 
erate the  process  of  improving  the  environment  in  Mexico,  and  that 
the  net  effect  on  jobs  and  the  economy  in  the  United  States  and 
at  Gillette  will  be  positive. 

NAFTA  is  critically  important  to  the  global  competitiveness  of 
North  America  in  the  21st  century.  It  will  enable  the  region  to  be- 
come more  competitive,  not  only  with  the  European  Community, 
but  also  with  a  powerful  and  emerging  Asian  economic  region. 
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As  you  can  see,  we  do  not  believe  that  the  jobs  of  our  Gillette 
employees  in  the  United  States  are  at  risk.  To  the  contrary,  we  see 
NAFTA  enhancing  our  U.S.  jobs  and  providing  Gillette  the  oppor- 
tunity to  sharpen  our  global  competitiveness. 

Mr.  Chairman,  I  would  now  like  to  turn  the  microphone  over  to 
Mr.  Pepper. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  JOSEPH  E.  MULLANEY,  VICE  CHAIRMAN  OF  THE 
BOARD,  THE  GILLETTE  COMPANY,  ON  BEHALF  OF  THE  EMERGENCY 
COMMITTEE  FOR  AMERICAN  TRADE  BEFORE  THE  WAYS  AND  MEANS 
TRADE  SUBCOMMITTEE  HEARING  ON  THE  NORTH  AMERICAN  FREE 
TRADE  AGREEMENT  (NAFTA)  AND  SUPPLEMENTAL  AGREEMENTS  TO 
THE  NAFTA 

TUESDAY,  SEPTEMBER  21, 1993 

Thank  you  for  this  opportunity  to  express  the  strong  support  of  the  members 
of  the  Emergency  Committee  for  American  Trade  (ECAT)  for  the  NAFTA. 

I  am  Joseph  E.  Mullaney,  Vice  Chairman  of  The  Gillette  Company.  My 
fellow  panelist  is  John  E.  Pepper,  President  of  The  Procter  &  Gamble  Company. 

The  reasons  for  ECAT's  support  of  the  NAFTA  were  well  expressed  by 
witnesses  from  the  Administration  and  from  our  fellow  business  organizations  at  the 
NAFTA  hearings  on  September  14  and  IS.  We  do  not  intend  to  repeat  those 
reasons  here,  except  to  say  that  we  believe  that  implementation  of  the  NAFTA  will 
be  to  the  economic  advantage  of  the  United  States. 

We  see  only  economic  and  political  disadvantage  flowing  from  a  rejection  of 
the  NAFTA  by  the  Congress  both  to  U.S.  hemispheric  interests  and  to  U.S. 
economic  and  political  relationships  elsewhere  in  the  world.  Among  other 
considerations,  the  international  credibility  of  the  United  States  could  well  be 
d-imaged  since  it  would  signal  to  our  trading  partners  that  the  United  States  is  not  a 
reliable  negotiating  partner. 

We  in  ECAT  thought  that  the  most  useful  testimony  we  could  present  to  the 
Ways  and  Means  Subcommittee  on  Trade  would  be  speciflc  information  as  to  how 
two  members  of  ECAT  would  conduct  their  business  operations  pursuant  to  the 
NAFTA.  From  our  understanding  of  other  ECAT  companies,  we  believe  that  what 
Gillette  and  Procter  &  Gamble  expect  to  do  is  typical  of  what  other  companies  like 
ours  also  would  do. 

Gillette  is  a  global  consumer  products  Arm  whose  major  product  lines 
include  blades  and  razors,  toiletries  and  cosmetics,  stationery  products,  Braun 
electric  shavers  and  small  appliances,  and  Oral-B  oral  care  products. 

We  are  headquartered  in  Boston  and  operate  60  manufacturing  facilities  in 
28  countries,  and  distribute  our  products  in  over  200  countries  and  territories.  Our 
net  sales  last  year  totaled  S5.2  billion.  Woridwide,  we  employ  approximately  33,500 
people. 

Gillette  has  been  manufacturing  products  in  Mexico  since  1949.  Today  we 
operate  four  manufacturing  facilities  there  and  employ  more  than  2,000  people. 
Products  made  at  these  facilities  include  most  of  our  major  product  lines.  Our  net 
sales  in  Mexico  In  1992  were  about  S250  million. 

The  passage  of  NAFTA  will  not  reduce  jobs  at  our  U.S.-based  manufacturing 
operations.  We  have  no  plans  to  shift  manufacturing  from  the  United  States  to 
Mexico.  In  fact,  NAFTA  will  stabilize  and  probably  increase  jobs  at  Gillette  in  the 
United  States. 

Let  me  give  you  an  example.  This  year  we  will  export  about  $4  million  worth 
of  our  highly  successful  Sensor  shaving  system  from  our  South  Boston  facility  to 
Mexico.  The  elimination  of  tariffs  on  products  like  Sensor  will  have  a  positive  effect 
on  Gillette.  We  will  be  able  to  sell  more  Sensor  systems  by  lowering  the  price  of  this 
product  in  Mexico  or  by  increasing  advertising  and  promotion.  Our  people  estimate 
that,  after  NAFTA,  they  could  triple  our  sales  of  Sensor  systems  in  Mexico  in  only 
three  years.  This  will  benefit  Mexican  consumers  while  generating  increased  export 
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sales  for  Gillette.  These  exports  will  stabilize  and  support  existing  jobs  in  Boston. 
This  situation  will  be  duplicated  when  we  introduce  Sensor  for  Women  into  the 
Mexican  market 

We  expect  the  passage  of  NAFTA  to  have  a  favorable  impact  on  the  Mexican 
economy,  improving  results  for  our  business  operations  in  Mexico.  This  helps  to 
support  our  operations  and  jobs  in  the  United  States.  We  have  a  win-win  situation  - 
Gillette  employees  and  shareholders  beneflt,  while  Mexican  consumers  and  the 
regional  economy  will  prosper. 

As  to  environmental  issues,  we  believe  that  Gillette  actions  in  Mexico  are  a 
good  example  of  the  types  of  environmental  improvements  that  we  would  expect  to 
accelerate  if  NAFTA  were  passed.  Gillette  has  researched  and  implemented  many 
environmental  improvements  to  our  production  processes.  Our  policy  and  practice 
is  to  install  these  improvements  in  the  United  States  flrst  and  then  roll  them  out  to 
our  international  facilities,  including  Mexico. 

One  example  is  our  aqueous  blade  washing  system.  In  the  past  we  used  the 
solvent  tridoroethylene  (TCE)  to  remove  residual  oil  and  debris  from  blade  surfaces 
in  order  to  meet  our  own  stringent  quality  standards.     Although  the  amount  of 
TCE  emitted  was  within  environmental  guidelines,  the  Company  decided  to 
eliminate  the  use  of  this  solvent  Gillette  successfully  developed  an  alternative 
process  that  is  a  technological  breakthrough.  This  system  is  in  operation  in  the 
United  States  and  is  being  installed  at  our  Mexican  facility  this  year. 

The  point  is  that  Gillette  is  providing  jobs  in  Mexico  and  implementing 
environmentally  sound  production  activities.  With  the  increased  trade  NAFTA 
would  generate,  Mexico  will  improve  its  environmental  record  in  two  ways,  first  via 
the  investments  of  multinationals  such  as  Gillette,  and  second  with  its  own  increased 
economic  resources.  NAFTA  would  thus  contribute  to  environmental  improvements 
in  Mexico. 

Along  with  many  other  major  U.S.  companies,  we  believe  the  entire  North 
American  region  will  be  strengthened  with  the  passage  of  NAFTA,  and  will  become 
more  competitive  globally. 

In  summary,  we  support  the  prompt  passage  of  NAFTA.  We  believe  NAFTA 
will  accelerate  the  process  of  improving  the  environment  in  Mexico  and  that  the  net 
effect  on  jobs  and  the  economy  in  the  United  States  will  be  positive.  NAFTA  can  be 
critically  important  to  the  global  competitiveness  of  North  America  in  the  21st 
century.  It  will  enable  the  region  to  become  more  competitive,  not  only  with  the 
European  Community,  but  also  with  a  powerful  and  emerging  Asian  economic 
region. 

As  you  can  see,  we  do  not  anticipate  that  the  jobs  of  our  Gillette  employees  in 
the  United  States  are  at  risk.  To  the  contrary,  we  see  NAFTA  enhancing  U.S.  jobs 
and  providing  Gillette  the  opportunity  to  sharpen  our  global  competitiveness. 

Mr.  Chairman,  I  would  now  like  to  turn  the  microphone  over  to  John 
Pepper. 
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Chairman  Gibbons.  Mr.  Pepper,  glad  to  have  you. 


STATEMENT  OF  JOHN  E.  PEPPER,  PRESIDENT,  PROCTER  & 
GAMBLE  CO. 

Mr.  Pepper.  Thank  you.  Mr.  Chairman,  members  of  the  sub- 
committee, my  name  is  John  Pepper.  I  am  the  president  of  Procter 
&  Gamble  Co.,  and  I  am  here  to  lend  my  strong  support  to  the 
North  American  Free-Trade  Agreement. 

As  a  brief  background,  P&G  was  founded  in  1837.  We  are  a 
consumer  goods  company  with  over  $30  billion  in  sales.  We  sell  our 
products  in  140  countries.  We  are  on  the  ground  in  53  countries. 
We  employ  just  over  100,000  people,  55,000  of  them  in  the  United 
States,  Canada,  and  Mexico. 

My  purpose  here  today  is  to  urge  your  support  for  NAFTA  be- 
cause I  believe  it  will  create  United  States  jobs,  stimulate  the  Unit- 
ed States  economy,  and  that  it  is  vital  to  help  create  a  free-trade 
region  throughout  all  of  Latin  America,  starting  with  Mexico. 
NAFTA  is  absolutely  fundamental  to  the  health  of  this  country  in 
today's  growing  global  economy. 

Mexico  is  now  Procter  &  Gamble's  largest  single  market  in  the 
world  outside  the  United  States.  Some  of  the  products  we  currently 
export  there  include  Pringles  potato  chips.  Tide,  Cheer  laundry  de- 
tergent. Ivory  and  Zest  soaps.  Comet  cleansers,  Folger's  coffee  and 
others. 

We  are  supporting  NAFTA  because  it  will  enable  us  to  expand 
our  business  in  and  our  exports  to  Mexico.  Since  that  country 
opened  its  market  in  a  really  dramatic  way  in  1986,  our  exports 
of  goods  and  services  to  Mexico  have  gone  from  essentially  zero  to 
over  $100  million.  We  estimate  that,  provided  NAFTA  passes,  we 
should  reach  $200  million  in  exports  by  the  end  of  the  decade.  In 
comparison,  our  imports  are  about  $100,000  today. 

Elimination  of  Mexican  duties  will  allow  us  to  supply  Mexico  a 
much  broader  range  of  our  products.  We  estimate  today  that  there 
are  1,500  United  States  jobs  within  Procter  &  Gamble  and  our  im- 
mediate suppliers  supporting  that  export  business.  We  believe  that 
by  the  end  of  the  decade,  again  provided  NAFTA  passes,  that  that 
will  increase  from  3,000  to  3,500  jobs. 

I  would  like  to  share  with  you  on  a  kind  of  a  micro  level  an  ex- 
ample of  one  of  our  United  States  products  that  has  benefited 
greatly  from  Mexico's  more  open  markets.  I  refer  here  to  Pringles 
potato  chips,  which  is  made  only  in  the  United  States  and  shipped 
globally.  Mexico  is  emerging  to  be  an  outstanding  market  for  this 
product. 

We  began  shipping  Pringles  to  Mexico  in  1991.  By  the  end  of  this 
year,  our  sales  in  Mexico  will  be  at  about  $5  million  in  exports,  and 
that  is  with  duties  of  20  percent.  This  is  a  very  price-sensitive 
product.  If  those  duties  go  down  as  they  are  scheduled  to,  we  be- 
lieve that  we  will  increase  our  dollar  sales  at  least  fourfold.  At 
least  fourfold.  That  will  significantly  expand  jobs  that  are  attached 
to  Pringles  in  the  United  States  directly  and  through  our  suppliers. 

I  want  to  emphasize  and  bring  to  your  attention  that  it  would 
be  a  great  mistake  to  think  of  the  jobs  related  to  this  product  as 
being  solely  attached  to  P&G  or  to  a  big  company.  A  great  number 
of  these  jobs  are  attributed  to  small  businesses  that  support  this 
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product.  Farmers  grow  the  potatoes  in  Washington,  North  Dakota, 
and  neighboring  States.  The  potatoes  are  processed  into  flakes  in 
Rupert,  ID,  Warden,  WA,  and  in  Bordman,  OR.  The  Uds  for  this 
can  are  made  in  New  Vienna,  OH,  and  in  Mount  Vernon,  KY.  The 
outside  label  that  you  can  see  here  is  made  in  Columbus,  WI.  The 
metal  bottom  of  the  can  comes  from  Memphis,  TN,  and  the  interior 
liner,  which  I  won't  show  you,  since  the  can  is  still  closed,  and 
membrane  comes  from  Davenport,  lA.  The  corrugated  shipping 
cases  originate  in  Murfreesboro,  TN,  and  Herrin,  IL.  The  truckers 
who  ship  this  buy  their  gasoline  at  stops  all  along  the  way  before 
reaching  our  plants  in  Jackson,  TN,  and  then  they  take  it  on  down 
to  Mexico. 

My  point  is  obvious,  but  it  is  often  not  adequately  seen.  The 
manufacturing  of  this  P&G  product  is  supporting  jobs  and  the  de- 
velopment of  industry  and  small  businesses  all  around  the  country. 

I  would  like  to  depart  from  the  written  text  here  to  just  share 
with  you  another  perspective  on  this.  Having  been  in  charge  of 
P&G's  international  business  now  and  involved  with  it  for  almost 
20  years,  I  find  it  supremely  ironic,  and  dangerously  so,  that  we 
are  here  discussing  this  issue  in  the  way  we  are  today.  I  am  re- 
minded so  clearly  of  the  debates  that  went  on  in  Europe  as  the  EC 
Common  Market,  was  opening  up,  and  the  great  fear  that  pre- 
vailed, about  the  possible  effects  that  would  come  from  Portugal 
and  Spain  entering  the  EC.  In  fact  since  they  have  entered,  the 
wages  in  Germany  have  not  gone  down.  They  have  gone  up.  And 
Spain  and  Portugal  have  prospered  as  well. 

We  have  gone  through  similar  concerns  with  Greece.  I  am  also 
reminded  of  the  trips  we  and  Members  of  Congress  made  to  East- 
ern Europe  to  sit  down  with  the  Czech  Government  and  the  Polish 
Government  and  the  Hungarian  Government,  and  prevail  upon 
them  to  open  their  borders.  Let  the  trade  come,  it  will  be  helpful. 

Here  we  are,  with  a  country  adjoining  us,  with  the  greatest  aifin- 
ity  for  us  and  we  are  wondering  whether  we  are  going  to  have  a 
free-trade  agreement  that  is  clearly  in  our  national  interest. 

I  would  like  to  conclude  simply  by  summarizing  for  you  what  I 
see  as  the  imperatives  for  the  passage  of  this  agreement.  Never 
have  I  seen  something  where  the  realities  are  so  supportive  of  a 
favorable  vote  and  yet  where  there  are  still  divisive  issues.  Since 
1986,  we  have  seen  the  trade  balance  with  Mexico  move  from  a  $5 
billion  trade  deficit  to  $5  billion  trade  surplus.  Jobs  have  grown  in 
the  United  States  as  a  result. 

We  also  know  that  the  balance  of  the  duties  now  greatly  favor 
the  United  States  in  this  move.  We  see  it  in  our  own  company. 
Mexican  tariff  rates  average  10  percent  and  United  States  tariff 
rates  on  imports  from  Mexico  average  about  to  2V2  percent  that  is 
going  to  favor  more  exports.  The  job  impact — cut  it  any  way  you 
want — is  positive. 

NAFTA  will  benefit  economic  growth  in  Mexico.  I  would  under- 
score that.  Mexico  is  a  great  country.  It  is  the  country  that  is  our 
most  natural  trading  partner.  Seventy  percent  of  all  of  the  imports 
into  Mexico  come  from  the  United  States.  And  it  is  in  our  interest 
to  see  Mexico  grow  and  import  more.  And  if  we  don't  have  NAFTA, 
I  guarantee  you  that  other  countries  will  negotiate  their  own  trade 
agreements  with  Mexico. 
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And  lastly,  I  would  simply  say  that  Mexico  and  this  NAFTA 
agreement  is  going  to  set  a  pattern  for  all  of  Latin  America.  It 
would  be  a  great  benefit  to  our  export  business  at  P&G  to  have  du- 
ties drop  down  in  the  Caribbean  and  other  Latin  America  coun- 
tries. NAFTA's  passage  will  set  the  pattern  for  that  in  my  judg- 
ment. The  failure  to  pass  NAFTA  will  significantly  set  back  the 
whole  opening  of  Latin  America. 

I  would  conclude  by  saying  that  if  we  fail  to  pass  NAFTA,  we 
have  only  ourselves  to  blame.  We  will  have  turned  our  back  on  the 
realities  of  economic  development  that  we  have  learned  throughout 
history  are  vital.  We  will  have  diminished  the  economic  leadership 
role  that  the  United  States  has  played  before.  We  will  have  re- 
jected something  that  is  clearly  in  the  interest  of  the  economy  and 
of  jobs  in  this  Nation,  We  will  also  be  rejecting  an  agreement  that 
as  far  as  I  can  tell  does  as  much  for  improving  the  environment 
as  one  could  ever  hope. 

Thank  you  very  much. 

[The  prepared  statements  follow:] 
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STATEMENT  OF  JOHN  E.  PEPPER,  PRESIDENT,  THE  PROCTER  &  GAMBLE 

COMPANY,  ON  BEHALF  OF  THE  EMERGENCY  COMMITTEE  FOR 

AMERICAN  TRADE  BEFORE  THE  WAYS  AND  MEANS  TRADE 

SUBCOMMITTEE  HEARING  ON  THE  NORTH  AMERICAN  FREE  TRADE 

AGREEMENT  (NAFTA)  AND  SUPPLEMENTAL  AGREEMENTS  TO  THE 

NAFTA 

TUESDAY,  SEPTEMBER  21, 1993 

Mr.  Chairman  and  members  of  the  Subcommittee,  my  name  is  John  Pepper 
and  I'm  the  President  of  the  Procter  and  Gamble  Company.  I  am  here  to  lend  my 
voice  to  those  who  strongly  support  the  North  American  Free  Trade  Agreement. 

Procter  &  Gamble,  founded  in  1837,  is  a  consumer  goods  company  with 
annual  sales  of  more  than  S30  billion.  We  have  on  the  ground  operations  in  53 
countries,  sell  our  products  in  140  countries,  and  employ  about  103,000  people 
worldwide,  including  55,000  employees  in  the  U.S.,  Canada  and  Mexico. 

My  purpose  today  is  to  urge  your  support  of  NAFTA  because  I  believe  it  will 
create  U.S.  jobs,  stimulate  the  U.S.  economy,  and  help  create  a  free  trade  region  that 
is  better  able  to  compete  in  today's  global  economy. 

Mexico  is  now  P  &  G's  largest  market  in  the  world  outside  of  the  U.S.  Some 
of  the  products  we  currently  export  to  Mexico  include:  Pringles  potato  chips,  Tide 
and  Cheer  laundry  detergents,  Ivory  and  Zest  soaps.  Comet  cleanser,  Folgers  coffee, 
Sure  and  Secret  deodorants,  Downy  fabric  softener  and  Scope  mouthwash. 

We  support  the  NAFTA  because  it  will  enable  us  to  expand  our  business  in 
and  our  exports  to  Mexico.  Since  that  country  opened  its  market  in  1986,  our 
exports  of  goods  and  services  have  grown  from  almost  nothing  to  over  $100  million. 
We  should  approach  S200  million  in  the  next  five  to  ten  years.  Elimination  of 
Mexican  duties  will  allow  us  to  supply  Mexico  a  broader  range  of  our  products. 
The  result  would  more  than  double  the  1,500  U.S.  jobs  currently  supplying  our 
business  in  Mexico  to  approximately  3,500  jobs. 

I'd  like  to  share  with  you  an  example  of  one  of  our  U.S.  products  that  has 
benefited  greatly  from  Mexico's  more  open  market.  That  product  is  Pringles  potato 
chips.  Mexico  is  a  great  market  for  this  product.  We  began  exporting  Pringles  to 
Mexico  in  1991.  By  1994,  our  Pringles  sales  to  Mexico  should  exceed  $5  million. 
Eventually,  NAFTA  will  eliminate  Mexico's  20%  duty  on  Pringles  which  will 
dramatically  expand  our  sales  and  generate  even  more  U.S.  jobs.  Currently  we 
estimate  that  the  export  of  just  this  one  brand  accounts  for  about  100  jobs  in  the 
U.S. 

These  new  jobs  supplying  Pringles  exports  are  spread  all  over  the  country. 
Farmers  grow  the  potatoes  in  Washington,  North  Dakota  and  neighboring  states. 
The  potatoes  are  processed  into  flakes  in  Rupert,  Idaho;  Warden,  Washington;  and 
Boardman,  Oregon.  The  lids  for  the  cans  are  made  in  New  Vienna,  Ohio  and  Mt. 
Vernon,  Kentucky.  The  labels  are  made  in  Columbus,  Wisconsin.  The  metal 
bottom  of  the  can  comes  from  Memphis,  Tennessee  and  the  interior  liner  and 
membrane  from  Davenport,  Iowa.  The  corrugated  shipping  cases  originate  in 
Murfreesboro,  Tennesee  and  Herrin,  Illinois.  Truckers  buy  their  gasoline  at  stops 
all  along  the  way  before  reaching  our  plant  in  Jackson,  Tennessee  where  we 
manufacture  the  finished  product  for  export  to  Mexico.  As  you  can  see,  the 
manufacture  of  this  one  product  not  only  impacts  jobs  at  a  larger  company  like 
ours,  but  at  many  smaller  companies  in  small  towns  across  this  country  of  ours. 

As  you  may  be  aware,  the  average  Mexican  now  spends  $380  per  year  on 
U.S.  goods  and  services,  more  than  the  average  European  or  the  average  Korean 
and  almost  as  much  as  the  average  Japanese  who  earns  ten  times  as  much.  NAFTA 
provides  even  greater  opportunity  for  the  U.S.  to  supply  the  Mexican  market  with 
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its  goods  and  services  such  as  our  products.  If  the  U.S.  doesn't  take  advantage  of 
this  opportunity,  then  I  can  assure  you  that  Japan,  Germany,  France,  Korea,  and 
others  will  quickly  step  in  and  provide  the  Mexican  market  with  the  products  it 
needs. 

Our  interests  are  simple.  We  want  to  see  tarifTs  reduced  and  markets  opened 
around  the  world  because  we're  confident  we  can  compete  with  anyone,  anywhere 
when  these  conditions  are  met.  NAFTA  will  do  that  for  us  in  North  America. 

NAFTA  is  good  for  America  and  for  P&G.  I  strongly  urge  your  support  and 
I  thank  you  for  your  time  and  consideration. 
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Chairman  Gibbons.  Thank  you,  Mr.  Pepper,  Mr.  Mullaney,  both 
of  you,  for  I  think  very  wise  statements. 

Mr.  Pepper,  I  can  remember  my  grandmother  washing  with  P&G 
Octigon  soap.  I  don't  think  you  all  make  that  any  more.  You  have 
replaced  it  with  lots  of  fine  detergents  and  other  things.  I  started 
my  morning  this  morning  with  a  cup  of  Folgers  coffee. 

Mr.  Pepper.  Well,  bless  you.  We  appreciate  that. 

Chairman  Gibbons.  I  really  started  the  morning  a  little  earlier 
with  your  sensor  shaving  equipment.  I  want  to  say  I  don't  have  a 
particularly  tough  beard,  but  I  got  particularly  tender  skin,  and  it 
is  one  whale  of  a  piece  of  shaving  equipment. 

Mr.  Mullaney.  Thank  you  very  much. 

Chairman  Gibbons.  If  you  want  me  to  go  to  Mexico  selling  your 
razors,  I  will  be  happy  to.  They  need  that  kind  of  equipment. 

What  you  all  say  is  so  true.  This  is  a  very  important  agreement. 
It  is  a  watershed.  If  we  should — I  can't  imagine  us  doing  it,  but  if 
we  should  back  away  from  this,  the  results  would  just  be  appalling. 

As  I  say  over  and  over  again,  there  are  half  a  billion,  half  a  bil- 
lion Latin  Americans,  Hispanics,  who  live  south  of  the  Rio  Grande, 
and  they  are  all  watching  this.  We  can't  get  away  as  North  Ameri- 
cans, gringos,  doing  business  with  everybody  else  on  Earth  and 
turning  our  backs  on  our  next-door  neighbors,  80  million  of  them, 
in  Mexico,  the  second  largest  Hispanic-American  nation  on  Earth. 

Their  market  to  us  has  been  closed  for  almost  400  years.  Our 
market  to  them  has  been  open  for  25  years.  American  plants  have 
wanted  to  go  to  Mexico,  could  have  gone  for  25  years,  they  can  go 
now,  and  they  can  go  if  we  turn  down  NAFTA,  and  probably  will 
go.  But  if  we  accept  NAFTA,  we  get  an  open  market  in  Mexico,  we 
can  send  our  goods  to  Mexico,  not  our  jobs,  and  we  can  all  live  bet- 
ter lives. 

So  it  is  just — it  is  just  amazing  to  me  that  we  would  fight  over 
this.  It  is  not  strong  enough  on  the  environment,  although  it  is  bet- 
ter than  the  status  quo;  it  is  not  strong  enough  on  labor,  although 
it  is  better  than  the  status  quo;  that  we  are  relinquishing  sov- 
ereignty and  all  that  other  garbage  that  keeps  being  thrown  up  on 
this  issue. 

It  is  appalling  to  me  that  there  are  so  many  of  my  beloved  Amer- 
ican friends  that  buy  that  argument.  I  just — ^you  know,  you  all 
have  got  to  help  us  get  the  truth  out  on  this. 

There  is  a  particularly  obnoxious  and  fraudulent  advertisement 

going  on  NBC  every  morning  here  in  Washington  sponsored  by  the 

labor  unions.  You  know,  somebody's  got  to  rebut  it.  I  can't  rebut 

it.  I  don't  have  the  money  to  rebut  it,  but  somebody's  got  to  take 

it  on  and  hit  it  between  the  eyes.  And,  you  know,  I  don't  know  how 

broadly  they  are  running  it  around  the  United  States,  but  they  are 

really  running  it  here  in  Washington.  And  Members  of  Congress  do 

watch  that  stuff.  So  we  need  to — we  need  some  action  out  there. 

Well,  I  don't  have  any  particular  questions  for  you.  How  about 

Mr.  Thomas? 

Mr.  Thomas.  Just  briefly.  I  thank  both  of  you  for  your  testimony. 

You  folks  are  engaged  in  real  world  activities  and  you  have  to 

make  real  world  decisions  based  upon  real  world  options,  and 

therefore  your  testimony  is  extremely  important  to  me. 
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Mr.  Pepper,  in  particular  you  indicated  that  the  NAFTA  benefits 
our  interests  and  that  it  is  a  good  deal  for  us.  One  of  the  things 
we  have  been  saying  is  that  it  is  kind  of  a  win-win  situation,  that 
if  it  is  good  for  us,  it  is  also  good  for  Mexico. 

One  of  the  reasons  Mexico  is  not  our  largest  trading  partner,  I 
think  it  should  be  because  of  the  natural  affinity,  the  fact  that  they 
do  like  our  products  and  that  they  are  close  to  us,  is  because  of 
policies  on  the  part  of  Mexico,  as  the  chairman  clearly  indicated. 
And  we  have  an  opportunity  to  lock  in  some  very  positive  changes 
on  the  part  of  Mexico  that  I  believe  if  NAFTA  is  passed,  over  the 
next  decade,  will  make  Mexico  our  largest  trading  partner. 

But  the  comment  that  is  out  there  in  terms  of  a,  '^businessman's 
assessment  of  NAFTA,"  is  of  course  Ross  Perot's  sucking  sound 
statement  about  all  of  the  jobs  that  would  go  to  Mexico. 

In  addition,  others  either  through  naivete  or  to  serve  their  own 
purposes  have  said  that  basically  NAFTA  is  just  a  sweetheart  deal 
for  American  business  to  move  jobs  down  to  Mexico. 

Finally,  I  would  say  that  you  held  up  that  can  of  Pringle's,  you 
told  us  everywhere  it  was  made.  You  didn't  tell  me  who  made  the 
seal  on  the  inside,  nor  take  it  off  and  show  me  what  was  inside. 
And  it  is  15  minutes  to  12,  so  I  am  going  to  give  you  only  a  B-plus 
on  the  salesmanship. 

But  from  your  perspective  as  a  real  world  person  who  has  to 
make  real  world  decisions,  both  of  you  who  have  products  that  are 
obviously  clearly  in  demand,  what  is  going  to  happen  in  terms  of 
your  decision  about  jobs?  Is  it  going  to  be  that  jobs  will  leave  the 
United  States  and  go  down  to  Mexico  to  produce  products?  Is  there 
going  to  be  a  benefit  in  Mexico,  for  Mexicans,  while  there  is  a  bene- 
fit in  the  United  States  for  Americans? 

In  terms  of  job  decisions,  plant  decisions,  business  decisions  that 
either  of  you  would  make  if  NAFTA  passed,  what  would  be  the  sit- 
uation on  both  sides  of  the  border,  briefly? 

Mr.  Pepper.  The  clearest  picture  we  have  right  now  would  be 
that  in  terms  of  jobs  within  our  own  company.  The  net  benefit  in 
P&G  would  be  here  in  the  United  States.  Any  time  horizon  on  that 
is  limited,  but  in  the  next  3  to  5  years  we  could  see  increased  ex- 
ports of  Pringles  and  our  tissue  towel  products,  Charmin,  as  well 
as  exports  of  our  diaper  products.  In  the  long  run,  I  am  absolutely 
convinced  that  NAFTA  is  clearly  going  to  be  beneficial  to  both 
countries. 

You  know,  at  the  macro  level  I  really  have  seen  enough  to  feel 
that  free-trade  agreements  like  this  are  beneficial  to  all  parties.  I 
don't  need  to  belabor  the  evidence  for  that,  but  I  have  seen  it.  I 
have  seen  it  in  Europe  and  am  seeing  it  now  in  Asia. 

At  our  own  company  level,  I  think  the  benefit  in  the  United 
States  is  going  to  be  the  most  immediate.  There,  however,  will  un- 
doubtedly over  time  be  much  more  regional  sourcing  of  products  for 
a  lot  of  companies  among  Canada,  the  United  States  and  Mexico. 
And  there  will  be  some  products  or  components  that  will  be  made 
in  Mexico  and  exported  here  and  there  will  be  some  that  will  be 
made  here  and  exported  to  Mexico.  But  in  terms  of  the  immediate 
future,  just  in  our  own  particular  situation,  the  growth  is  going  to 
come  from  the  United  States'  side. 
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Mr.  Thomas.  Mr.  Pepper,  I  know  we  think  we  are  belaboring,  in- 
dicating what  the  positive  aspects  of  the  free-trade  agreement  are, 
because  clearly  the  evidence  is  self-evident  based  upon  early  agree- 
ments that  we  have  had.  But  when  you  have  opponents  out  there 
on  a  daily  basis  indicating  that  there  is  no  positive  benefit,  that 
there  is  a  negative  aspect  to  a  free-trade  agreement,  I  think  we 
have  to  balabor,  I  think  we  have  to  go  back  over. 

Mr.  Pepper.  Well,  I  didn't  mean — I  meant  not  generally,  but 
with  you,  sir. 

Mr.  Thomas.  No,  I  understand.  And  frankly  what  we  need  to  do 
is  carry  out  as  aggressive  a  campaign  as  the  opponents  have  in  try- 
ing to  get  the  truth  out  in  terms  of  what  happens  when  two  coun- 
tries trade. 

Mr.  Pepper.  All  you  have  to  do  is  look  at  Latin  America  now  and 
look  at  the  countries  which  have  been  the  slowest  in  liberalizing 
trade.  Look  at  Brazil.  If  you  want  a  classic  comparison,  look  at 
what  is  going  on  in  Brazil  compared  to  what  has  been  going  on  in 
Mexico  today  since  1986.  If  you  want  an  object  lesson  as  to  what 
happens  when  you  get  a  government  that  starts  to  privatize  and 
starts  to  drop  barriers,  look  at  Mexico  and  its  recent  economic 
progress. 

Dropping  economic  barriers  in  Mexico  increases  economic  produc- 
tivity that  is  good  for  the  Mexican  economy  and  for  the  Mexican 
worker.  That  is  why  you  have  seen  an  increase  in  real  disposable 
income  for  Mexican  workers  since  1986  or  1987,  compared  to  what 
it  had  been  before.  Mexico  is  becoming  more  competitive.  The  free- 
trade  agreement  will  continue  to  improve  the  Mexican  economy.  Al- 
ready Mexico  is  one  of  the  wonders  of  the  world. 

And  to  repeat,  here  you  have  a  country  of  80  million  people.  Any- 
body from  outside  the  United  States  would  say  that  the  United 
States  should  do  everything  possible  to  be  sure  that  it  has  the  clos- 
est relationship  with  Mexico.  And  that  means  we  need  to  get  those 
high  Mexican  duties  of  10  to  12  percent  that  hinder  our  exports 
eliminated.  We  have  the  opportunity  in  NAFTA  to  do  that. 
Wouldn't  it  be  crazy  not  to  take  advantage  of  it? 

Mr.  Thomas.  Thank  you,  Mr.  Pepper. 

Mr.  MuUaney,  do  you  have  any  comment? 

Mr.  MULLANEY.  I  would  just  like  to  repeat  very  quickly,  that  I 
think  most  of  those  companies  that  the  chairman  said  are  going  to 
Mexico  have  already  gone,  there  is  no  reason  they  shouldn't.  There 
will  undoubtedly  be  a  few  high  labor  content  companies  who  will 
try  to  take  advantage  of  the  Mexican  labor  situation.  But  we  think 
overall,  particularly  for  ECAT  members,  for  most  businesses,  that 
the  net  effect  will  be  improvement  of  jobs  in  this  country.  And  I 
can't  think  of  a  company  in  Massachusetts  that  is  thinking  about 
moving  to  Mexico. 

Mr.  Thomas.  So  new  relationships  provide  either  opportunities  or 
fear,  depending  upon  how  you  look  at  it,  and  obviously  you  see 
enormous  opportunities. 

Mr.  MuLLANEY.  Absolutely. 

Mr.  Thomas.  Thank  you  very  much. 

Chairman  Gibbons.  Mr.  Portman,  would  you  like  to  inquire? 


397 


Mr.  PORTMAN.  Thank  you,  Mr.  Chairman.  Thank  you  for  giving 
me  this  opportunity  to  sit  at  the  panel.  I  do  have  a  couple  ques- 
tions. 

First  of  all,  thank  you,  Mr.  Mullaney  and  Mr.  Pepper,  for  sharing 
your  wisdom  with  us  today.  I  have  known  John  Pepper  for  a  long 
time.  He  has  played  a  very  effective  and  instructive  role  in  the 
issue  of  education  in  Cincinnati,  my  hometown,  in  the  State  of 
Ohio,  and  I  am  very  interested  on  hearing  his  perspective  on  an- 
other vexing  issue  before  us. 

With  regard  to  the  Pringle  can,  I  tried  to  tell  Bill  Thompson,  the 
reason  Mr.  Pepper  didn't  open  it  is  he  has  a  reputation  for  being 
a  very  cost-effective  executive,  and  he  wants  to  sell  that  can.  It  is 
too  late  now. 

Mr.  Pepper.  We  just  wanted  this  product  to  be  fresh  when  you 
all  finished  the  session.  That  is  what  we  really  had  in  mind. 

Mr.  PoRTMAN.  My  question  really  relates  to  the  investment  side 
of  the  NAFTA  agreement.  I  think  the  chairman  and  Mr.  Thomas, 
others  on  this  panel  have  spent  a  lot  of  time  on  this  issue.  I  know 
I've  read  Perot's  book,  as  have  others,  and  really  tried  to  look  at 
the  pros  and  cons  of  the  agreement. 

It  seems  to  me  that  the  argument  really  comes  down  to  what  will 
this  do  in  terms  of  incentivizing  companies  to  move  to  Mexico,  and 
therefore  the  investment  side  is  what  is  critical. 

Mr.  Pepper,  you  talk  a  lot  about  the  export  advantages,  earlier 
advantages  for  both  of  your  companies.  But  on  the  investment  side, 
you  look  at  the  agreement,  you  both  have  a  lot  of  experience  in  the 
real  world,  international  business.  What  do  you  think  about  the  in- 
vestment provisions  in  this  agreement?  What  will  they  encourage 
people  to  do  or  not  to  do? 

Mr.  Pepper.  Well,  I  think  on  balance  the  agreement  will  encour- 
age increased  investment  in  the  United  States.  I  also  think,  that 
Mexico  is  going  to  have  a  better  economy  because  of  this  and  that 
there  will  be  more  investment  there  as  well. 

But  the  effect  of  this  for  U.S.  businesses  will  be  more  investment 
here  because  there  is  going  to  be  more  exports  going  down  there. 
That  is  certainly  the  case  for  our  company. 

You  know,  the  logistics  of  making  Pringles  is  that  you  aren't 
going  to  have  more  than  one  or  two  production  locations  for  this 
product  in  the  whole  world  because  of  the  high  capacity.  So  if  we 
can  get  the  Mexican  duty  of  20  percent  on  Pringles  down  to  I  be- 
lieve that  we  could  sell  30  or  40  percent  more  of  this  product  to- 
morrow morning.  That  could  be  an  extra  million  cases  and  that  is 
more  investment  in  the  Murfreesboro  facility. 

As  Mexican  duties  come  down  on  cars,  I  have  heard  that  the  car 
industry  estimates  that  exports  could  go  from  a  paltry  number  now 
up  to  60,000  units  in  a  short  period.  That  results  in  more  invest- 
ment and  more  U.S.  jobs. 

So  I  certainly  expect  NAFTA  to  lead  to  more  investment  in  the 
United  States.  This  is  a  win-win  opportunity.  You  wouldn't  have 
Salinas  and  Mexico  supporting  it  if  it  weren't.  NAFTA  will  facili- 
tate overall  growth  in  the  Mexican  economy  and  the  greater  pro- 
ductivity that  free  trade  brings  with  it. 
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Again,  I  just  say  this,  NAFTA  gives  P&G  no  reason  to  move  to 
Mexico.  TTiere  is  no  added  incentive  in  NAFTA  for  Procter  &  Gam- 
ble or  most  companies  to  move  plants  down  there. 

Mr.  PORTMAN.  That  is  what  I — it  seems  to  me  that  Mexican  in- 
vestment laws  over  time  have  focused,  whether  it's  the 
maquiladora  program  or  other  programs,  on  the  export  market.  In 
other  words,  to  produce  products  in  Mexico  for  export.  And  in  look- 
ing through  NAFTA  and  reading  all  I  can,  I  don't  see  that  direction 
being  followed.  Rather,  it  seems  to  me  the  incentives  would  be  for 
the  domestic  market  in  Mexico. 

Mr.  Pepper.  That  is  true. 

Mr.  PoRTMAN.  And  that  seems  to  me  to  be  a  different  sense  of 
direction. 

Chairman  Gibbons.  I  just  want  to  repeat  what  I  repeated  before, 
see  if  you  concur.  The  incentive  in  this  whole  agreement  is  to  be 
able  to  send  our  products  to  Mexico,  not  our  jobs.  Is  that 

Mr.  MULLANEY.  That  is  correct. 

Chairman  GIBBONS.  That  is  the  bottom  line. 

Mr.  Pepper.  That  is  the  bottom  line.  If  you  look  at  what  will  be 
post-NAFTA  versus  pre-NAFTA  and  what  changes  will  take  place, 
the  United  States  will  ship  more  products  down  there  rather  than 
make  net  extra  investments  in  Mexican  plants. 

Chairman  Gibbons.  Thank  you  very  much. 

Mr.  Pepper.  You  are  welcome.  Thank  you  for  the  opportunity  of 
being  here. 

Chairman  Gibbons,  Mr.  Acton,  Mr.  Mendelowitz,  and  Mr. 
Rogowsky. 

Mr.  Acton. 

STATEMENT  OF  JAN  PAUL  ACTON,  ASSISTANT  DIRECTOR, 
NATURAL  RESOURCES  AND  COMMERCE  DIVISION,  CON- 
GRESSIONAL BUDGET  OFFICE 

Mr.  Acton.  Yes,  sir.  Would  you  like  me  to  start,  sir? 

Chairman  Gibbons.  Gk)  right  ahead. 

Mr.  Acton.  Mr,  Chairman,  I  appreciate  the  opportunity  to  ap- 
pear before  the  subcommittee  to  discuss  the  results  of  CBO's  recent 
NAFTA  studies.  With  me  are  the  authors  of  several  of  those  stud- 
ies, and  I  appreciate  their  support  in  this  effort. 

I  will  submit  my  prepared  statement  for  the  record  and  summa- 
rize the  main  conclusions  here.  They  are:  First,  NAFTA  would  pro- 
vide net  economic  gains  for  all  three  countries.  In  particular,  the 
net  effect  on  the  U.S.  economy,  although  very  small,  would  be  posi- 
tive. 

Second,  NAFTA  would  cause  some  reallocation  of  resources  with- 
in and  among  the  United  States,  Mexico,  and  Canada,  but  should 
not  cause  a  massive  movement  of  United  States  manufacturing 
plants  and  jobs  to  Mexico. 

Third,  NAFTA  would  impose  some  direct  costs  on  the  U.S.  budg- 
et, but  these  costs  would  be  insignificant  compared  with  NAFTA's 
broader  economic  effects. 

To  examine  the  first  point,  NAFTA  should  represent  a  net  gain 
to  the  United  States  economy,  but  that  net  gain  will  be  very  small. 
It  is  going  to  be  small  because  the  Mexican  economy  is  small  and 
its  ability  to  either  inflict  harm  or  provide  substantial  benefit  is, 


obviously,  limited.  The  gain  will  also  be  small  because  the  United 
States  already  has  a  fairly  open  economy,  so  making  that  economy 
marginally  more  open  will  not  have  a  large  effect. 

The  primary  impact  of  this  agreement  should  be  on  Mexico, 
where  the  economic  development  that  is  associated  with  this  agree- 
ment is  going  to  open  markets  and  investment  opportunities  for  the 
United  States.  Mexican  living  standards  are  going  to  rise  more  rap- 
idly than  would  otherwise  be  the  case,  and  that  is  going  to  boost 
imports  from  the  United  States,  thereby  helping  our  economy. 

Although  the  benefits  of  NAFTA  to  the  tJnited  States  would  be 
small,  they  should  be  fairly  widespread.  We  should  expect  United 
States  consumers  to  benefit  from  marginally  lower  prices,  workers 
overall  from  a  net  increase  in  jobs  and  income,  and  investors  from 
new  investment  opportunities  both  in  Mexico  and  in  the  United 
States. 

Over  the  longer  run,  the  United  States  is  likely  to  benefit  from 
reduced  illegal  immigration  into  this  country  and  also  from  an  im- 
proved stability  in  United  States-Mexican  relations. 

The  second  source  of  gain  to  the  United  States  economy  is 
through  investment.  NAFTA  is  expected  to  stimulate  foreign  in- 
vestment in  Mexico.  On  balance,  this  investment  should  be  bene- 
ficial, not  harmful,  to  the  United  States. 

A  large  fraction  of  Mexico's  physical  capital  imports  come  from 
the  United  States;  90  percent  of  the  $11  billion  in  capital  goods  im- 
ported by  Mexico  in  1991  were  from  the  United  States.  So  as  Mex- 
ico expands  physical  investment,  the  United  States  should  benefit. 

The  level  of  foreign  investment  in  Mexico  is  expected  to  be  about 
$15  billion  a  year  for  10  years  or  more.  When  this  capital  flows  to 
Mexico,  it  does  not  cost  United  States  jobs;  for  a  considerable  pe- 
riod it  actually  adds  to  United  States  jobs  by  increasing  United 
States  exports. 

United  States  exports  of  merchandise  to  Mexico  increased  from 
$12  billion  in  1986  to  over  $40  billion  in  1992,  shifting  our  bilateral 
trade  deficit  to  a  surplus  of  nearly  $5  billion. 

While  the  net  effects  of  NAFTA  are  positive  for  the  United 
States,  there  will  also  be  gainers  and  losers  in  the  reallocation 
process.  The  reallocation  of  resources  that  is  the  necessary  source 
of  these  benefits  would  not  be  massive. 

Contrary  to  some  fears,  NAFTA  is  not  going  to  cause  a  wholesale 
movement  of  manufacturing  plants  to  Mexico  to  take  advantage  ei- 
ther of  lower  wages  or  of  different  environmental  regulations  there. 
The  reason  is  that  labor  costs  and  environmental  regulation  costs 
are  but  two  of  many  factors  that  go  into  decisions  about  plant  loca- 
tion. 

The  United  States  will  retain  its  economic  strength  and 
attractiveness.  And  Mexico,  even  after  some  development  and  re- 
form of  its  markets,  will  still  have  some  drawbacks.  Instead,  some 
United  States-owned  firms  now  operating  plants  in  Mexico  may  re- 
locate to  the  United  States  if  Mexican  trade  barriers  are  lowered. 

With  or  without  NAFTA,  low-skilled  American  workers  are  going 
to  continue  to  face  competition  from  low-wage  workers  in  other 
countries.  Low-wage  American  workers,  if  there  is  no  NAFTA, 
might  be  granted  a  small  and  quite  temporary  reprieve;  but  we 
also  have  to  remember  that  if  NAFTA  fails,  or  the  Mexican  eco- 
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nomic  reforms  are  reversed,  this  will  have  an  adverse  impact  on 
certain  sectors  of  the  United  States  economy  that  now  are  increas- 
ingly oriented  toward  providing  goods  and  services  to  Mexico. 

CBO's  review  of  a  selected  group  of  traded  goods  indicates  that 
United  States  industries  making  intensive  use  of  capital  and 
skilled  labor,  particularly  those  that  now  face  substantial  barriers 
to  trade  with  Mexico,  would  benefit  from  NAFTA.  Conversely,  U.S. 
industries  making  intensive  use  of  low-wage  labor,  particularly 
those  now  protected  by  substantial  tariffs  or  import  restrictions, 
would  probably  be  placed  at  a  disadvantage. 

In  the  automobile  industry,  for  example,  NAFTA  would  be  more 
likely  to  help  than  to  hurt  U.S.  firms  and  workers,  as  a  group.  In 
part,  that  industry  would  benefit  because  most  of  the  barriers  to 
be  removed  by  NAFTA  are  imposed  by  Mexico  against  imports  of 
United  States  goods.  In  the  apparel  industry,  however,  NAFTA 
would  introduce  additional  competitive  pressure  because  the  indus- 
try employs  a  relatively  large  number  of  low  wage  workers. 

Some  U.S.  workers,  firms,  and  communities  will  be  faced  with 
very  painful  adjustments.  Although  NAFTA  is  expected  to  create, 
net,  35,000  to  170,000  more  jobs  than  it  destroys,  the  new  employ- 
ment opportunities  may  not  exactly  match  the  training  or  geo- 
graphic location  of  the  workers  that  are  displaced.  It  could  take 
months  for  displaced  workers  to  find  new  employment.  And  some 
of  these  displaced  workers  may  face  additional  costs  if  they  have 
to  go  through  retraining  or  relocation. 

A  key  in  this  transition  is  whether  the  existing  programs  that  we 
have  for  these  purposes  are  sufficient  and  appropriate  to  handle 
the  needs  of  these  workers.  If  not,  more  will  need  to  be  done. 

But  it  is  also  important  to  keep  these  problems  in  perspective. 
The  gross  number  of  jobs  that  might  be  lost  as  a  result  of  NAFTA 
would  be  well  under  a  half  a  million.  Our  best  guess  is  that  the 
number  is  probably  under  200,000,  and  these  will  be  spread  over 
at  least  a  decade. 

For  a  large  and  dynamic  labor  market,  that  is  not  a  huge  or  in- 
surmountable problem.  Contrasted  with  the  1980's,  during  which 
some  20  million  workers  were  displaced,  the  effects  of  NAFTA  are 
fairly  small.  But  this  country  has  historically  tried  to  ameliorate 
the  effects  on  those  who  are  displaced  by  policies  that  benefit  the 
Nation  as  a  whole. 

As  the  Congress  considers  legislation  to  carry  out  NAFTA,  one 
element  to  be  reviewed  will  be  the  agreement's  impact  on  the  Fed- 
eral budget.  Overall,  the  impact  would  be  slight,  not  only  in  abso- 
lute terms,  but  in  relationship  to  the  total  budget. 

NAFTA  could  affect  the  Federal  budget  directly  in  four  ways:  by 
reducing  revenues  from  tariffs;  changing  outlays  for  agricultural 
programs;  increasing  expenditures  for  displaced  workers;  and  in- 
creasing pressure  for  spending  on  infrastructure  and  environ- 
mental cleanup  along  the  United  States-Mexican  border. 

CBO  calculates  that  reduced  tariffs  on  imports  from  Mexico  could 
result  in  revenue  losses  of  about  $2.5  billion  over  a  5-year  period. 

With  respect  to  changing  outlays  for  agriculture  programs,  the 
agreement  would  probably  have  little  effect  on  the  costs  of  U.S. 
commodity  programs  and  the  cost  of  programs  to  promote  exports 
of  U.S.  farm  products. 
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The  administration  has  indicated  its  intention  to  submit  legisla- 
tion that  would  address  the  needs  of  all  displaced  workers,  regard- 
less of  the  reasons  they  lost  their  jobs.  No  estimate  is  available  at 
this  time  on  how  much  of  the  increased  funding  would  be  attrib- 
utable to  NAFTA. 

Likewise,  if  the  integrated  plan  for  dealing  with  environmental 
and  physical  infrastructure  along  the  border,  the  so-called  border 
plan  is  implemented,  and  associated  projects  are  funded,  they  will 
have  a  budget  effect  that  needs  to  be  calculated  when  the  details 
are  clear. 

In  conclusion,  if  the  North  American  Free-Trade  Agreement  is 
carried  out,  the  resulting  economic  gains  for  the  United  States,  al- 
though fairly  small,  would  be  large  enough  to  outweigh  the  budg- 
etary and  private-sector  costs  that  could  follow  in  its  path.  Con- 
trary to  some  commonly  expressed  concerns,  NAFTA  would  have 
relatively  little  impact  on  United  States  jobs  and  the  location  of 
manufacturing. 

On  balance,  NAFTA  would  boost  United  States  employment,  but 
economic  analysis  cannot  answer  the  question  of  how  the  losses 
that  may  be  felt  by  some  should  be  weighed  against  the  gains  expe- 
rienced by  most.  Temporary  income  support  and  aid  in  finding  new 
employment  are  measures  that  can  help  compensate  the  losers,  if 
they  can  be  identified. 

Thank  you.  I  am  available  for  questioning. 

[The  prepared  statement  follows:] 
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TESTIMONY  W  JAN  PAUL  ACTON 

ASSISTANT  DIRECTX3R. 

NATURAL  RESOURCES  AND  COMMERCE  DIVISION 

CONGRESSIONAL  BUDGET  OFFICE 

Mr.  Chainnan,  I  appreciate  the  opportunity  to  appear  before  this 
Subcommittee  to  discuss  the  results  of  the  Congressional  Budget  Office's 
(CBO's)  recent  study,  A  Budgetary  and  Economic  Analysis  of  the  North 
American  Free  Trade  Agreement.  The  study  analyzes  the  major  effects  of 
the  proposed  agreement  and  its  probable  impact  on  the  U.S.  economy 
and  the  federal  budget  It  is  not  a  cost  or  revenue  estimate  of  the 
legislation  that  the  Congress  will  be  asked  to  vote  on  to  carry  out  the 
North  American  Free  Trade  Agreement  (NAFTA),  although  it  provides 
a  basis  on  which  CEO  can  make  those  estimates. 

My  statement  reviews  the  following  three  conclusions  of  the  CBO 
study: 

0  NAFTA  would  provide  net  economic  gains  for  all  three  countries. 
In  particular,  the  net  effect  on  the  U.S.  economy,  although  very 
small,  would  be  positive. 

o  NAFTA  would  cause  some  reallocation  of  resources  within  and 
among  the  United  States,  Mexico,  and  Canada,  but  should  not 
cause  a  massive  relocation  of  U.S.  manufacturing  plants  and  jobs 
to  Mexico. 

0  NAFTA  would  impose  some  direct  costs  on  the  U.S.  budget,  but 
these  costs  would  be  insignificant  compared  with  NAFTA's  broader 
economic  effects. 


AN  ECONOMIC  OVERVIEW  OF  NAFTA 

The  North  American  Free  Trade  Agreement  provides  rules  and  guidelines 
for  dismantling  trade  barriers  and  aeating  a  free-trade  area  encompassing 
the  United  States,  Mexico,  and  Canada.  In  addition,  NAFTA  provides  for 
the  substantially  free  flow  of  capital  among  the  three  parties  to  the 
agreement,  and  for  some  mobility  of  labor  in  the  form  of  rules  governing 
the  temporary  entiy  of  businesspeople.  Because  the  most  significant 
aspect  of  the  agreement  is  the  addition  of  Mexico  to  the  existing 
Canadian-U.S.  free-trade  area,  most  analyses,  including  CBO's,  focus  on 
interactions  between  the  U.S.  and  Mexican  economies. 

Each  of  the  countries  participating  in  NAFTA  would  realize  net 
economic  gains.  The  agreement  would  cany  Mexico  further  along  in  its 
strategy  of  promoting  economic  development  by  opening  markets  and 
encouraging  foreign  investment.  This  strategy  has  already  led  to 
economic  growth  and  higher  wages  in  Mexico.  A  rising  standard  of  living 
in  Mexico,  based  on  greater  economic  efficiency  and  open  trade,  would 
also  help  raise  the  standard  of  living  in  this  country  as  Mexico  imports 
additional  agricultural  products,  manufactured  goods,  and  services  from 
the  United  States. 

On  balance,  U.S.  consumers,  workers,  and  investors  wouH  benefit 
from  the  provisions  ot  the  agreement.  U.S.  consumers  woula  oeneui  irom 
lower  prices;  U.S.  workers  would  benefit  from  a  net  increase  in  jobs  and 
income;  and  U.S.  investors  would  benefit  from  new  investment 
opportunities  in  both  Mexico  and  the  United  States.  The  United  States 
would  also  be  help>ed  by  changes  in  Mexico  that,  over  the  long  run,  are 
likely  to  reduce  illegal  immigration  and  improve  U.S.-Mexican  relations. 
For  example,  the  agreement  could  eventuaJly  relieve  pressure  for  illegal 
immigration  into  the  United  States  by  supporting  the  growth  of  jobs  and 
income  in  Mexico. 


A  thorough  review  of  the  myriad  changes  brought  about  by  NAFTA, 
and  of  their  interactions,  leads  to  the  conclusion  that  the  net  effect  on  the 
U.S.  economy,  although  very  small,  would  be  positive.  (The  largest 
changes  introduced  by  NAFTA  would  be  those  related  to  Mexico.  Given 
the  small  size  of  the  Mexican  economy-less  than  5  percent  of  U.S.  gross 
domestic  product-one  can  reasonably  conclude  that  the  impact  of  the 
agreement  on  the  United  States  would  be  modest.)  But  the  view  that  the 
net  effect  on  the  United  States  would  be  positive  should  not  obscure  the 
painful  adjustments  and  losses  that  some  U.S.  workers,  firms,  and 
communities  would  undoubtedly  experience.  Net  economic  gains  cannot 
be  achieved,  however,  unless  such  adjustments  are  made-labor  and 
capital  must  be  shifted  from  less  profitable  to  more  profitable  uses. 

Contrary  to  some  commonly  expressed  concerns,  the  reallocation  of 
resources  in  this  country  would  not  be  massive.  The  United  States  should 
not  fear  that  NAFTA  would  cause  a  wholesale  relocation  of  its 
manufacturing  plants  and  jobs  to  Mexico  to  take  advantage  of  the  lower 
average  wage  there.  Labor  costs  are  only  one  of  a  number  of  factors  that 
influence  where  firms  locate  their  plants.  The  United  States  will  retain 
its  economic  strengths,  and  Mexico,  even  after  additional  development 
and  reform  of  its  markets,  will  still  have  some  drawbacks.  Indeed,  some 
U.S. -owned  firms  now  operating  plants  in  Mexico  may  relocate  to  the 
United  States  if  access  to  the  Mexican  market  from  U.S.  production  sites 
improves. 

With  or  without  NAFTA,  low-skilled  workers  in  the  United  States  will 
continue  to  face  competition  from  low-wage  workers  in  other  countries. 
The  failure  of  Mexico  to  continue  with  its  economic  reform  strategy,  or 
of  the  United  States  to  approve  NAFTA,  would  not  offer  much  of  a 
reprieve  for  these  workers,  nor  would  the  success  of  NAFTA  greatly 
affect  their  fortunes.  Without  NAFTA,  a  few  of  those  workers  might  be 
granted  temporary  relief,  but  technological  change  and  the  competitive 
forces  that  drive  the  U.S.  economy  (as  well  as  larger  flows  of  migrants 
across  the  border)  would  continue  to  apply  pressure.  And  more 
important,  workers  and  firms  that  now  depend  on  trade  with  Mexico 
could  find  themselves  in  jeopardy  if  NAFTA  were  not  carried  out. 


GROWTH  IN  MEXICX)  AND  ITS  BENEFIT  TO  THE  U.S. 
ECONOMY 

In  the  tmd- 1980s,  Mexico  adopted  an  outward-looking  and  market- 
oriented  development  strategy  that  broke  with  the  past  by  emphasizing 
deregulation  and  privatization  and  reducing  restrictions  on  foreign  trade 
and  investment  The  potential  success  of  that  strategy  and  the  potential 
benefits  of  NAFTA  are  interrelated  issues.  The  growth  of  the  Mexican 
economy  depends  critically  on  the  ability  of  Mexico  to  attract  and 
productively  absorb  foreign  capital.  NAFTA  is  expected  to  play  a 
significant  role  in  this  pursuit.  The  agreement  would  make  investment  in 
Mexico  more  attractive  for  U.S.  investors  (because  of  its  investment 
provisions)  and  would  reduce  doubts  that  U.S.  and  other  foreign  investors 
may  have  about  the  permanency  of  Mexico's  economic  reforms;  that  is, 
it  would  help  lock  in  those  reforms  and  so  would  reduce  the  risk  involved 
in  investment. 


At  the  :ar  e  '  r,  the  success  of  NAFT\^/or  bofb  M<-"'  -  -  •  •  - 
United  States,  largely  depends  on  whether  Mexico  continues  to  pursue 
policies  that  enable  it  to  achieve  a  sustainable  increase  in  economic 
growth.  That  is,  Mexico  must  proceed  on  its  current  path  of  reform.  The 
effort  will  not  be  easy  for  the  Mexican  government.  Such  policies  have 
already  caused  and  will  continue  to  cause  worker  dislocations  and  painful 
adjustments  for  a  large  segment  of  the  Mexican  population. 
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Mexico's  more  liberal  investment  policies  will  encourage  additional 
investment  in  its  physical  capital,  which  over  time  should  greatly  improve 
its  standard  of  living.  Much  of  this  physical  capital  will  be  exported  to 
Mexico  from  the  United  States;  90  percent  of  the  $11  billion  in  coital 
goods  imported  by  Mexico  in  1991  came  from  the  United  States. 
Illustrative  simulations,  based  on  the  experiences  of  other  countries  that 
have  successfully  h'beralized  their  trade,  suggest  that  after  20  years 
NAFTA  could  raise  real  output  in  Mexico  by  as  much  as  6  percent  to  12 
percent 

To  achieve  this  higher  level  of  output,  Mexico  must  attract  foreign 
financial  capital  of  about  $15  billion  a  year  for  10  years  or  more.  The 
potential  flow  of  capital  from  the  United  States  to  Mexico  would  not 
represent  a  significant  net  draw  on  the  pool  of  resources  available  for 
investment  in  the  United  States.  The  yearly  amounts  that  might  come 
from  the  United  States  are  very  small  in  relation  to  U.S.  capital  markets, 
and  the  United  States  would  also  be  in  a  better  position  to  attract  capital 
from  the  rest  of  the  world.  Thus,  the  extra  demand  for  investment  in 
Mexico  would  amount  to  only  a  small  draw  on  U.S.  capital  markets.  And 
in  time,  this  investment  would  generate  interest  and  dividend  income  for 
U.S.  investors. 

On  balance,  capital  flows  into  Mexico  imply  more  jobs  and  more 
income  for  the  United  States.  The  logic  of  this  is  compelling.  In 
economic  terms,  capital  flows  to  Mexico  are  the  financing  for  Mexico's 
trade  deficit  When  capital  moves  from  the  United  States  into  Mexico, 
both  Mexican  imports  and  U.S.  exports  must  rise  to  balance  each 
country's  external  accounts.  In  fart,  it  is  likely  that  some  of  the  capital 
entering  Mexico  would  take  the  form  of  dirert  investment  by  U.S. 
corporations  and  that  those  corporations  would  equip  plants  in  Mexico 
from  their  normal  U.S.  suppliers.  But  even  if  the  links  between  capital 
flows  and  exports  were  not  so  dirert-if,  for  example,  some  of  the  capital 
flows  to  Mexico  financed  imports  of  consumer  goods-U.S.  exporters 
would  still  benefit 

This  point  is  crucial.  When  capital  flows  to  Mexico,  it  does  not  cost 
U.S.  jobs;  for  a  considerable  period  it  actually  adds  to  U.S.  jobs  by 
increasing  U.S.  exports.  That  process  has  akeady  begun  as  a  result  of 
Mexico's  steps  toward  liberalizing  and  stabilizing  its  economy  and  in 
anticipation  of  NAFTA.  U.S.  exports  of  merchandise  to  Mexico  inaeased 
from  $12.4  billion  in  1986  to  $40.6  billion  in  1992,  shifting  our  bilateral 
trade  deficit  to  a  surplus  of  nearly  $5  billioa  CBO's  estimate,  using  both 
the  experience  of  other  countries  and  model  simulations,  is  that  capital 
flows  are  likely  to  continue  for  10  to  15  years,  and  U.S.  exporu  and  jobs 
will  benefit  throughout  the  entire  period. 


EFFECTS  ON  INDUSTRIES,  AGRICULTURE, 

AND  EMPLOYMENT  IN  THE  UNITED  STATES 

Estimates  of  the  overall  benefits  of  NAFTA  mask  its  effects  on  individual 
industries  and  commodity  groups.  In  some  cases,  NAFTA  would  boost 
produrtion  and  employment  in  the  United  States  because  of 
improvements  in  efficiency  or  better  access  to  the  Mexican  market  In 
other  cases,  however,  U.S.  operations  would  contrart  in  favor  of  less  costly 
imports.  Although  these  indivi'^'  ?'  ,f'_/  •  '>ii'h  b"  fa-rly  "^-  '!  ' 
viewed  against  totals,  they  could  be  large  to  those  who  gain  from  the 
agreement  and  especially  to  those  who  are  hurt  by  it 

It  is  inevitable  that  freer  trade  with  Mexico  would  create  winners  and 
losers,  largely  because  the  Mexican  and  U.S.  economies  have  different 
competitive  strengths.  But  by  encouraging  each  country  to  produce  and 
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trade  the  types  of  goods  and  services  that  draw  on  those  strengths  (for 
example,  a  relatively  large  pool  of  low-wage  labor  in  Mexico  and  a 
relatively  large  pool  of  capital  and  skilled  labor  in  the  United  Sutes), 
NAFTA  would  promote  overall  gains  in  both  countries.  The  beneGts  of 
lower  prices  would  spread  to  all  consumers;  workers  and  firms  in 
expanding  industries  would  also  gain,  but  some  costs  would  be  visibly 
concentrated  on  workers  and  firms  displaced  by  foreign  competition  and 
on  the  communities  in  which  they  are  located. 

CBO's  review  of  a  selected  group  of  traded  goods  indicates  that  U.S. 
industries  making  intensive  use  of  capital  and  skilled  labor-particularly 
those  that  now  face  substantial  barriers  to  trade  with  Mexico-would 
benefit  from  NAFTA.  Conversely,  U.S.  industries  making  intensive  use 
of  low-wage  labor-particularly  those  that  are  now  protected  by  substantial 
tariffs  or  import  restrictions-would  probably  be  placed  at  a  disadvantage. 
In  the  automobile  industry,  for  example,  NAFTA  would  be  more  likely  to 
help  than  to  hurt  U.S.  firms  and  workers,  as  a  group.  In  part,  Uiat 
industry  would  benefit  because  most  of  the  barriers  to  be  removed  by 
NAFTA  are  imposed  by  Mexico  against  imports  of  U.S.  goods.  In  the 
apparel  industry,  however,  NAFTA  would  introduce  additional 
competitive  pressure  because  the  industry  employs  a  relatively  large 
number  of  low-wage  workers. 

In  agriculture,  too,  NAFTA  would  encourage  each  country  to  draw  on 
its  competitive  strengths.  For  the  United  States,  the  overall  effect  would 
be  modest  and  positive.  For  specific  groups  of  commodities,  however,  the 
results  would  vary.  U.S.  producers  of  grains,  oilseeds,  and  some  animal 
products  would  benefit  from  the  agreement,  but  U.S.  producers  of  some 
horticultural  products  would  face  additional  competition. 

Differences  in  market  conditions,  such  as  those  that  affect  costs  of 
production,  influence  decisions  about  firm  and  plant  location.  To  the 
extent  that  NAFTA  allows  freer  investment  in  Mexico  and  enables  U.S. 
investors  in  Mexico  to  benefit  from  those  differences,  the  agreement  may 
have  some  effect  on  the  location  of  manufacturing.  Some  groups  have 
voiced  concern  that  firms  operating  in  the  United  States  will  be  at  a 
competitive  disadvantage  because  firms  operating  in  Mexico  will  face 
lower  costs  for  controlling  pollution.  These  groups  suggest  that  U.S.  firms 
will  move  to  Mexico  as  a  result.  Most  analysts,  however,  conclude  that 
differences  in  the  costs  of  pollution  control  should  not  cause  widespread 
movement  of  U.S.  manufacturing  facilities  to  Mexico,  mainly  because  such 
costs  su-e  a  small  portion  of  most  firms'  total  expenses.  Moreover, 
economic  growth  in  Mexico  should  eventually  lead  to  better  enforcement 
of  environmental  regulations  in  that  country,  thus  elinunating  the 
difference  in  those  costs. 

Although  CBO  does  not  anticipate  a  large  movement  of  U.S. 
operations,  some  U.S.  firms  that  depend  on  low-wage  labor  may  migrate 
south  of  the  border  to  take  advantage  of  Mexico's  low-wage  labor  and 
liberalized  investment  climate.  Owners  of  such  firms  would  benefit  from 
NAFTA,  but  their  workers  would  not  NAFTA  would  create 
opportunities  for  new  employment,  but  the  jobs  created  may  not  match 
the  training  or  geographic  location  of  the  displaced  workers.  Although 
recent  studies  indicate  that  job  gains  could  ultimately  exceed  job  losses  by 
35,000  to  170,000,  no  provision  in  NAFTA  can  possibly  guarantee  tha»  thft 
workers  who  are  displaced  wiii  ot  the  ones  wuo  iina  iiic  u.,w  joo.,. 
Moreover,  even  those  people  who  do  find  new  employment  could  take 
several  months  to  do  so,  resulting  in  substantial  transition  costs  for  them. 
If  retraining  or  relocating  is  necessary,  those  costs  would  be  even  higher. 
A  key  issue  is  whether  existing  programs-unemployment  insurance. 
Economic  Dislocation  and  Worker  Adjustment  Assistance,  and  Trade 
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Adjustment  Assistance-are  sufficient  and  appropriate  to  handle  the  needs 
of  workers  displaced  by  NAFTA. 

A  review  of  available  information  about  the  potential  effects  of 
NAFTA  on  workers  in  the  United  States  indicates  that  even  though  the 
agreement  would  increase  total  employment  in  this  country,  some  U.S. 
workers  would  lose  their  jobs.  The  gross  number  of  jobs  that  could  be 
lost  would  probably  be  well  under  half  a  million,  spread  over  at  least  a 
decade.  Viewed  as  part  of  a  larger,  dynamic  labor  market  b  which  nearly 
20  million  workers  were  displaced  during  the  1980s,  the  effects  of  NAFTA 
appear  relatively  small. 

Judging  by  the  experience  of  workers  who  lost  their  jobs  over  the  past 
decade,  the  consequences  for  some  of  those  who  are  displaced  could  be 
serious.  (Half  of  the  workers  who  lost  their  jobs  in  the  1980s  were  either 
not  working  or  were  making  less  than  80  percent  of  their  previous 
earnings  one  to  three  years  later.)  Although  existing  programs- 
particularly  unemployment  insurance-would  provide  a  basic  safety  net, 
many  of  the  displaced  workers  would  run  out  of  benefits  before  they 
found  new  jobs. 


FFFFCrS  ON  THE  FEDERAL  BUDGET 

As  the  Congress  considers  legislation  to  carry  out  NAFTA,  one  element 
to  be  reviewed  will  be  the  agreement's  impact  on  the  federal  budget 
Overall,  this  impact  would  be  slight,  not  only  in  absolute  terms,  but  in 
relation  to  the  total  budget  NAFTA  could  affect  the  federal  budget 
directly  in  four  ways:  by  reducing  revenues  from  tariffs,  changing  outlays 
for  agricultural  programs,  increasing  expenditures  for  displaced  workers, 
and  increasing  pressure  for  spending  on  infrastructure  and  environmental 
cleanup  along  the  U.S.-Mexican  border. 


Reducing  Revenues  from  Tariffs 

Reduced  tariffs  on  imports  from  Mexico  could  result  in  revenue  losses  of 
about  $2.5  billion  over  five  years.  In  1991,  tariffs  on  imports  from  Mexico 
amounted  to  nearly  $0.6  billion.  About  50  percent  of  the  total  value  of 
imports  from  Mexico  was  duty  free;  of  those  duty-free  imports,  one- 
quarter  entered  the  country  under  the  Generalized  System  of  Preferences 
program. 


Changing  Outlays  for  Agricultural  Programs 

The  agreement  would  probably  have  little  effect  on  the  cost  of  U.S. 
commodity  programs  and  the  cost  of  programs  to  promote  exports  of  U.S. 
farm  products.  If  U.S.  exports  of  grains,  oilseeds,  and  related  products  to 
Mexico  increase,  the  cost  of  U.S.  programs  for  those  commodities  could 
fall.  If  Mexico  uses  credit  backed  by  U.S.  programs  that  provide  credit 
guarantees  to  finance  those  exports,  the  cost  of  the  guarantee  programs 
could  rise. 


Increasing  Expenditures  for  Qisplaceo  Workers 

Increased  expenditures  for  workers  who  may  lose  their  jobs  because  of 
NAFTA  could  result  in  additional  budgetary  costs.  The  Administration 
has  indicated  its  intention  to  submit  legislation  that  would  address  the 
needs  of  all  displaced  workers  regardless  of  the  reasons  they  lost  their 
jobs.    No  estimate  is  available  of  how  much  of  the  increased  funding 
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would  be  attributable  to  NAFTA.  Any  legislation  to  expand  aid  for 
displaced  workers  would  be  subject  to  the  constraints  of  the  Budget 
Enforcement  Act. 


Inaeasing  Pressure  for  Spending  on  Infrastmcture 
and  Environmental  Qeanup 

Pressing  environmental  problems  and  the  lack  of  adequate  infrastructure 
along  the  U.S.-Mexican  border  create  another  set  of  potential  budgetary 
expenditures  related  to  NAFTA,  although  these  problems  predate  the 
agreement  and  would  continue  to  create  pressure  for  spending  even 
without  it.  In  1992,  the  United  States  and  Mexico  issued  an  integrated 
plan  for  the  border  area  (known  as  the  Border  Plan)  to  deal  with 
common  problems  involving  resources  and  the  environment.  Federal 
funding  for  piojects  included  in  the  Border  Plan  or  any  new  programs  is 
subject  to  aimual  appropriations  that  are  limited  by  the  caps  in  the 
Budget  Enforcement  Act. 


CONaUSIQNS 

If  the  North  American  Free  Trade  Agreement  is  carried  out,  the  resulting 
economic  gains  for  the  United  States,  although  fairly  small,  would  be 
large  enough  to  outweigh  the  budgetary  and  private-sector  costs  that  could 
follow  in  its  path.  Contrary  to  some  commonly  expressed  concerns, 
NAFTA  would  have  relatively  little  impact  on  U.S.  jobs  and  the  location 
of  manufacturing.  On  balance,  NAFTA  would  boost  U.S.  employment, 
but  economic  analysis  caimot  answer  the  question  of  how  the  losses  that 
may  be  felt  by  some  people  should  be  weighed  against  the  gains 
experienced  by  most.  Temporary  income  support  and  aid  in  finding  new 
employment  are  measures  that  can  help  compensate  the  losers,  if  they  can 
be  identified. 
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Chairman  Gibbons.  I  want  to  thank  you  for  a  well-reasoned  and 
well-presented  statement. 
Mr.  Mendelowitz. 

STATEMENT  OF  ALLAN  I.  MENDELOWITZ,  DIRECTOR,  INTER- 
NATIONAL TRADE,  FINANCE,  AND  COMPETITIVENESS  IS- 
SUES, GENERAL  GOVERNMENT  DIVISION,  U.S.  GENERAL  AC- 
COUNTING OFFICE 

Mr.  Mendelowitz.  Thank  you,  Mr.  Chairman.  I  will  be  happy  to 
read  a  much  shortened  statement  and  submit  my  full  statement  for 
the  record. 

I  am  accompanied  today  by  my  able  staff  who  worked  on  our  re- 
cently issued  Report  on  the  North  American  Free-Trade  Agree- 
ment: Assessment  of  the  Major  Issues,  as  well  as  the  more  than  25 
reports  we  have  issued  in  recent  years  on  United  States-Mexico 
trade  and  economic  issues. 

The  North  America  Free-Trade  Agreement  represents  a  dramatic 
step  in  the  process  of  North  American  economic  integration.  If  rati- 
fied, it  would  create  the  largest  free  trade  area  in  the  world  with 
360  million  people  and  an  annual  gross  national  product  over  $6 
trillion.  It  would  create  in  a  single  economic  space  everything  need- 
ed to  be  competitive  in  toda5r's  world  markets.  United  States  tech- 
nology, capital,  best  management  practices,  skilled  labor,  as  well  as 
access  to  low-cost  labor  for  the  low-skilled,  labor-intensive  proc- 
esses that  in  recent  years  have  moved  offshore. 

However,  NAFTA  has  engendered  substantial  controversy  over 
its  potential  impact.  NAFTA's  broad  goal  is  to  improve  productivity 
and  standards  of  living  through  the  free  flow  of  commerce  in  goods 
and  services  and  investment  capital  throughout  North  America.  Its 
potential  effects  include  both  the  benefits  that  accrue  from  liberal- 
ization of  trade  and  investment  and  the  costs  associated  with  an- 
ticipated adjustments. 

NAFTA  proponents  argue  that  the  agreement  would  result  in  net 
benefits  to  all  three  countries.  Opponents  vigorously  reject  it,  as- 
serting it  will  adversely  affect  the  United  States  labor  market  and 
the  environment.  Efforts  to  address  these  issues,  both  in  NAFTA 
and  the  side  agreements,  have  not  satisfied  all  critics. 

NAFTA  over  a  specific  period  provides  for  removal  of  barriers  to 
trade  in  goods  and  services,  and  establishes  principles  that  protect 
North  American  investors  from  arbitrary  interference  by  govern- 
ments. This  is  especially  important  with  respect  to  performance  re- 
quirements which  have  been  a  serious  problem  in  Mexico.  Histori- 
cally, American  firms  have  made  investments  in  Mexico  to  serve 
the  Mexican  market  because  restrictive  investment  provisions  re- 
quired them  to  do  so. 

While  NAFTA  eliminates  tariffs  and  other  measures  that  protect 
domestic  industries,  it  provides  longer  phase-in  periods  for  reduc- 
ing barriers  in  certain  trade-sensitive  sectors,  including  agri- 
culture, automotive  products,  energy,  and  textiles  and  apparel. 

It  includes  excellent  protection  for  intellectual  property,  and  it  is 
in  fact  the  first  trade  agreement  to  include  environmental  protec- 
tion provisions.  It  sets  up  a  system  to  help  implement  the  agree- 
ment and  to  resolve  disputes,  and  it  contains  emergency  safeguard 
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provisions  to  restore  protection  temporarily  for  industries  if  imports 
cause  or  threaten  to  cause  injury. 

Most  economic  forecasters  conclude  that  NAFTA  will  have  a 
small  net  macroeconomic  and  employment  gain  for  the  United 
States  and  Canada.  This  is  because,  one,  the  United  States-Canada 
Free-Trade  Agreement  has  already  resulted  in  low  trade  and  in- 
vestment barriers  between  the  two  countries. 

Two,  Mexico  currently  has  excellent  access  to  the  United  States 
market,  with  about  50  percent  of  Mexico's  exports  to  the  United 
States  already  entering  duty  free,  and  the  rest  subject  to  very  low 
tariffs. 

And  three,  Mexico's  economy  is  only  about  5  percent  of  United 
States  gross  national  product.  For  the  latter  reason,  relatively  larg- 
er gains  are  projected  for  Mexico. 

However,  the  benefits  gained  will  be  accompanied  by  adjustment 
costs  that  may  fall  more  heavily  on  certain  sectors  of  the  economy 
and  labor  force. 

Therefore,  if  NAFTA  is  ratified,  Congress  should  ensure  that  an 
effective  and  well-funded  adjustment  program  is  in  place  to  aid 
workers  who  bear  the  heaviest  burden.  A  decision  to  support 
NAFTA  should  come  from  a  weighing  of  its  broad-based  benefits, 
its  more  narrowly  focused  costs  and  whether  those  costs  are  miti- 
gated. 

In  addition,  it  is  important  to  note  that  just  as  the  decision  to 
support  NAFTA  has  to  balance  potential  gains  and  losses,  a  deci- 
sion to  reject  the  agreement  must  do  the  same.  Rejecting  NAFTA 
does  not  return  the  situation  to  the  status  quo  that  existed  before 
it  was  negotiated.  Rejection  of  NAFTA  may  protect  the  economic 
interests  of  certain  industries  and  workers  in  the  short  term.  How- 
ever, as  many  analysts  note,  production  relocations  to  Mexico  and 
other  developing  countries  will  likely  occur  regardless  of  NAFTA's 
implementation,  with  accompanying  dislocation  of  United  States 
workers. 

Furthermore,  rejection  of  NAFTA  could  result  in  changes  in  Mex- 
ico that  would  have  adverse  consequences  for  the  United  States. 
Mexico  has  recently  undertaken  action  to  open  up  its  economy  and 
during  this  period  the  United  States  merchandise  trade  balance 
with  Mexico  has  changed  from  a  deficit  to  a  sizeable  surplus.  It  is 
not  clear  whether  these  market  opening  reforms  could  survive 
NAFTA  rejection. 

Mexico  has  put  in  place  the  most  dramatic  and  I  think  successful 
economic  reform  program  I  can  identify.  And  they  have  done  it  in 
a  very,  very  short  time  period.  This  was  made  possible  because  of 
the  particular  government  structure  in  Mexico.  However,  just  as 
the  Salinas  administration  was  able  to  effect  rapid  economic  reform 
because  of  the  power  attendant  to  the  Presidency  in  Mexico,  a  suc- 
cessor administration  could  reject  and  reverse  these  reforms  prob- 
ably just  as  quickly  as  they  were  instituted  if  NAFTA  is  rejected. 
Furthermore,  a  NAFTA  rejection  would  send  the  wrong  signal  to 
other  countries  making  such  difficult  economic  adjustments. 

Lastly,  it  is  important  to  note  that  while  we  have  been  focusing 
on  the  economic  adjustment  necessary  in  the  United  States  if 
NAFTA  is  approved,  the  truth  is  I  think  most  analysts  agree  that 
Mexico  in  fact  will  face  much  greater  adjustment  costs,  because 
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much  of  its  industry  is  inefficient  and  has  existed  behind  high  tar- 
iff and  non-tariff  barriers  for  the  past  half  century  or  more. 

One  example  is  what  is  being  done  now  in  the  Mexican  agricul- 
tural sector.  Mexico's  ongoing  restructuring  of  its  communal  farm 
system  will  inevitably  lead  to  the  exodus  of  large  numbers  of  re- 
dundant workers  from  the  farm  sector.  And  one  of  the  things  that 
we  have  to  consider  is  the  ability  of  the  Mexican  economy  to  absorb 
the  exodus  of  these  redundant  workers  from  the  farm  sector. 

If  the  Mexican  economy  grows  sufficiently  rapidly,  they  will  be 
able  to  absorb  these  excess  workers.  If  not,  it  is  quite  possible  that 
this  flow  of  excess  farm  workers  out  of  the  farm  sector  may  sub- 
stantially increase  illegal  immigration  into  the  United  States. 

Thank  you. 

[The  prepared  statement  and  attachment  follow:] 
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TESTIMONY  OF  ALLAN  I.  MENDELOWTTZ, 
DIRECTOR,  INTERNATIONAL  TRADE.  FINANCE. 
AND  COMPETmVENESS,  GENERAL  GOVERNMENT  DIVISION 
Mr.  Chairman  and  Members  of  the  Subcommittee: 

I  am  pleased  to  be  here  today  to  testify  on  major  issues 
associated  with  the  North  American  Free  Trade  Agreement,  or 
NAFTA.   My  statement  is  based  on  our  recently  issued  report  (see 
app.  item  1) . 

NAFTA,  signed  in  December  1992  by  the  United  States,  Canada,  and 
Mexico,  is  the  latest  step  along  the  path  of  trade  liberalization 
that  has  characterized  trade  and  investment  between  the  three 
countries  for  over  a  decade.   The  most  important  trade 
development  between  the  United  States  and  Canada  is  the  U.S.- 
Canada Free  Trade  Agreement  (CFTA),  which  was  implemented  in 
1989.   The  most  important  developments  in  Mexico  have  resulted 
from  its  self-initiated  efforts  to  liberalize  and  reform  its 
economy.   In  addition,  the  United  States  and  Mexico  have 
negotiated  a  number  of  trade  liberalization  agreements,  including 
the  1987  Bilateral  Framework  Agreement  on  Trade  and  Investment, 
which  established  routine  consultations  between  the  two  countries 
on  commercial  issues. 

NAFTA  incorporates  features  designed  to  meet  the  main  objectives 
of  the  three  parties  to  the  agreement.   The  agreement  addresses 
traditional  U.S.  trade  policy  objectives,  such  as  the  general 
reduction  of  tariffs,  the  elimination  of  nontariff  barriers  to 
trade,  and  the  creation  of  procedures  to  resolve  disputes  between 
parties  to  the  agreement;  it  also  covers  new  ground  in  the  areas 
of  intellectual  property  rights,  services,  investment,  and 
government  procurement.   The  NAFTA  negotiation  process  also 
addressed  nontraditional  trade  issues  such  as  environment  and 
labor  standards,  and  workplace  safety. 

In  addition,  the  agreement  addresses  Mexico's  main  objectives  in 
the  negotiations,  such  as  locking  in  its  self -initiated  market- 
oriented  reforms,  increasing  employment  by  attracting  new 
investment,  and  gaining  greater  access  to  U.S.  and  Canadian 
markets.   Canada's  main  objectives  in  joining  NAFTA  were  to 
preserve,  clarify,  and  strengthen  the  CFTA  provisions  and  to 
ensure  that  Canada  shares  in  the  benefits  that  are  expected  to 
accrue  from  increased  access  to  Mexico's  traditionally  closed 
economy . 

NAFTA  WILL  REDUCE  BARRIERS  TO  NORTH 
AMERICAN  TRADE  AND  INVESTMENT 

NAFTA  is  a  significant  step  in  the  process  of  liberalizing  North 
American  trade  and  investment.   To  remove  obstacles  to  trade  in 
North  America,  NAFTA  progressively  eliminates  almost  all  U.S.- 
Mexico tariffs  over  a  10-year  period,  with  a  small  number  of 
tariffs  for  trade-sensitive  industries  phased  out  over  a  15-year 
period.   Mexico-Canada  tariffs  are  also  phased  out  over  a  10-year 
period.   Tariff  reduction  schedules  between  the  United  States  and 
Canada  negotiated  in  CFTA  are  retained.   In  addition,  NAFTA 
eliminates  other  barriers  to  trade  such  as  import  licensing 
requirements  and  Customs  user  fees.   At  the  same  time,  NAFTA 
establishes  the  principle  of  national  treatment  for  trade  among 
the  NAFTA  countries,  ensuring  that  NAFTA-origin  products  traded 
between  NAFTA  countries  will  receive  treatment  equal  to  similar 
domestic  products . 

NAFTA  also  guarantees  service  providers  of  the  three  countries 
equal  treatment  in  the  NAFTA  area,  including  the  right  to  invest 
and  the  right  to  sell  services  across  borders.   For  example,  in 
the  area  of  financial  services,  NAFTA  will  enable  U.S.  banks  and 
securities  firms  to  establish  full-service  offices  in  Mexico  for 
the  first  time  in  about  50  years. 

In  addition,  NAFTA  establishes  five  basic  principles  to  protect 
foreign  investors  and  their  investments  in  the  free  trade  area. 
These  principles  are  (1)  nondiscriminatory  treatment,  (2)  freedom 
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from  performance  requirements,'  (3)  free  transfer  of  funds 
related  to  an  investment,  (4)  expropriation  only  in  conformity 
with  international  law,  and  (5)  the  right  to  seek  international 
arbitration  for  a  violation  of  the  agreement's  protections. 

Despite  these  reductions  in  trade  barriers,  NAFTA  will  not  bring 
about  totally  free  trade.   For  example,  Mexico  reserved  the  right 
to  prohibit  foreign  activity  in  its  oil  sector,  Canada  retained 
the  right  to  protect  certain  culturally  sensitive  information 
industries,  and  the  United  States  retained  the  right  to  maintain 
its  domestic  price  supports  and  marketing  orders  for  agricultural 
products.   Marketing  orders  set  quality  standards  for  certain 
crops . 

NAFTA  HAS  SPECIAL  PROVISIONS  FOR  SENSITIVE  ECONOMIC  SECTORS 

NAFTA  has  special  provisions  relating  to  the  removal  of  barriers 
to  trade  and  investment  in  certain  specific  sectors  sensitive  to 
the  economic  interests  of  each  country.   Examples  of  these 
special  provisions  follow.  ^ 

Agriculture.   Special  agriculture  provisions  gradually  phase 
out  existing  trade  barriers  over  a  maximum  period  of  15 
years.   This  liberalization  provides  each  country's 
agricultural  sector  with  an  opportunity  to  adjust  to  more 
competitive  conditions.   We  have  previously  reported  that 
increased  liberalization  of  U.S. -Mexico  agricultural  trade 
will  generally  benefit  the  U.S.  agriculture  industry  and 
that  U.S.  producer  groups  largely  support  increased  trade 
liberalization  (See  app.  items  24  and  25).   NAFTA  is 
generally  expected  to  provide  the  U.S.  agricultural  sector 
with  continued  opportunities  for  export  growth,  particularly 
in  sectors  such  as  grains,  certain  fruits,  dairy  products, 
poultry,  and  meat.   However,  some  U.S.  fresh  fruits  and 
vegetables  are  likely  to  lose  market  share  to  the  increased 
competition  under  NAFTA.   While  this  competition  would  hurt 
producers,  it  could  lead  to  lower  prices  for  consumers. 
Special  import  protection  provisions  may  be  triggered  if  a 
particular  industry  is  determined  to  be  injured  by  imports. 

Automotive  products .   Automotive  products  are  currently  the 
largest  component  of  bilateral  manufacturing  trade  between 
the  United  States  and  Canada  and  the  United  States  and 
Mexico.   NAFTA  will  Increase  U.S.  and  Canadian  access  to 
Mexico's  traditionally  protected  automotive  market. 
Specifically,  NAFTA  will  eliminate  over  a  10-year  transition 
period  all  barriers  to  trade  in  North  American  automotive 
goods  and  all  investment  restrictions  in  the  automotive 
sector.   CFTA  will  largely  remain  in  effect  for  U.S.- 
Canadian trade.   NAFTA  also  establishes  a  North  American 
Automotive  Standards  Council  to  work  toward  harmonized 
standards.   Stringent  automotive  rules  of  origin  are 
designed  to  prevent  non-NAFTA  countries'  products  from 
enjoying  NAFTA 's  preferential  treatment. 

Energy .   NAFTA  will  provide  substantive  opportunities  for 
new  foreign  investment  in  the  areas  of  both  electricity  and 
petrochemicals  in  Mexico.   NAFTA  also  increases 
opportunities  in  the  area  of  government  procurement  by 
allowing  North  American  firms  to  compete  on  a  non- 
discriminatory basis  for  government  contracts  in  selected 
energy  markets.   However,  Mexico  retains  a  reservation  for 
its  constitutional  prohibition  against  foreign  or  private 
activity  in  oil  exploration,  production,  and  refining.   Thus 
the  potential  gains  to  U.S.  petroleum  producers  are  limited. 


'"Performance  requirements"  refers  to  government -mandated  or 
approved  activities  that  investors  must  undertake,  usually  as  a 
condition  of  establishment  or  operation  in  a  particular  country. 
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and  Mexico's  dilemma  over  how  to  raise  sufficient  capital 
for  Its  energy  sector  Is  left  unresolved. 

Textiles  and  apparel.   NAFTA  will  eliminate  tariffs  between 
the  United  States  and  Mexico,  and  between  Canada  and  Mexico, 
either  Immediately  or  phased  out  over  10  years  for  products 
manufactured  In  North  America  that  meet  NAFTA  rules  of 
origin.   Import  duties  between  the  United  States  and  Canada 
will  continue  to  be  phased  out  on  the  schedule  set  forth 
under  CFTA.   NAFTA  provides  more  strict  and  detailed  rules 
of  origin  than  CFTA.   These  rules  define  when  textile  or 
apparel  goods  traded  among  NAFTA  countries  qualify  for 
preferential  duty  treatment.   NAFTA  also  establishes  a 
safeguard  threshold  for  a  NAFTA  country  to  Invoke  emergency 
protection  against  Imports  that  threaten  or  result  In 
serious  damage  to  the  domestic  Industry.   This  safeguard 
threshold  Is  lower  for  textiles  and  apparel  than  for  other 
products . 

NAFTA  RULES  WILL  HELP  IMPLEMENT  THE  AGREEMENT 

CFTA  created  rules  and  mechanisms  to  facilitate  Implementation  of 
the  agreement  that  have  been  widely  viewed  as  successful.   NAFTA 
adopts  and  expands  on  these  mechanisms.   First,  it  provides  for  a 
Free  Trade  Commission  to  oversee  the  continual  process  of 
Implementing  the  agreement  and  further  liberalizing  North 
American  trade.   This  oversight  includes  the  authority  to 
supervise  special  working  groups  that  clarify  various  aspects  of 
the  agreement  and  address  unresolved  Issues.   Second,  when 
disputes  arise  among  the  parties  concerning  either  unfair  foreign 
trade  practices  or  the  interpretation  and  application  of  NAFTA 
itself,  distinct  settlement  mechanisms  can  be  applied  to  achieve 
a  resolution  through  timely  and  impartial  proceedings.   However, 
at  the  insistence  of  the  United  States,  each  country  will  retain 
its  laws  regarding  unfair  foreign  trade  practices  and  may  apply 
these  laws  to  trade  from  a  NAFTA  partner. 

NAFTA  also  Includes  comprehensive  provisions  for  the  protection 
and  enforcement  of  intellectual  property  among  the  three 
countries.   It  requires  each  country  to  provide  adequate  and 
effective  protection  and  enforcement  of  intellectual  property 
rights  through  the  provisions  set  out  in  the  agreement  and  the 
substantive  provisions  in  several  International  conventions 
dealing  with  various  intellectual  property  issues.^  NAFTA 
requires  the  parties  to  make  every  effort  to  accede  to  all  of 
these  conventions.  This  provision,  in  effect,  will  apply  solely 
to  Mexico,  which  is  the  only  one  of  the  three  parties  that  has 
not  acceded  to  all  the  conventions.  According  to  U.S.  government 
officials,  NAFTA 's  incorporation  of  International  conventions 
will  provide  a  backdrop  of  long-standing  interpretations  of  the 
minimum  standards  of  protection  that  must  be  met  by  each  party. 

Finally,  NAFTA  will  permit  governments  to  impose  temporary  import 
protection,  or  safeguards,  in  cases  where  a  domestic  Industry  is 
determined  to  be  injured  or  threatened  by  injury.   Safeguards 
must  be  applied  through  fair  and  open  administrative  procedures, 
and  compensation  is  to  be  provided  for  the  affected  countries. 


^hese  conventions  include  (1)  the  Geneva  Convention  for  the 
Protection  of  Producers  of  Phonograms  Against  Unauthorized 
Duplication  of  their  Phonograms  (1971),  (2)  the  Berne  Convention 
for  the  Protection  of  Literary  and  Artistic  Works  (1971),  (3)  the 
Paris  Convention  for  the  Protection  of  Industrial  Property 
(1967),  and  (4)  the  International  Conventions  for  the  Protection 
of  New  Varieties  of  Plants  (1978  UPOV  Convention  and  1991  UPOV 
Convention) .  , 
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CONCERN  OVER  NAFTA  INCLUDES  NONTRADE  ISSUES 

Debate  over  NAFTA  has  Included  factors  outside  the  normal  scope 
of  trade  negotiations,  such  as  the  environment  and  labor  rights. 
Both  the  former  and  current  U.S.  administrations  have 
acknowledged  the  importance  of  these  factors  by  initiating 
parallel  efforts,  which  address  concerns  over  NAFTA' s  potential 
impact  on  the  enforcement  of  environmental  laws  and  labor  rights 
and  standards.   Negotiations  on  these  issues  were  concluded  in 
September  1993.   We  have  not  yet  assessed  the  resulting 
agreements . 

Supporters  of  NAFTA  argue  that  the  agreement  will  enhance 
environmental  protection  by  spurring  economic  growth  in  Mexico 
and  thereby  increasing  the  desire  for,  and  ability  to  pay  for, 
environmental  protection.   NAFTA  is  also  expected  to  encourage 
trilateral  cooperation  on  environmental  issues.   NAFTA  critics 
argue  that  increased  economic  activity  resulting  from  NAFTA  will 
exacerbate  existing  environmental  problems,  particularly  along 
the  southern  U.S.  border.   Nevertheless,  both  critics  and 
supporters  have  widely  recognized  NAFTA  as  a  landmark  trade 
accord  because  it  is  the  first  to  significantly  address 
environmental  issues.   It  has  received  qualified  support  from  a 
number  of  environmental  groups  who  wanted  to  see  enforcement 
powers  in  a  parallel  environmental  agreement.   While  such  an 
agreement  was  recently  concluded,  some  groups  regard  it  as 
inadequate.^ 

Labor  groups  in  the  United  States  and  Canada  generally  oppose 
NAFTA,  while  Mexican  labor  groups  generally  favor  the  agreement 
as  a  means  for  promoting  economic  growth  and  job  creation  in 
Mexico.   The  main  concerns  of  the  U.S.  and  Canadian  labor  groups 
are  that  free  trade  with  Mexico  will  depress  wages  and  will  lower 
U.S.  and  Canadian  standards  for  workers'  rights,  health,  and 
safety.   NAFTA  does  not  directly  address  these  issues,  but  a 
parallel  agreement  just  negotiated  is  intended  to  establish 
oversight  of  labor  standards  and  rights  in  the  three  countries. 

Although  NAFTA  itself  does  not  provide  for  open  borders  or  the 
free  movement  of  labor,  there  is  considerable  speculation  over 
NAFTA' s  impact  on  Mexican  migration  to  the  United  States.   It  is 
unclear  what  NAFTA' s  impact  will  be  on  illegal  Mexican  migration 
to  the  United  States  in  the  short  run.   Whether  or  not  NAFTA  is 
implemented,  illegal  Mexican  migration  is  expected  to  grow  during 
the  next  decade  due  to  Mexico's  economic  restructuring  and  its 
expanding  working-age  population.   In  the  long  run,  however,  most 
analysts  predict  that  NAFTA  will  decrease  illegal  Mexican 
immigration  to  the  United  States  by  spurring  economic  growth  in 
Mexico  and  creating  jobs. 

NAFTA 'S  POTENTIAL  ECONOMIC  IMPACTS 

NAFTA  incorporates  a  number  of  trade-offs  designed  to  approach, 
over  time,  the  fundamental  goal  of  free  trade  and  investment, 
ultimately  providing  net  benefits  to  all  parties  to  the 
agreement.   Most  studies  predict  that  Mexico,  due  in  large  part 
to  its  smaller  and  less-developed  economy,  will  gain  most  from 
the  agreement,  while  the  United  States  and  Canada  will  enjoy 
better  and  more  secure  access  to  growing  Mexican  markets .   These 
benefits  do  not  come  without  a  cost.   It  is  clear  that  certain 


*0n  June  30,  1993,  a  U.S.  district  court  judge  ruled  that  the 
administration  must  prepare  an  environmental  impact  statement  for 
NAFTA.   The  judge  ruled  in  a  suit  filed  by  three  environmental 
groups:   Public  Citizen,  the  Sierra  Club,  and  Friends  of  the 
Earth.   The  administration  has  appealed  this  decision  on  an 
expedited  basis,  and  the  appeals  ruling  is  expected  to  be  issued 
in  September. 
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sectors  of  each  country's  economy  will  require  restructuring  to 
strengthen  their  competitiveness  or  to  adjust  to  a  diminished 
market  position. 

Assessing  the  impact  of  NAFTA  presents  a  particular  challenge  for 
Congress,  which,  under  the  current  rules,  has  to  vote  for  or 
against  the  proposed  Implementing  legislation  without  possibility 
of  amendment.   The  breadth  and  complexity  of  the  agreement  make 
it  difficult  to  readily  sort  out  all  of  its  potential  effects. 
In  addition,  no  set  of  analyses  or  studies  in  and  of  itself 
provides  definitive  estimates  of  these  effects. 

A  considerable  amount  of  research  using  a  variety  of  economic 
models  has  been  done  on  the  effects  NAFTA  may  have  on  the  U.S. 
economy.   There  has  been  an  ongoing  debate  over  the  assumptions 
used  in  these  models  as  well  as  their  general  usefulness. 
Despite  these  weaknesses,  a  substantial  majority  of  the  studies 
reached  a  similar  conclusion:   limited  net  gains  for  the  U.S.  and 
Canadian  economies  if  NAFTA  is  implemented.   According  to  the 
U.S.  International  Trade  Commission's  (ITC)  synthesis  of  a  large 
number  of  economic  studies,  NAFTA  would  result  in  an  increase  in 
economic  growth  of  less  than  one-half  percent  of  gross  national 
product  (GNP)  for  these  economies.*  These  projections  are 
consistent  with  trade  theory.   The  meagerness  of  this  result  was 
explained  by  (1)  the  currently  low  trade  and  investment  barriers 
between  tha  United  States  and  Canada,  allowing  for  generally  free 
movement  of  goods  and  services;  (2)  the  limited  immediate  gains 
from  expanded  exports  to  Mexico  because  of  Mexico's  small  size 
relative  to  the  U.S.  economy  (Mexico's  GNP  is  only  about, 5 
percent  of  U.S.  GNP);  and  (3)  Mexico's  excellent  access  to  the 
U.S.  market,  with  about  50  percent  of  Mexico's  exports  to  the 
United  States  already  entering  duty  free.   For  Mexico,  however, 
the  ITC  symposium  reported  an  estimated  benefit  of  up  to  11 
percent  under  the  most  optimistic  scenario. 

While  the  models  project  net  employment  gains  as  a  result  of 
NAFTA,  the  effects  would  not  be  evenly  spread  across  the  economy. 
Job  dislocations  are  anticipated  in  certain  affected  industries, 
particularly  among  low-skilled  workers.   Opponents  of  NAFTA  are 
concerned  about  the  possible  adverse  effect  the  agreement  could 
have  on  the  job  prospects  of  low-skilled  laborers  in  the  United 
States.   Since  Mexican  workers  are  generally  paid  much  lower 
wages,  the  potential  for  U.S.  plant  closures  and  relocations  to 
Mexico  could  intensify  wage  competition  in  the  United  States  and 
lead  to  lower  real  earnings  for  low-skilled  U.S.  workers. 
However,  many  analysts  note  that  production  relocations  to  Mexico 
or  other  developing  countries  will  likely  occur  regardless  of 
NAFTA 's  Implementation,  with  accompanying  dislocation  of  U.S. 
workers . 

Liberalized  trade  is  gerierally  considered  important  to  the  future 
health  of  the  U.S.  economy,  and  thus  it  has  long  been  U.S.  policy 
to  seek  to  remove  trade  barriers  and  promote  "transparency"  of 
trade  rules.   Disruption,  adjustment,  and  change  are  inevitable 
in  a  dynamic  economy,  providing  new  opportunities  for 
reallocating  investment  and  employment  that  improve  economic 
efficiency.   These  adjustments  will  occur,  indeed  are  occurring, 
whether  NAFTA  is  implemented  or  not.   According  to  the 
Organization  for  Economic  Cooperation  and  Development,  attempts 
to  refrain  from  adjustment  are  the  real  threat  to  employment.   A 
healthy  economy  must  have  the  ability  to  change  and  redirect 
economic  resources  and  people  to  its  most  efficient  and 
productive  sectors  in  order  to  grow  and  create  new  employment. 


*In  general,  these  results  from  general  equilibrium  models  should 
be  interpreted  as  if  NAFTA  provisions  were  to  be  implemented  all 
at  once. 


416 


The  benefits  realized  by  society  as  a  whole  from  such  change  are 
accompanied  by  costs,  however,  some  of  which  fall  heavily  on 
certain  sectors  of  the  economy  and  labor  force.   Consequently, 
trade  liberalization  without  specific  progrcuns  to  help  those  who 
are  injured  means  that  the  benefits  are  spread  broadly  across  the 
economy,  while  certain  groups  bear  a  disproportionate  share  of 
the  cost.   Therefore,  if  NAFTA  is  ratified,  policymakers  should 
also  consider  making  a  strong  commitment  to  an  effective,  well- 
funded  worker  adjustment  assistance  program  to  aid  those  who  will 
most  bear  the  burden  of  adjustment.   In  this  regard,  we 
identified  problems  with  the  two  major  federal  programs  to  aid 
adjustment  of  workers  who  have  lost  their  jobs  --  Trade 
Adjustment  Assistance  (TAA)  and  Economic  Dislocation  and  Worker 
Adjustment  Assistance  (EDWAA)  (See  app.  item  11).   Shortcomings 
in  these  programs  included  delays  in  providing  assistance  to 
participants,  limitations  in  the  services  offered,  and  inadequacy 
in  tailoring  services  to  meet  the  specific  needs  of  individual 
participants.   Other  analysts  estimated  that  the  programs  were 
reaching  only  one-fifth  of  the  individuals  who  were  potentially 
eligible  for  services. 

POTENTIAL  IMPACTS  FROM  NAFTA  REJECTION 

Just  as  a  decision  to  support  NAFTA  has  to  balance  potential 
gains  and  losses,  a  decision  to  reject  the  agreement  must  do  the 
same.   Rejection  of  NAFTA  may  protect  the  economic  interests  of 
certain  industries  and  workers  in  the  short  term.   Presumably, 
CFTA  would  remain  in  effect  to  govern  trade  between  the  United 
States  and  Canada.   However,  rejection  of  NAFTA  could  result  in 
changes  in  Mexico  that  would  have  adverse  consequences  for  the 
United  States.   Mexico  has  recently  undertaken  action  to  open  up 
its  economy,  and  during  this  period  the  U.S.  merchandise  trade 
balance  with  Mexico  has  changed  from  a  deficit  to  a  sizable 
surplus.   It  is  not  clear  whether  these  market-opening  reforms 
could  survive  NAFTA  rejection.   A  decision  not  to  ratify  NAFTA 
could  also  have  adverse  impacts  on  Mexico's  financial  markets. 
Additionally,  Mexico's  ongoing  restructuring  of  its  communal  farm 
system  may  lead  to  increased  illegal  immigration  into  the  United 
States  should  Mexico's  economy  not  grow  sufficiently  to  absorb 
the  excess  workers. 

CONCLUSIONS 

NAFTA  presents  a  considerable  challenge  for  Congress.   The 
agreement  will  produce  both  benefits  and  costs,  with  some  costs 
falling  more  directly  on  certain  sectors  of  the  economy  and  labor 
force.   Unfortunately,  the  breadth  and  complexity  of  the 
agreement  make  it  difficult  to  readily  sort  out  all  of  its 
potential  effects,  and  no  set  of  analyses  provides  definitive 
estimates  of  its  full  impact. 

NAFTA  is  expected  to  produce  benefits  at  the  macroeconomic  level 
but  at  the  expense  of  job  dislocations  in  certain  Industries, 
particularly  among  low-skilled  workers.   An  important 
consideration  in  this  regard  is  the  notable  weaknesses  we  found 
in  our  analysis  of  the  two  major  federal  programs  designed  to  aid 
adjustment  of  workers  who  have  lost  their  jobs. 

MATTER  FOR  CONGRESSIONAL  CONSIDERATION 

If  Congress  decides  to  ratify  NAFTA,  it  should  also  ensure  that 
an  effective,  well-funded  worker  adjustment  assistance  program  is 
in  place  to  facilitate  the  structural  adjustment  that  may  be 
needed  in  the  workplace. 


Mr.  Chairman  and  members  of  the  Subcommittee,  this  concludes  my 
prepared  statement.   I  will  be  pleased  to  respond  to  any 
questions  you  may  have. 
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APPENDIX 


RELATED  GAP  PRODUCTS 


1.  North  American  Free  Trade  Agreement:   Assessment  of  Major 
Issues.  Vol.  1  and  2,  (GAO/GGD-93-137,  Sept.  9,  1993). 

2.  U.S. -Mexico  Trade;   The  Maqulladora  Industry  and  U.S. 
Employment.  (GAO/GGD-93-129,  July  20,  1993). 

3.  International  Investment;  (GAO/GGD-93-53R,  July  2,  1993). 

4.  NAFTA;  Issues  Related  to  Textile/Apparel  and  Auto  and  Auto 
Parts  Industries  (GAO/T-GGD-93-27,  May  4,  1993). 

5.  U.S.  Trade  Data:  Limitations  of  U.S.  Statistics  on  Trade  With 
Mexico  (GAO/T-GGD-93-25,  Apr.  28,  1993). 

6.  CFTA/NAFTA  Agricultural  Safeguards  (GAO/GGD-93-14R,  Mar.  18, 
1993) . 

7.  Pesticides:  U.S.  and  Mexican  Fruit  and  Vegetable  Pesticide 
Programs  Differ  (GAO/T-RCED-93-9,  Feb.  18,  1993). 

8.  U.S. -Canada  Trade  (GAO/GGD-93-10R,  Dec.  12,  1992). 

9.  International  Trade;  Implementation  of  the  U.S. -Canada  Free 
Trade  Agreement  (GAO/GGD-93-21,  Oct.  10,  1992). 

10.  North  American  Free  Trade  Agreement;  U.S. -Mexican  Trade  and 
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Chairman  Gibbons.  Thank  you,  Mr.  Mendelowitz. 
Mr.  Rogowsky,  do  you  wish  to  present  a  statement? 

STATEMENT  OF  ROBERT  A.  ROGOWSKY,  PH.D.,  DIRECTOR  OF 
OPERATIONS,  U.S.  INTERNATIONAL  TRADE  COMMISSION 

Mr.  Rogowsky.  Thank  you  Mr.  Chairman,  members.  I  am 
pleased  to  be  here  today  to  talk  about  our  latest  study,  Potential 
Impact  on  the  U.S.  Economy  and  Selected  Industries  of  North 
American  Free  Trade  Agreement,  and  I  also  am  accompanied  by  a 
few  of  the  major  people  who  worked  on  this  study. 

Chairman  Gibbons.  Let  me  ask  you,  is  that  the  study  which  you 
completed  a  year  or  so  ago,  or  is  this  relatively  new? 

Mr.  Rogowsky.  This  one  was  completed  in  January. 

Chairman  Gibbons.  In  January  of  this  year? 

Mr.  Rogowsky.  Yes.  It  in  fact  is  the  10th  in  a  series  of  studies 
that  we  have  done  on  NAFTA  in  the  last  3  years.  It  is  our  latest. 

I  have  submitted  written  comments,  so  I  will  very  briefly  make 
a  few  major  points  about  the  study.  And  in  a  sense  they  are  a  little 
bit  technical  in  nature  so  I  apologize  in  advance,  but  there  are 
some  points  that  I  think  need  to  be  addressed. 

In  this  latest  report,  which  was  published  in  January,  we  as- 
sessed three  things:  the  overall  economic  effects  of  NAFTA;  the  key 
NAFTA  provisions  and  related  legal  changes,  and  the  short  and 
long-term  impact  of  NAFTA  on  important  industrial,  energy,  agri- 
cultural and  service  sectors  of  the  U.S.  economy. 

In  its  analysis  of  the  effects  of  NAFTA  in  the  overall  United 
States  economy,  the  commission  reported  a  range  of  estimates  ob- 
tained from  12  different  economy  wide  models  of  NAFTA.  That  is, 
general  equilibrium  models  were  developed  independently  by  lead- 
ing international  trade  economists  and  employed  a  diverse  set  of 
assumptions. 

For  example,  some  models  examined  NAFTA's  impacts  by  assum- 
ing that  employment  in  the  United  States  was  fixed,  the  so-called 
full  employment  model.  The  other  models  assumed  that  employ- 
ment could  adjust  to  changes  in  the  marketplace,  the  so-called  un- 
employment model.  Some  of  the  models  assumed  that  investment 
was  fixed;  that  is,  for  every  dollar  invested  in  Mexico,  there  would 
be  one  less  dollar  for  investment  in  the  United  States.  Other  mod- 
els assumed  that  investment  would  grow  in  both  Mexico  and  the 
United  States  under  NAFTA. 

The  analyses  of  NAFTA  have  been  criticized  for  so-called  unreal- 
istic assumptions.  In  those  cases,  the  critics  are  misinformed.  The 
models  took  into  account  a  wide  variety  of  assumptions  about  the 
economy  to  account  for  as  many  different  scenarios  as  possible. 

The  striking  fact  is  that  the  preponderance  of  evidence  from  all 
of  these  models,  regardless  of  the  assumptions  made,  showed  that 
NAFTA's  overall  effect  on  the  U.S.  economy  will  be  small  but  posi- 
tive. 

Our  report  also  identified  specific  U.S.  sectors  that  would  likely 
experience  gains  or  losses  under  NAFTA.  The  advantage  of  this 
parallel  ansdysis  was  that  it  gave  us  a  more  narrow  industry  detail 
that  was  not  available  in  the  economy-wide  models. 

The  results  are  based  in  part  on  a  single-sector  methodology  that 
examined  the  effects  of  removing  trade  barriers  in  both  Mexico  and 
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the  United  States.  Using  these  estimates  as  part  of  their  assess- 
ments, industry  experts  at  the  ITC  assessed  NAFTA's  effects  on  in- 
dividual industries,  considering  investment  and  other  factors  that 
could  not  be  accounted  for  by  these  larger  general  equilibrium  mod- 
els. 

The  results  from  these  individual  industry  analyses  were  consist- 
ent with  the  results  obtained  in  the  economy-wide  analysis.  Our 
analyses  found  that  NAFTA  will  create  gains  for  the  overall  econo- 
mies of  the  United  States,  Canada,  and  Mexico. 

For  many  specific  sectors,  such  as  machine  tools,  steel,  textiles, 
auto  parts,  cotton,  grains  and  oil  seeds,  and  service  industries  such 
as  telecommunications,  construction  and  insurance,  new  markets 
will  be  opened  up  and  rich  opportunities  will  be  made  available. 
For  other  sectors,  such  as  flat  glass,  major  household  appliances, 
and  certain  agricultural  sectors  such  as  shrimp,  certain  fresh  and 
frozen  vegetables  and  citrus  fruits,  eliminating  trade  barriers  will 
open  the  door  to  more  intense  competition. 

The  commission  report  found  that  if  these  industries 

Chairman  Gibbons.  I  wonder  if  I  could  interrupt.  They  have  got 
a  kind  of  ridiculous  motion  to  adjourn  over  there  going  on  and  they 
may  need  my  vote.  I  will  be  right  back.  Excuse  me. 

[Recess.] 

Chairman  Gibbons.  Sometimes  I  think  this  place  won't  do  much 
for  your  brains,  but  it  sure  improves  your  legs. 

All  right.  Sorry,  Doctor,  go  right  ahead. 

Mr.  ROGOWSKY.  Thank  you  very  much.  I  was  a  little  nervous  be- 
cause you  stopped  me  right  at  the  word  citrus  juice. 

Chairman  Gibbons.  I  want  to  talk  to  you  about  that. 

Mr.  RoGOWSKY.  I  was  identifying  that  in  addition  to  the  fact  that 
our  studies  have  found  that  the  NAFTA  will  benefit  the  economy 
as  a  whole,  there  will  be  a  number  of  industries  in  which  there  will 
be  definite  gains  in  production  and  exports.  There  are  also  some  in- 
dustries in  which  eliminating  trade  barriers  will  open  the  doors  to 
more  intense  competition.  And  the  commission  report  found  that  if 
these  industries  are  unable  to  fully  meet  that  competition,  there 
will  likely  be  long-term  employment  and  production  losses. 

The  commission's  reports  findings  are  clear.  The  Mexican  econ- 
omy has  undergone  a  striking  metamorphosis  in  recent  years  that 
goes  to  the  heart  of  what  NAFTA  aims  to  accomplish.  Trade  and 
investment  barriers  have  been  lowered,  intellectuaJ  property  rights 
have  been  strengthened,  and  many  enterprises  have  been 
privatized. 

NAFTA  will  tend  to  lock  in  these  reforms  and  ensure  that  Mexico 
and  its  trading  partners  will  continue  to  reap  the  benefits  of  a  lib- 
eralized economy.  NAFTA  will  not  only  benefit  Mexico,  but  also  the 
United  States  and  Canada. 

Although  a  few  U.S.  industrial  and  agricultural  sectors  will  face 
more  intense  competition  and  the  potential  for  limited  job  losses, 
the  overall  U.S.  economy  should  enjoy  more  jobs,  increased  exports 
and  higher  wages  with  NAFTA  than  without  it. 

Thank  you  very  much. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  DR.  ROBERT  A.  ROGOWSKY 

DIRECTOR  OF  OPERATIONS 

U.S.  INTERNATIONAL  TRADE  COMMISSION 

BEFORE  THE  SUBCOMMITTEE  ON  TRADE 

COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 

SEPTEMBER  21,  1993 


POTENTIAL  IMPACT  ON  THE  U.S.  ECONOMY  AND  SELECTED  INDUSTRIES 
OF  THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT  (NAFTA) 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  Robert  Rogowsky.  As 
Director  of  Operations  at  the  U.S.  International  Trade  Commission,  I  am  pleased  to  be  here 
today  to  discuss  the  Commission's  report  issued  earlier  this  year  which  assessed  the  impact 
that  the  North  American  Free  Trade  Agreement  will  have  on  the  overall  U.S.  economy  and 
on  39  individual  sectors  of  the  U.S.  economy  that  account  for  over  two-thirds  of  U.S.  trade 
with  Mexico  and  Canada. 

The  Commission's  report  is  based  on  the  explicit  commitments  and  language  in  the 
NAFTA  agreement.   In  addition  to  its  economic  analysis,  the  Commission's  findings  are 
based  on  published  material,  hearing  testimony,  and  information  provided  in  interviews 
and  written  submissions  from  hundreds  of  individuals  and  organizations  representing 
government,  labor,  industry,  and  academia. 

This  report,  requested  by  the  House  Committee  on  Ways  and  Means  and  the  Senate 
Committee  on  Finance,  is  not  the  only  study  concerning  U.S.-Mexico  trade  that  the  ITC  has 
undertaken  over  the  last  few  years.   Indeed,  this  report  is  the  tenth  in  a  series  of  reports 
that  the  ITC  has  completed  at  the  request  of  either  the  Congress  or  the  United  States  Trade 
Representative  over  the  last  three  years  on  various  North  American  trade  issues.   These 
reports  include  an  examination  of  Mexico's  economic  reforms,  a  summary  and  critique  of 
12  different  economy-wide  models  used  to  analyze  the  effects  of  NAFTA,  and  an  analysis 
of  rules  of  origin  issues  related  to  the  North  American  automotive  industry. 

In  the  Commission's  latest  NAFTA  report,  entitled  Potential  Impact  on  the  U.S. 
Economv  and  Selected  Industries  of  the  North  American  Free  Trade  Agreement,  which  was 
completed  in  January,  we  assess  (1)  the  overall  economic  effects  of  NAFTA  on  the 
economies  of  the  United  States,  Mexico,  and  Canada;  (2)  the  key  NAFTA  provisions  and 
related  legal  changes  for  the  United  States,  Mexico,  and  Canada  that  may  significantly 
affect  individual  sectors;  and  (3)  the  short-  and  long-term  impact  of  NAFTA  on  important 
industrial,  energy,  agricultural,  and  service  sectors  of  the  U.S.  economy.  The  report  also 
summarizes  recent  economic  developments  in  Mexico  that,  in  conjunction  with  NAFTA,  are 
likely  to  affect  the  potential  for  U.S.  investment  and  market  access  in  Mexico. 


Since  the  mid-1980s,  Mexico  has  been  opening  its  economy  to  foreign  competition  by 
liberalizing  its  trade  and  investment  policies,  privatizing  many  state-owned  or  -controlled 
economic  sectors,  and  reducing  subsidies.   NAFTA  will  remove  many  remaining  .barriers  to 
trade  and  investment  and  will  help  to  ensure  that  Mexico's  recent  economic  reforms  remain 
in  place,  thus  paving  the  way  for  greater  economic  integration  among  the  three  countries. 

First,  under  NAFTA,  the  United  States  and  Canada  will  gain  greater  access  to  the 
Mexican  market,  which  currently  is  the  fastest  growing  major  export  market  for  U.S.  goods 
and  services.   In  fact,  on  a  per  capita  basis,  even  when  maquiladora-related  trade  is 
excluded,  consumers  in  Mexico  purchase  more  U.S.  exports  than  do  consumers  in  Japan  or 
the  European  Community. 

Second,  NAFTA  will  create  investment  opportunities  that  will  facilitate  trade 
among  the  member  countries  in  many  sectors  and  that  may  reduce  impediments  to  future 
trade  growth. 

Third,  NAFTA  will  lead  to  a  more  predictable  business  environment,  reducing  risks 
associated  with  investment  and  other  business  decisions. 

Finally,  NAFTA  will  improve  the  competitive  position  of  many  U.S.  industries  in 
North  American  and  global  markets.  However,  the  Commission's  report  also  found  that 
certain  U.S.  industries  will  likely  face  employment  and  production  declines  as  a  result  of 
NAFTA. 
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NAFTA  incorporates  on  a  trilateral  basis,  with  Mexico  most  of  the  provisions  of  the 
existing.United  States-Canada  Free  Trade  Agreement  (CFTA)  and  in  many  instances 
expands  upon  those  provisions.  Because  both  the  United  States  and  Canada  already  have 
implemented  the  CFTA,  the  principal  effects  of  NAFTA  on  U^.  economic  sectors  will 
result  from  changes  in  U.S.-Mexico  trade  and  investment  patterns.   Mexico  will  be  required 
to  make  many  more  legal  changes  than  either  the  United  States  or  Canada  to  implement 
NAFTA. 

Trade  and  investment  within  North  America  are  important  to  all  three  nations.  The 
United  States  and  Canada  are  each  other's  major  trading  partner  and  Mexico  is  the  United 
States'  third-largest  partner  after  Canada  and  Japan.  Even  after  excluding  trade  related  to 
the  maquiladora  operations,  Mexico  remains  the  United  States*  third  largest  trading 
partner. 

In  1992,  Canada  accounted  for  19  percent  of  U.S.  merchandise  trade,  Japan  IS 
percent,  and  Mexico  almost  8  percent.  The  United  States  is  Mexico's  largest  trading  partner 
and  largest  source  of  foreign  direct  investment  (FDI),  accounting  for  over  70  percent  of 
total  Mexican  trade  in  1992  and  62  percent  of  Mexico's  cumulative  FDI  by  value  in  1992. 
Mexico  is  likely  to  benefit  substantially  more  from  NAFTA  than  either  the  United  States 
or  Canada  because  its  gross  domestic  product  is  only  5  percent  of  U.S.  GDP,  its  economy 
historically  has  been  closed,  and  trade  with  the  United  States  is  relatively  more  important 
to  its  economy. 

Economic  Trends  In  Mexico 

•  Mexico's  ongoing  market-oriented  reforms  have  spurred  foreign  investment  and 

trade,  leading  to  higher  growth  for  the  nation's  economy.  Austerity  measures  have 
reduced  inflation  from  triple-digit  levels  as  recently  as  1987  to  12  percent  in  1992. 
Following  economic  stagnation  during  1982-88,  the  Mexican  economy  grew  by  an 
annual  average  rate  of  4  percent  during  1989-91.   In  1992,  however,  economic 
growth  in  Mexico  slowed  to  2.8  percent.   FDI  in  Mexico  in  1991  rose  by  81  percent 
over  the  1990  level,  and  foreign  portfolio  investment  roughly  quadrupled  in  both 
1990  and  1991.   In  1992,  FDI  rose  by  11  percent  over  the  1991  level. 

Mexico's  trade  deficit  has  widened  considerably  in  recent  years,  reaching  $20.6 
billion  in  1992,  or  nearly  double  the  1991  deficit.   Mexico's  import  growth  of  54 
percent  between  1990  and  1992  far  exceeded  its  export  growth  of  3  percent.   The 
import  growth  partly  reflected  increased  purchases  of  capital  goods  to  support 
Mexico's  modernization  of  its  manufacturing  base  and  infrastructure.   The  United 
States  supplies  two-thirds  of  Mexico's  total  imports,  and  capital  goods  are  a  leading 
U.S.  export  to  Mexico.   Commission  staff  estimate  that  capital  goods  accounted  for 
one-third  of  total  U.S.  exports  for  consumption  in  Mexico  in  1992.   Moreover,  staff 
believe  that  most  of  these  capital  goods  exports  generally  consisted  of  equipment 
that  does  not  lend  itself  to  production  of  products  for  export,  such  as 
telecommunications  equipment,  electric  apparatus,  aircraft,  drilling  and  oilfield 
equipment,  and  excavation,  paving,  and  construction  machinery. 

Since  Mexico  sharply  reduced  its  tariffs  in  1987,  the  United  States  has  substantially 
expanded  its  exports  to  Mexico.   Commission  staff  estimate  that  U.S.  exports  for 
consumption  in  Mexico  (that  is,  minus  maquiladora  trade)  grew  by  224  percent 
between  1987  and  1992,  to  S30.9  billion.  U.S.  exports  to  the  maquiladora  sector  rose 
at  a  much  slower  pace,  by  93  percent,  to  $8.7  billion.  Hence,  maquila-related  exports 
as  a  share  of  total  U.S.  exports  to  Mexico  fell  from  32  percent  in  1987  to  21  percent 
in  1992. 

The  recent  growth  in  U.S.  exports  for  consumption  in  Mexico  has  been  widespread 
among  broad  product  groups.  Traditional  exports  from  the  United  States  to  Mexico, 
namely  industrial  materials  and  capital  goods,  rose  by  21  and  23  percent 
respectively,  in  1992,  compared  with  1991.   While  these  traditional  exports 
accounted  for  two-thirds  of  total  U.S.  exports  for  consumption  in  Mexico  in  1992, 
the  fastest  growing  export  groups  that  year  were  consumer  goods,  which  grew  by  38 
percent,  and  automotive  products,  which  rose  by  31  percent. 

Likely  Impact  of  NAFTA  on  Member  Economies 

The  Commission's  economywide  and  sector-specific  estimates  of  the  effects  of  the 
NAFTA  are  based  on  two  distinct  approaches:   (1)   multisector  models  used  in 
assessing  the  effect  on  the  U.S.  economy  that  consider  a  wide  variety  of  assumptions 
to  account  for  as  many  different  economic  scenarios  as  possible,  and  (2)  single- 
sector  models  used  in  most  of  the  sector-level  assessments  that  enable  analysis  of 
more  narrowly  defined  industries.   The  results  of  these  different  analytical 
techniques  are  generally  consistent  with  respect  to  NAFTA-related  effects  on  U.S. 
trade  flows,  production,  and  employment. 
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The  sector-specific  estimates  use  a  model  that  examines  the  effects  of  removing 
trade  barriers  in  both  Mexico  and  the  United  States,  supplemented  by  analysis  of 
the  likely  effects  of  specific  NAFTA  provisions  (for  example,  eliminating  trade- 
balancing  requirements  in  autos  and  new  rules-of -origin  requirements)  and  other 
factors  such  as  investment  that  could  not  be  accounted  for  by  the  model. 

In  developing  its  estimates  of  the  effects  of  NAFTA  on  the  total  U.S.  economy,  the 
Commission  based  its  findings  on  results  obtained  from  12  economy  wide  models  of 
NAFTA  that  were  independently  developed  using  diverse  assumptions  and  given 
critical  review  by  leading  international  trade  economists  in  North  America.   For 
instance,  some  models  examined  NAFTA's  impact  by  assuming  unemployment  in  the 
U.S.  economy  while  other  models  assumed  full  employment.  The  conclusion  from  all 
of  these-modelSf  regardless  of  the  assumptions  made,- is  that  the  overall  effects  on 
the  U.S.  economy  would  be  small  but  positive. 

Empirical  evaluations  generally  conclude  that  NAFTA  is  likely  to  produce  net 
aggregate  gains  for  each  of  the  member  countries  in  both  the  short  term  (within  1 
year)  and  long  term  (after  complete  phase-in  of  NAFTA).   Estimated  long-term 
gains  in  U.S.  and  Canadian  real  GDP  are  O.S  percent  or  less.   Projected  long-term 
gains  in  Mexican  real  GDP  range  from  0.1  to  11.4  percent. 

Projected  long-term  gains  in  aggregate  employment  are  less  than  1  percent  for  the 
United  States  and  Canada,  but  almost  7  percent  for  Mexico.   Expected  increases  in 
average  real  wages  arc  0.3  percent  or  less  for  the  United  States,  0.5  percent  or  less 
for  Canada,  and  0.7  to  16.2  percent  for  Mexico.   Although  the  evidence  on  the 
direction  of  real  wage  effects  for  low-skilled  and  high-skilled  U.S.  workers  is  mixed, 
the  preponderance  of  evidence  indicates  an  almost  indiscernible  effect  on  U.S.  wage 
rates  for  both  low-skilled  and  high-skilled  workers. 

NAFTA  is  expected  to  expand  U.S.-Mexican  trade  substantially.  Estimated  gains  in 
U.S.  exports  to  Mexico  range  from  5.2  to  27.1  percent.   Projected  increases  in  U.S. 
imports  from  Mexico  range  from  3.4  to  15.4  percent.   Trade  and  market 
liberalization  in  Mexico  and  an  increased  awareness  of  Mexico's  market  potential  on 
the  part  of  U.S.  manufacturers  resulted  in  the  net  U.S.  trade  balance  with  Mexico 
(excluding  maquiladora  trade)  shifting  from  a  S5.7  billion  deficit  in  1987  to  a  S5.7 
billion  surplus  in  1992.' 

NAFTA  is  expected  to  have  minimal  additional  effects  on  trade  and  investment 
between  the  United  States  and  Canada,  because  the  majority  of  NAFTA's  provisions 
have  already  been  implemented  under  CFTA.   Canadian  gains  under  NAFTA  are 
expected  to  be  small,  reflecting  the  existing  CFTA  and  the  low  level  of  trade  and 
investment  flows  between  Mexico  and  Canada. 

Mexico's  improved  access  to  advanced  technology  could  lead  to  a  long-term  increase 
in  Mexico's  rate  of  economic  growth  (i.e.,  dynamic  gains).   The  United  States  and 
Canada,  as  longstanding  participants  in  a  global  open  trading  regime,  may  not 
realize  substantial  dynamic  gains  from  NAFTA,  but  will  most  likely  benefit  from 
market  opportunities  created  by  economic  growth  in  Mexico. 

Key  NAFTA  Provisions  Affecting  U.S.  Trade  mnd  Investment 

The  key  NAFTA  provisions  affecting  U.S.-Mexican  investment  and  trade  include 
the  removal  of  tariffs  and  quotas,  the  imposition  of  strict  and  transparent  rules  of 
origin,  and  the  limitation  on  duty  drawback.  NAFTA  also  will  require  changes  in 
Mexican  law  or  the  maintenance  of  recent  Mexican  reforms  to  ensure  removal  of 
many  restrictions  on  FDI,  stronger  intellectual  property  protection,  and  a  more  open 
services  market  and  government  procurement  process  for  U.S.  firms. 

NAFTA  prohibits  the  adoption  of  new  customs  duties  on  qualifying  goods  and 
contains  a  schedule  of  staged  duty  reductions  for  each  party,  divided  into  four 
general  staging  categories  plus  a  category  for  goods  remaining  free  of  duty.   The 
staged  duty  reductions  affecting  U.S.  trade  with  Mexico  are  approximately  as 
follows  (based  on  a  percentage  distribution  of  1990  trade): 


U.S.  imports        U.S.  exports 
Category  from  Mexico        tC  Mgxigp 


•  U.S.    International  Trade  Conmlssion,   U.S.    Trade  Shifts   in  Selected  Commodity 
Areas: 1992  Annual  Report    (September  1993). 
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A   (free  on  implementation) S3.8  31.0 

B   (free  within  5  years) -.  8.5  17.4 

C   (free  within  10  years) 23.1  31.8 

C+  (free  within  15  years) .7  1.4 

D   (currently  free)   13.9  17.9 

Note.— U.S.  imports  from  Mexico  in  category  D  are  principally  those  imports 
entered  under  duty-free  most-favored-nation  rates.  It  should  be  noted  that 
there  are  duty-free  imports  from  Mexico  under  other  tariff  provisions,  such 
as  the  Generalized  System  of  Preferences  and  those  relating  to  production 
sharing  provisions.  In  total,  about  45  percent  of  U.S.  imports  from  Mexico 
enter  duty-free.  For  further  discussion  of  the  data,  sec  appendix  F  of  the 
Commission's  report. 

NAFTA  rules  of  origin  are  intended  to  ensure  that  the  benefits  of  tariff  reductions 
will  accrue  principally  to  the  NAFTA  parties  and  to  provide  incentives  for  North 
American  production  and  sourcing.   Comparing  CFTA  to  NAFTA,  to  qualify  as  a 
North  American  product  under  NAFTA  a  number  of  industrial  sectors  would  be 
subject  to  stricter  and  more  detailed  change  in  tariff  classification  rules,  higher  and 
more  stringent  value-content  requirements,  and  rules  requiring  that  certain 
subassemblies  be  produced  in  North  America.  These  sectors  include  automotive 
goods,  computers  and  other  electronic  equipment,  machine  tools,  steel  mill  products, 
textiles  and  apparel,  major  household  appliances,  industrial  machinery,  and 
bearings. 

The  limitation  on  duty  drawback  will  contribute  to  the  establishment  of  an 
integrated  North  American  market  by  discouraging  the  creation  of  "export 
platforms"  in  one  NAFTA  country  to  serve  markets  in  another  NAFTA  country. 
The  NAFTA  limitation  is  intended  to  ensure  that  when  non-North  American 
components  and  raw  materials  are  imported  into  North  America,  they  will  be 
subject  to  ordinary  customs  duties  without  regard  to  whether  such  imports  are 
consumed  in  the  country  of  importation  or  shipped  to  another  NAFTA  country. 

In  most  cases  NAFTA  will  require  that  each  country's  federal  government 
procurement  process  for  covered  goods  be  opened  further  on  a  nondiscriminatory 
basis  to  suppliers  from  the  other  NAFTA  nations.   The  elimination  of  most  domestic 
procurement  preferences  and  the  requirement  for  transparent  procedures  represent 
the  first  legal  obligations  for  open  competition  in  the  Mexican  Government's 
procurement  market,  since  Mexico,  unlike  the  United  States  and  Canada,  is  not  a 
signatory  to  the  General  Agreement  on  Tariffs  and  Trade  (GATT)  Agreement  on 
Government  Procurement. 

Likely  Impact  on  U.S.  Industrial  Sectors 

The  United  States  in  1992  recorded  a  favorable  balance  of  trade  with  Mexico  in 
manufactured  goods,  with  U.S.  exports  to  Mexico  of  $31.7  billion  exceeding  U.S. 
imports  from  Mexico  by  $7.1  billion.   U.S.  tariffs  on  Mexican  goods  average  3 
percent  in  nominal  terms,  whereas  Mexican  tariffs  on  U.S.  products  average  10 
percent.   However,  the  effective  tariffs  for  bilateral  trade  are  lower  because  of  the 
maquiladora  arrangement  and  other  special  customs  provisions.  Commission  staff 
estimate  that  the  effective  tariffs  were  1.5  percent  on  U.S.  imports  from  Mexico  and 
7.8  percent  on  Mexican  imports  from  the  United  States.   In  addition  to  tariffs, 
restrictions  such  as  U.S.  quotas  on  textiles  and  apparel  and  Mexican  domestic 
content  and  investment  requirements  have  acted  as  barriers  to  trade  and  investment. 

The  United  States  in  1992  posted  a  trade  surplus  with  Canada  in  manufactured 
goods,  with  U.S.  exports  to  Canada  of  $69.4  billion  exceeding  U.S.  imports  from 
Canada  by  $5.5  billion.   Tariffs  on  all  products  except  selected  agricultural  goods 
traded  between  the  United  States  and  Canada  are  already  being  phased  out  under 
CFTA,  and  no  major  nontariff  restrictions  remain. 

The  United  States  accounts  for  a  large  portion  of  total  FDI  in  Mexico's  industrial 
sectors,  primarily  under  the  maquiladora  program  (which  involves  the  processing  or 
assembly  of  U.S.  components  in  Mexico  for  export  to  the  United  States).  Under 
NAFTA,  U.S.  investment  in  Mexico  is  expected  to  increase  between  6  and  15  percent 
in  major  household  appliances;  and  computers,  computer  components,  and 
electronics  in  the  short  term,  and  in  bearings  and  pharmaceuticals  in  the  long  term. 
Long-term  increases  in  U.S.  investment  to  Mexico  of  16  percent  or  more  are 
anticipated  for  autos  and  automotive  parts;  computers,  computer  components,  and 
electronics;  major  household  appliances;  and  apparel  Some  of  the  expected  growth 
in  U.S.  investment  in  sectors  such  as  apparel  and  computers,  computer  components, 
and  electronic  equipment  is  likely  to  represent  a  shift  in  investment  from  East  Asia 
and  other  developing  countries  to  Mexico. 
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NAFTA  is  likely  to  result  in  short-  and  long-term  increases  in  U.S.  trade  with 
Mexico  in  all  of  the  industrial  sectors  that  the  Commission's  report  examined.   Long- 
term  increases  of  between  6  and  IS  percent  are  expected  in  U.S.  trade  in  the 
following  sectors  (in  some  broad  sectors  both  imports  and  exports  are  expected  to 
increase): 

U.S.  txports  U.S.  imports 

bearings  bearings 

machine  tools  household  glassware 

steel  mill  products  steel  mill  products 

pharmaceuticals 

industrial  machinery 

chemicals 

major  household  appliances 


Long-term  increases  in  trade  of  16  percent  or  more  are  likely  as  a  result  of  NAFTA 
in  the  following  sectors: 

U.S.  exports  U.S.  iWPPftS 

autos  and  automotive  parts  autos  and  automotive  parts 

computers,  computer  components,  computers,  computer  components, 
and  electronics  and  electronics 

textiles  and  apparel  textiles  and  apparel 

ceramic  tile  ceramic  tile 

household  glassware  major  household  appliances 

Many  sectors  of  U.S.  industry  are  much  larger  and  more  technologically  advanced 
than  their  Mexican  counterparts,  giving  U.S.  producers  a  competitive  advantage. 
However,  U.S.  producers  are  at  a  substantial  disadvantage  with  Mexican  firms  in 
terms  of  wage  rates,  although  this  disparity  is  offset  in  part  by  lower  productivity 
and  rising  costs  in  Mexico  associated  with  financing,  transportation,  and 
infrastructure. 

U.S.  production  and  employment  gains  of  between  1  and  5  percent  in  the  long  term 
are  likely  in  industrial  machinery,  and  in  computers,  computer  components,  and 
electronics;  gains  of  less  than  1  percent  are  likely  in  machine  tools,  bearings, 
textiles,  pharmaceuticals,  steel  mill  products,  and  chemicals.  The  automotive  parts 
industry  is  expected  to  gain  6  to  IS  percent  in  production  and  less  than  S  percent  in 
employment  in  the  long  term. 

U.S.  production  and  employment  losses  of  less  than  S  percent  are  likely  in  apparel  in 
both  the  short  and  long  term.   Losses  between  6  and  15  percent  in  the  long  term 
could  occur  in  major  household  appliances,  flat  glass,  and  certain  segments  of 
household  glassware  and  ceramic  tile.   Although  the  automotive  products  sector  is 
likely  to  be  virtually  unaffected  by  NAFTA  in  the  short  term,  automobile 
production  and  employment  likely  will  decline  in  the  long  term  by  less  than  S 
percent. 

NAFTA  is  expected  to  have  a  small  but  positive  effect  on  the  ability  of  U.S. 
industrial  sectors  to  compete  in  both  North  American  and  global  markets.  In 
particular,  the  agreement  is  expected  to  boost  the  ability  of  the  U.S.  bearings  and 
textile  industries  to  compete  in  North  America,  and  to  benefit  certain  major  U.S. 
apparel  firms  in  competing  with  East  Asian  products  in  the  United  States  and 
Mexico.  For  the  majority  of  U.S.  apparel  firms,  however,  and  for  the  household 
glassware  industry,  the  elimination  of  quotas  and/or  duties  is  likely  to  generate 
added  competition  in  the  U.S.  market  by  Mexican  producers. 

Likely  Impact  on  U.S.  Energy  Sectors 

U.S.  trade  with  Mexico  in  energy  products  was  marked  by  a  deficit  of  $3.3  billion  in 
1992.   Currently,  the  opportunities  for  U.S.  trade  and  investment  in  Mexican  energy 
sectors  are  very  limited.  Virtually  all  aspects  of  investment,  production,  and 
distribution  are  reserved  to  the  State.   Although  U.S.  companies  provide  a 
significant  amount  of  the  services  procured  by  the  Mexican  parastatals—Petroleos 
Mexicanos  (PEMEX)  and  Comision  Federal  de  Electricidad  (CFE)~current 
procurement  procedures  tend  to  favor  Mexican  suppliers. 

The  U.S.  trade  deficit  with  Canada  in  energy  products  was  $9.2  billion  in  1992.   The 
Canadian  energy  sectors  are  relatively  open  to  U.S.  trade  and  investment.  The 
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energy  provisions  of  NAFTA  are  virtually  identical  to  those  of  CFTA  and,  thus,  are 
not  likely  to  have  any  added  effect  on  IXS.-Canadian  energy  trade  and  investment. 

NAFTA  recognizes  Mexico's  constitutional  reservation  of  State  ownership  and 
control  of  most  of  its  energy  industry,  including  ownership  of  subsoil  resources, 
investment  in  exploration  and  production,  control  of  services  related  to  energy 
products,  and  distribution  of  these  products  in  Mexico.   Because  Mexico  is  not 
bound  by  most  of  the  energy  provisions  in  NAFTA,  there  is  only  minimal  potential 
for  increased  energy  trade  and  investment  between  the  United  States  and  Mexico  as 
a  result  of  NAFTA.   Little  or  no  increase  in  U.S.  production  and  employment  is 
likely. 

NAFTA  does  provide,  however,  some  increased  opportunities  for  U.S.  service 
providers  to  contract  with  PEMEX  and  CFE. -The-agreement*s^overnment 
procurement  provisions  will  permit  foreign  firms  to  bid  on  50  percent  of  PEMEX 
and  CFE  contracts  immediately  on  a  non-discriminatory  basis  and  the  percentage 
will  increase  to  100  percent  of  such  contracts  after  9  years,  subject  to  some  specific 
exceptions. 

NAFTA  will  also  permit  private  U.S.  and  Canadian  investment  in  the  production  of 
most  petrochemicals  and  in  certain  electricity  generating  facilities  (self-generation, 
cogeneration,  and  independent  power  plants). 

Likely  Impact  on  U.S.  Agricultural  Sectors 

In  the  agricultural  sectors,  U.S.  trade  with  Mexico  generated  a  surplus  of  $1  billion 
in  1992.   Currently,  about  40  percent  of  Mexican  agricultural  goods  enter  the  United 
States  duty-free  and  the  remaining  products  are  dutiable  at  an  average  rate  of  8 
percent  ad  valorem.   U.S.  agricultural  exports  to  Mexico  are  subject  to  year-round 
and  seasonal  tariffs  of  10  percent  or  more.   In  addition  to  tariffs,  the  United  States 
maintains  quotas  on  certain  agricultural  imports  from  Mexico,  and  Mexico  requires 
import  licenses  for  U.S.  agricultural  products.   U.S.  health  and  sanitary  requirements 
reportedly  have  slowed  the  trade  flow  from  Mexico  in  certain  products. 

Canada  is  the  only  significant  agricultural  trading  partner  with  which  the  United 
States  has  a  trade  deficit  in  the  sector.  In  1992,  the  U.S.  trade  deficit  with  Canada 
in  the  agricultural  sector  totaled  $676  million.  In  forest  products  the  United  States 
posted  a  much  greater  trade  deficit  with  Canada  of  $8  billion. 

The  most  significant  NAFTA  provisions  affecting  trade  in  agriculture  relate  to 
market  access.   In  part,  these  provisions  provide  for  tariffication  of  nontariff 
barriers  and  the  subsequent  elimination  of  these  and  existing  tariffs.   The 
agreement  provides  different  arrangements  for  the  treatment  of  agricultural  trade 
between  the  United  States  and  Mexico  and  between  Canada  and  Mexico.   Because  of 
these  differences  and  the  existence  of  CFTA,  NAFTA  has  no  practical  effect  on 
tariffs  and  on  most  nontariff  barriers  applicable  to  U.S.-Canadian  trade  in 
agricultural  products. 

U.S.  investment  in  Mexican  agriculture  is  small  compared  with  investment  in 
manufacturing  and  services.   However,  it  is  expected  to  increase  in  the  long  term  by 
6  to  15  percent  for  poultry  and  fish  processing;  investment  is  likely  to  increase 
between  6  and  15  percent  in  the  short  term  and  by  16  percent  or  more  in  the  long 
term  for  citrus  products,  grains  and  oilseeds,  and  alcoholic  beverages.   U.S. 
investment  in  domestic  fresh-cut  roses  is  expected  to  decline  between  6  and  15 
percent  in  both  the  short  and  long  term  as  a  result  of  added  Mexican  investment  in 
its  domestic  industry  and  anticipated  increases  in  U.S.  imports  from  Mexico. 

NAFTA's  effect  on  U.S.  agricultural  trade  is  likely  to  be  relatively  small  compared 
with  current  sector  production.  NAFTA  is  likely  to  result  in  long-term  increases  of 
6  to  15  percent  in  U.S.  exports  to  Mexico  of  alcoholic  beverages  and  canned  sardines 
and  in  U.S.  imports  of  Mexican  citrus  juices  (especially  frozen  concentrated  orange 
juice)  and  fresh-cut  roses.  Long-term  increases  of  16  percent  or  more  are  likely  in 
U.S.  exports  to  Mexico  of  grains  and  oilseeds,  deciduous  fruits,  poultry,  swine  and 
pork,  beef  offals,  fresh  citrus,  and  certain  cut  flowers  (including  high-quality  roses). 

NAFTA  is  likely  to  have  little  or  no  impact  on  most  agricultural  sectors  examined 
in  this  report.   Sectors  likely  to  experience  production  and  employment  gains  of  I  to 
5  percent  in  the  long  term  include  fisheries  and  grains  and  oilseeds.   Production  and 
employment  losses  of  less  than  5  percent  in  the  short  or  long  term  are  expected  in 
citrus  juice,  shrimp,  certain  fresh  and  frozen  vegetables,  peanuts,  and  fresh-cut 
flowers  (including  fresh-cut  roses). 

NAFTA  is  not  likely  to  affect  the  overall  ability  of  U.S.  agriculture  to  compete 
globally.   Certain  U.S.  agricultural  sectors  are  likely  to  be  more  cost  competitive  in 
the  North  American  market  over  time,  includin2  grains  and  oilseeds,  deciduous 
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fruit,  poultry,  certain  livestock  and  meat,  alcoholic  beverages,  cotton,  and  dairy 
products.   Removal  of  U.S.  tariffs  underJ^IAFTA  is  expected  to  result  in  a  slight 
decline  in  the  U.S.  share  of  the  North  American  market  for  citrus  juice,  certain 
frozen  vegetables,  noncitrus  fruits  (e.g.,  grapes,  melons,  and  strawberries),  and  fresh- 
cut  roses. 

NAFTA's  impact  on  trade  in  agricultural  goods  subject  to  U.S.  quotas  will  likely 
vary.   U.S.  sugar  imports  from  Mexico  and  sugar  exports  to  Mexico  will  depend  on 
whether  or  not  Mexico  eventually  becomes  a  net  surplus  producer  of  sugar.   For 
goods  subject  to  section  22  quotas  (cotton,  dairy  products,  peanuts,  and  sugar- 
containing  articles),  NAFTA  will  likely  have  little  or  no  effect  on  the  level  of  U.S. 
imports  from  Mexico.   For  U.S.  exports  to  Mexico,  NAFTA  will  likely  result  in  little 
or  no  increase  in  sugar-containing  articles  and  in  long-term  gains  of  16  percent  or 
more  in  cotton  and  dairy  products  (especially  nonfat- dry  milk),  and  less  than  S 
percent  in  peanuts. 


Likely  Impact  on  U.S.  Service  Sectors 

U.S.  services  sales  to  Mexico  of  approximately  $8  billion  represent  a  very  small 
fraction  of  the  industries'  $257  billion  in  worldwide  sales.   Restrictions  prevent  U.S. 
companies  in  most  service  sectors  from  providing  services  to  Mexico  directly 
through  a  local  establishment  and  in  many  cases  from  providing  services  on  a  cross- 
border  basis. 

CFTA  enabled  U.S.  service  providers  to  increase  their  already  significant 
investment  and  participation  in  the  Canadian  services  market.   U.S.-Canadian 
services  trade  and  investment  are  not  expected  to  change  appreciably  under 
NAFTA.   The  principal  exception  is  in  construction  and  related  services,  for  which 
Canada  has  agreed  to  go  beyond  CFTA  obligations  to  open  its  federal  government 
procurement  of  these  services  to  U.S.  providers  over  a  10-year  period. 

The  benefits  and  obligations  provided  to  Mexico  under  NAFTA  are  similar  to  those 
contained  in  CFTA.    NAFTA  is  expected  to  create  opportunities  in  Mexico  for  U.S. 
service  providers,  either  through  increasing  cross-border  trade  or  by  investing  in  or 
establishing  Mexican  enterprises.  U.S.  investment  is  expected  to  increase  by  6  to  15 
percent  in  Mexico's  telecommunications  and  banking  services  sectors  in  the  long 
term.   A  similar  increase  is  expected  in  U.S.  investment  in  Mexican  transportation 
services  in  the  short  term  and  is  likely  to  exceed  16  percent  in  the  long  term. 
Mexican  investment  in  the  transportation  services  industry  is  anticipated  to  increase 
between  6  and  15  percent,  concentrated  in  the  U.S.  border  States. 

Removal  of  Mexico's  restrictions  on  foreign  equity  ownership  in  the  insurance 
market  is  likely  to  result  in  an  expansion  of  U.S.  investment  in  this  market  by  16 
percent  or  more  in  both  the  short  and  long  term.    However,  cross-border  trade  in 
insurance  services  will  remain  small  and  largely  unaffected  by  NAFTA  because  of 
different  regulatory  practices  in  each  country  (at  the  state  or  province  level) 
requiring  that  insurance  transactions  be  conducted  only  by  formally  licensed 
companies  or  subsidiaries  (not  branches)  within  a  given  jurisdiction. 

U.S.  receipts  from  sales  to  Mexico  of  telecommunication,  transportation, 
construction  and  engineering,  and  banking  services  are  likely  to  increase  in  the  long 
term  between  6  and  15  percent  as  a  result  of  NAFTA.  Specialized  environmental 
engineering  services  will  offer  potential  growth  opportunities  for  U.S.  firms.  U.S. 
payments  to  Mexico  for  transportation,  engineering,  and  construction  services  are 
expected  to  rise  by  5  percent  or  less  in  both  the  short  and  long  term,  with  the 
increases  accruing  primarily  to  border  areas. 

U.S.  operations  and  employment  in  most  services  sectors  covered  in  this  report  are 
expected  to  increase  relatively  little  in  the  short  term  and  by  less  than  5  percent  in 
the  long  term  as  a  result  of  NAFTA.   The  principal  exception  is  transportation 
services  where  U.S.  firms  are  currently  unable  to  provide  cross-border  services  with 
Mexico.   The  U.S.   sector  is  expected  to  show  gains  of  6  to  15  percent  from  the 
opening  of  Mexico's  market  for  trucking  and  rail  services  under  NAFTA,  expected 
infrastructure  improvements,  and  an  overall  increased  demand  for  transportation 
services  generated  by  NAFTA. 

Greater  access  to  Mexican  markets  is  expected  to  result  in  a  small  but  positive 
increase  in  the  ability  of  most  U.S.  services  to  compete  in  North  America  and 
globally  as  the  result  of  the  experience  gained  in  a  developing  market  and  the 
potential  gateway  to  further  trade  in  Latin  America.   In  addition,  the  increase  in 
U.S.  investment  and  trade  in  services  in  Mexico  under  NAFTA  will  benefit  other 
sectors,  as  better  trucking  and  rail  services  and  increased  efficiency  of  Mexican 
banks  facilitate  merchandise  trade  flows  between  the  United  States  and  Mexico. 
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Such  indirect  benefits  from  NAFTA  may  affect  service  sectors  in  the  United  States 
more  than  will  direct  benefits  from  tariff  removal  only. 

Conclusion 

The  Commission  report's  findings  are  clear  and  unequivocal: 

The  Mexican  economy  has  undergone  a  striking  metamorphosis  in  recent  years. 
Trade  and  investment  barriers  have  been  lowered,  intellectual  property  rights  have  been 
strengthened,  and  many  state  enterprises  have  been  privatized.  NAFTA  will  lock  in  these 
reforms  and  ensure  that  Mexico  continues  to  reap  the  benefits  of  a  liberalized  economy. 

However,  our-report  also  confirms  that  NAFTA  will  not  only-benefit  Mexico,  but 
also  the  U.S.  and  Canada.  Although  a  few  U.S.  industrial  and  agricultural  sectors  will  face 
limited  job  losses,  the  overall  U.S.  economy  will  enjoy  more  jobs,  increased  exports  and 
higher  wages  with  NAFTA  than  without  it. 
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Chairman  Gibbons.  Thank  you,  Doctor. 

Maybe  you  can't  answer  the  questions  I  have  got  about  citrus 
and  citrus  juices  and  tomatoes  and  peppers  and  cucumbers  and 
things  of  that  sort,  strawberries,  but  maybe  someone  on  your  staff 
can  and  maybe  they — I  hope  maybe  they  are  available  here  today. 

The  Florida  delegation  has  just  been  paralyzed  by  the  strong  lob- 
bying effort  of  the  citrus  and  vegetable  people  in  Florida.  Despite 
the  fact  that  I  know  there  is  going  to  be  some  impact,  I  don't  think 
it  is  going  to  be  that  dramatic. 

Can  you  elaborate  anything  on  the  citrus,  vegetable  issue,  as  far 
as  it  affects  Florida? 

Mr.  RoGOWSKY.  I  will  preface  it  by  saying  I  am  not  the  expert. 
I  will  be  happy  to  get  more  information  available  to  you.  But  the 
analysis  that  we  did  indicates  that  in  the  citrus  area  in  particular, 
there  will  be  increased  exports  to  Mexico,  there  will  be  increased 
imports  from  Mexico. 

And  as  you  know,  there  is  some  product  differentiation  between 
Florida  citrus  and  Mexican  citrus.  And  that  is  in  particular  Florida 
citrus  is  of  a  higher  quality  than  Mexican  citrus.  And  so  they  are 
not  perfectly  interchangeable,  and  hence  there  won't  be  a  direct  re- 
placement of  the  demand  for  Florida  citrus  products.  In  fact,  many 
of  the  high-quality  citrus  products  from  Florida  will  be — the  ex- 
ports of  that  will  be  increased.  At  the  same  time,  much  of  the 
lower-quality  citrus  products  that  go  into  frozen  concentrate  orange 
juice  in  particular,  and  other  juices,  will  increase  the  imports  of 
those  goods  to  Mexico. 

Of  course,  the  big  importer  by  far  is  Brazil,  so  that  a  large  chunk 
of  it  won't  be  affected.  But  there  will  likely  be  some  replacement 
of  Brazilian  imports  by  Mexican  imports,  because  they  will  have  an 
added  advantage. 

And  the  question  is,  how  well  Mexican — or  I  am  sorry,  how  well 
Florida  producers  can  compete  without  the  tariffs  in  effect.  And 
that  is  an  open  question. 

Chairman  Gibbons.  You  did  pretty  well  on  citrus.  Can  you  elabo- 
rate any  on  tomatoes,  strawberries?  Are  you  familiar  with  that,  or 
can  you  supply  perhaps  someone  that  can  talk  with  me  about  that? 

Mr.  ROGOWSKY.  I  would  rather  supply  someone  who  can  talk  to 
you  about  tomatoes  and  other  vegetables. 

Chairman  Gibbons.  All  right.  If  you  would,  that  is  an  area  I 
have  heard  about  from  my  Florida  folk.  I  would  like  to  hear  from 
some  people  who  are  not  quite  as  directly  connected  with  it. 

Mr.  RoGOWSKY.  If  I  might,  then  I  will  make  sure  that  we  get  to 
you  as  quickly  as  possible  some  of  the  analysis  we  have  done  on 
those  sectors  and  then  make  ourselves  available  to  you. 
[The  information  follows:] 
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FRESH  TOHATOES 

^AFTA  provisions 

Under  NAFTA,  all  U.S.  import  duties  on  fresh  tomatoes  from  Mexico  will 
be  phased  out  over  varying  periods.  Two  new  U.S.  tariff  lines  will  be  created 
for  cherry  tomatoes.  As  in  the  past,  the  tariff  rates  vary  by  season  of  the 
year.  The  phase-out  period  for  tomato  tariffs  under  NAFTA  vary  from  immediate 
duty-free  status  (for  cherry  tomatoes  imported  Dec.  1-Apr.  30)  to  10  years  for 
tomatoes  imported  during  the  most  sensitive  times  of  the  year  (Mar.  1-July  lA 
and  Nov.  15-end  of  Feb.). 

In  addition  to  a  10-year  phase  out  period,  the  two  most  sensitive  import 
periods  will  be  covered  by  the  special  agricultural  safeguards  of  seasonal 
tariff-rate  quotas.  Quantities  in  excess  of  the  quota  amounts  will  be 
dutiable  at  the  MFN  rate.  The  quantities  of  U.S.  imports  from  Mexico  allowed 
under  the  preferential  NAFTA  rate  is  based  on  the  high  annual  import  volume 
between  1989  and  1991,  plus  5  percent.  These  quotas  will  grow  at  a  compounded 
3-percent  annual  rate  over  the  transition  period.  The  current  U.S.  import 
duties,  phase-out  schedule,  and  safeguard  quotas  are: 


Item 


Season 


Tomatoes  Mar.  1-July  14 

Tomatoes  July  15-Aug.  31 

Tomatoes  Sept.  1-Nov.  lA 

Tomatoes  Nov.  15-Feb./last 

Cherry  torn  May  1-Nov.  30 

Cherry  torn  Dec.  1-Apr.  30 


Tariff 

A. 6  cents/kg 
3.3  cents/kg 
A, 6  cents /kg 
3.3  cents/kg 
3.3  cents/kg 
3.3  cents/kg 


Phase-out 

10  years 

5  years 

5  years 
10  years 

5  years 
Immediately 


Safeguard 
base  ^ 

165,000  mt 

N/A 

N/A 

172,300  mt 

N/A 

N/A 


^  Will  increase  3  percent  annually,  compounded. 
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United  States  International  Trade  Commission  (USITC) 
Study  on  Impact  of  NAFTA' 

The  USITC  study  examined  the  potential  ijnpact  on  NAFTA  on  a  sector  basis 
(i.e.,  vegetables).   It  did  not  examine  the  impact  on  the  fresh  tomato 
industry  other  than  as  a  part  of  the  vegetable  sector  (which  included  55 
vegetables  in  both  fresh  and  processed  forms) .  The  study  indicated  that  about 
half  of  the  winter  vegetable  imports  from  Mexico  consist  of  fresh  tomatoes 
which  compete  with  U.S.  production,  nearly  all  of  which  is  centered  in 
Florida. 

The  USITC  study  found  that  U.S.  growers  would  be  adversely  affected  by 
NAFTA  to  a  minor  extent  in  the  short  term,  and  to  a  greater  extent  in  the  long 
term.  The  study  indicated  that  a  nimiber  of  Mexican  internal  factors,  such  as 
inadequate  transportation  infrastructure,  the  availability  of  water,  long 
delays  at  border  crossing  points,  and  a  shortage  of  truck  capacity 
(particularly  of  refrigerated  trucks)  likely  will  continue  to  restrain  Mexican 
vegetable  shipments  to  U.S.  markets  for  the  foreseeable  future.  Moreover, 
Mexican  producers  are  expected  to  divert  increasing  quantities  of  their 
production  to  their  own  domestic  markets  while  maintaining  exports  at  recent 
levels.  Although  Mexican  wage  rates  are  lower  than  those  in  the  United 
States,  this  wage  disparity  is  offset  by  lower  labor  productivity  rates  and 
higher  costs  for  certain  fertilizers,  chemicals  and  seeds. ^  Additionally, 


*  United  States  International  Trade  Commission,  Potential  Impact  on  the 
U.S.  Economy  and  Selected  Industries  of  the  North  American  Free-Trade 
Agreement .  USITC  Publication  2596,  Jan.  1993. 

^  This  information  is  supported  by  data  from  the  Economic  Research  Service, 
U.S.  Department  of  Agriculture,  Agriculture  in  a  North  American  Free  Trade 
Agreement;  Analysis  of  Liberalizing  Trade  Between  the  United  States  and 
Mexico .  Foreign  Agricultural  Economic  Report  No.  246,  Washington,  DC,  Sept. 
1992. 
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Mexican  producers  are  at  a  disadvantage  relative  to  U.S.  producers  in  packing, 
handling,  and  shipping  fresh  tomatoes. 

Review  of  other  studies 

The  Economic  Research  Service  of  the  U.S.  Department  of  Agriculture 
(ERS)  estimates  that  lower  tariffs  during  the  winter-spring  season  (November 
through  May)  would  prompt  some  increased  fresh  tomato  imports  into  the  United 
States  from  Mexico.^  However,  the  ERS  believes  that  the  increases  in  Mexican 
production  would  come  from  yield  improvements  rather  than  area  expansion.  ERS 
noted  that  in  the  traditional  tomato  growing  areas  of  Baja  California  and 
Sinaloa,  water  salinization  and  rising  water  costs  would  restrict  production 
area  increases.  ERS  also  noted  that  the  area  for  potential  expansion  in 
Central  Mexico  that  could  compete  with  Florida  lacks  the  infrastructure  to 
produce  and  ship  fresh  tomatoes  for  export. 

A  study  by  the  American  Farm  Bureau  Research  Foundation*  concluded  that 
the  removal  of  the  U.S.  tariffs  on  fresh  tomato  imports  (generally  equivalent 
to  less  than  10  percent  ad  valorem)  would  not  be  expected  to  have  a  major 
impact  on  imports.  The  study  indicated  that  tomato  producers  in  Florida  have 
remained  competitive  with  both  vine-ripe  and  mature  green  tomato  producers  in 
Sinaloa  as  a  result  of  a  strong  record  of  productivity  growth  by  Florida 
tomato  growers  and  stagnant  or  declining  yields  in  Mexico,  the  revalxiation  of 
the  peso,  and  the  policy  of  the  Mexican  Government  to  eliminate  agricultural 
input  subsidies,  resulting  in  increased  per  unit  production  and  marketing 


^  Economic  Research  Service,  Agriculture  in  a  Korth  American  Free  Trade 
Agreement .  p.  96. 

^  The  American  Farm  Bureau  Research  Foundation,  NAFTA  Effects  on 
Agriculture.  Vol.  IV:  Fruit  and  Vegetable  Issues.  Park  Ridge,  Illinois,  1991, 
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costs  of  Mexican  fresh  tomatoes.  According  to  the  study,  per  unit  production 
costs  in  Florida  have  been  relatively  stable  since  1987.  The  study  also  noted 
that  rapidly  expanding  fresh  tomato  demand  in  Mexico  will  place  real 
constraints  on  Mexico's  ability  to  increase  tomato  exports  to  the  U.S.  market. 


434 


Chairman  Gibbons.  All  right,  fine.  Thank  you  very  much. 

Well,  all  of  you  have  presented  excellent  testimony  and  sum- 
maries of  your  complete  testimony.  I  think  as  I  listen  to  it,  I  gain 
the  impression  that,  yes,  there  will  be  an  impact  upon  the  United 
States.  That  impact  will  not  be  large  nor  dramatic.  There  will  be 
some  particular  industries  who  are  very  labor  intensive  and  cannot 
perhaps  cope  with  it,  but  the  dislocation  should  be  small,  probably 
a  dislocation  that  is  going  to  take  place  anyway.  There  are  no  real 
great  fears  that  we  have  as  Americans  to  entering  into  this  agree- 
ment. 

Am  I  summarizing  your  statements  correctly? 

Mr.  Acton.  Yes. 

Mr.  Mendelowitz.  That  is  an  excellent  summary. 

Chairman  Gibbons.  Well,  thank  you  very  much.  I  appreciate  it. 

We  go  next  to  the  National  Farmers  Union,  the  Western  Pis- 
tachio Association,  and  to  the  Floral  Trade  Council:  Mr.  Swenson, 
Mr.  Nichols,  and  Mr.  Pruitt. 

All  right.  Mr.  Swenson. 

STATEMENT  OF  LELAND  H.  SWENSON,  NATIONAL  PRESIDENT, 
NATIONAL  FARMERS  UNION 

Mr.  Swenson.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  have 
the  opportunity  to  present  the  position  of  the  250,000  farm,  ranch 
and  rural  families  of  the  National  Farmers  Union  on  the  proposed 
NAFTA  agreement.  And  I  will  enter  the  copy  of  the  testimony  as 
prepared  for  the  record  and  will  try  to  just  summarize. 

National  Farmers  Union  is  a  strong  advocate  of  trade  and  sup- 
ports the  establishment  of  international  rules  and  regulations 
which  enable  fair  trade  of  goods  and  services  in  a  manner  that  pro- 
vides a  fair  return  to  the  producers  and  promotes  environmentally 
sound  production  methods,  and  also  provides  assurances  to  con- 
sumers in  regard  to  the  quality  and  safety  of  food  products. 

We  support  trade  which  advances  the  social  and  economic  struc- 
ture of  all  people  within  the  participating  countries.  But  from  our 
review  of  the  proposed  NAFTA  agreement  and  its  side  agreements, 
it  comes  up,  we  feel,  well  short  of  these  objectives,  and  lacks  many 
safeguards  that  we  feel  are  needed  to  make  it  a  good  trade  agree- 
ment. 

This  agreement  is,  we  feel,  no  more  than  an  investment  agree- 
ment, including  benefits  for  agribusiness,  transnational  corpora- 
tions. It  does  little  to  expand  current  trade  opportunities  for  agri- 
cultural commodities,  and  in  fact  in  some  cases  lessens  trade  op- 
portunity. 

The  proposed  cultural  agreement  between  the  United  States  and 
Mexico  lacks  significant  safeguards  for  producers  and  consumers. 
And  it  is  clear  that  we  did  not  learn  from  the  errors  of  the  Cana- 
dian-United States  trade  agreement,  but  only  expanded  upon  them. 

I  want  to  draw  your  attention,  if  I  may,  to  an  accompanying 
chart  of  our  testimony,  and  it  is  the  chart  A-1,  which  is  drawn 
from  the  Mexican  tariff  schedule.  As  we  look  at  that  chart,  it  shows 
that,  for  example,  in  com,  barley,  wheat,  beans,  milk  and  cheese 
products,  they  have  either  less  access  or  higher  tariffs  or  both  for 
the  immediate  future.  Yet,  the  proposed  agreement  allows  Canada 
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to  maintain  significant  commodity  protection  and  transportation 
assistance. 

On  wheat,  Mexico  has  imposed  a  new  5  percent  addition  to  the 
existing  10  percent  tariff  on  Durum  wheat,  and  imposed  a  new  15 
percent  tariff  on  all  other  wheat  in  exchange  for  the  free 
CONASUPO  license.  Canada,  meanwhile,  will  maintain  its  trans- 
portation system  and  pricing  system  in  marketing  its  wheat  to 
Mexico  as  well  as  to  the  United  States. 

And  I  draw  your  attention,  if  I  could,  to  chart  A-2,  which  shows 
what  has  happened  since  the  implementation  of  the  Canadian 
Free-Trade  Agreement  on  the  exports  from  Canada  of  wheat  and 
durum  wheat  and  even  barley  to  the  United  States.  The  Clinton 
administration  has  announced  Mexico's  eligibility  as  an  export  en- 
hancement program  recipient  for  wheat  to  offset  Canadian  assist- 
ance. Yet,  because  of  inadequate  rules  of  origin,  and  there  are  no 
end-use  certificates,  there  is  no  way  to  ensure  that  the  United 
States  is  not  expending  the  Export  Enhancement  Program  dollars 
to  even  export  Canadian-produced  wheat  to  Mexico  through  the 
United  States. 

In  addition,  the  Mexican-United  States  agreement  removes  one 
of  the  only  tools  of  recourse  in  trade  abuse,  if  trade  abuse  occurs, 
in  giving  up  section  22  of  the  Agricultural  Adjustment  Act.  In  ana- 
lyzing what  has  taken  place  with  certain  commodities  under  the 
Canadian  Free  Trade  Agreement,  even  the  Clinton  administration 
has  now  seen  the  need  to  take  action  in  regard  to  peanuts  and  it 
is  considering  Section  22  action  in  regard  to  wheat. 

And  I  draw  your  attention,  if  I  may,  to  chart  A-3,  which  reports 
an  increase  in  peanut  butter  and  peanut  paste  imports  of  567  per- 
cent from  1989  and  1962,  from  Canada  to  the  United  States  under 
the  Canadian  Free-Trade  Agreement.  And  sugar  product  imports  of 
3,021  percent  from  1989  to  1992.  These  level  of  imports  clearly 
show  the  transshipment  of  commodities  through  Canada. 

Within  the  Mexico-United  States  agreement,  there  is  no  enforce- 
able way  for  the  government  to  intercede  on  behalf  of  producers  if 
flagrant  transshipment  of  commodities  occurs,  nor  to  intercede  if 
import  surges  occur.  Only  in  the  third  side  agreement  does  it  call 
for  a  working  group  to  conduct  consultations  as  to  what  the  im- 
pacts of  such  actions  may  be. 

Another  very  important  safeguard  that  we  feel  is  missing  in  the 
proposed  agreement  is  the  assurance  of  both  quality  and  quantity 
of  border  inspection. 

I  want  to  emphasize  the  reality  of  action  versus  the  wordage  of 
the  agreement.  The  Gk)vernment  Accountability  project  has  docu- 
mented the  problem  with  meat  inspection  under  the  United  States- 
Canadian  Free-Trade  Agreement,  which  has  turned  into  only  pa- 
perwork inspection.  They  have  documented  transshipment  of  Aus- 
tralian beef  through  Canada  which  circumvents  the  import  quota 
and  the  payment  of  tariffs. 

Stronger  safeguards  will  be  critical  between  the  United  States 
and  Mexico  border  to  protect  against  the  spread  of  animal  disease. 
In  1992,  83  percent  of  the  cases  of  bovine  tuberculosis  were  found 
in  Mexican  cattle.  The  number  of  steers  imported  annually  from 
Mexico  has  increased  significantly  and  so  has  the  number  of  cases 
of  bovine  tuberculosis  within  the  United  States.  The  safeguard  is 
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necessary  to  protect  also  the  importation  of  fruits  and  vegetables 
and  grains  produce  using  pesticides  banned  in  the  United  States. 

A  recent  study  by  GAO  pointed  out  that  58  pesticides  and  insec- 
ticides banned  in  the  United  States  may  be  used  in  the  production 
of  fruits  and  vegetables  and  grains  between  Mexico.  These  concerns 
are  important  because  of  the  lack  of  safeguards  in  tracking  prod- 
ucts imported  due  to  no  rules-of-origin  requirement  and  no  end-use 
certificate  requirement. 

As  we  take  a  look  at  the  agreement  and  the  concerns  over  the 
lack  of  safeguards  that  exist  that  impact  agricultural  producers 
and  our  relationship  with  consumers  today,  and  we  take  a  look  at 
some  of  the  studies  of  ultimate  gain  of  which  even  witnesses  people 
have  said  is  reported  to  be  minimal,  we  ask  if  the  ultimate  gain 
of  6  to  9  cents  per  bushel  for  com  projected  by  the  most  optimistic 
NAFTA  supporters  is  worth  the  economic  devastation  of  other  pro- 
ducers of  different  other  commodities  and  their  related  businesses? 

We  believe  it  is  better  to  renegotiate  NAFTA  and  put  in  the  ap- 
propriate safeguards  in  relation  to  agriculture  so  that  we  are  able 
to  expand  trade  in  a  fair  manner  for  agriculture  producers,  con- 
sumers, workers,  the  environment  and  the  economies  of  all  coun- 
tries involved. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  LELAND  SWENSON,  PRESIDENT  OF  THE  NATIONAL  FARMERS 
UNION.   PRESENTED  TO  THE  TRADE  SUBCOMMITTEE  OF  THE  HOUSE  WAYS  AND 
MEANS  COMMITTEE.   SEPTEMBER  21,  1993 

Thank  you  for  the  opportunity  to  present  the  position  of  the 
250,000  farm  ranch  and  rural  families  of  the  NFU  on  the  proposed 
NAFTA.   Last  week  approximately  250  of  our  members  traveled  to 
Washington  D.C.,  at  their  own  expense,  to  discuss  their  concerns 
on  NAFTA  with  all  the  members  of  Congress.   Our  farm  delegates 
were  surprised  when  some  Members  of  Congress  stated  that  they 
were  unaware  of  farm  opposition  to  NAFTA. 

Today,  I  wish  to  emphasize  our  message  —  NOT  THIS  NAFTA! 

A  question  often  asked  is  whether  organizations  who  oppose  the 
current  agreement  could  support  any  trade  agreement.   The  answer 
is  yes.   National  Farmers  Union  is  a  strong  advocate  of  trade. 
We  support  the  establishment  of  international  rules  and 
regulations  which  enable  the  fair  trade  of  goods  and  services  in 
a  manner  that  provides  a  fair  return  to  the  producer  and  promotes 
environmentally  sound  production  methods. 

However,  we  do  not  believe  it  is  necessary  nor  beneficial  to 
accept  an  agreement  which  trashes  the  social,  economic  and 
environmental  gains  we  have  achieved,  all  in  the  name  of  free 
trade. 

In  previous  testimony,  we  have  gone  on  record  in  support  of  the 
resolutions  passed  by  Congress  which  set  forth  certain  guiding 
principles  that  must  be  met  by  U.S.  trade  agreements.   Last  fall, 
NAFTA  was  announced  and  many,  including  Majority  Leader  Richard 
Gephardt,  pointed  out  that  it  did  not  meet  the  standards,  and 
must  be  renegotiated.   Others,  including  President  Clinton,  took 
the  position  that  there  were  problems,  but  that  points  of  concern 
could  be  addressed  with  the  addition  of  side  agreements. 

Now  we  have  read  the  side  agreements  and  our  earlier  concerns 
remain  valid.   Our  analysis  of  the  proposed  agreement  shows  that 
NAFTA  will  be  a  giant  step  backward,  not  only  for  our  friends 
with  labor  and  environmental  concerns,  but  specifically  for  North 
American  farmers.   Today  I  intend  to  point  out  the  inequities  and 
lack  of  safeguards  for  agriculture  in  the  proposed  NAFTA. 

Our  concerns  fall  under  4  general  categories,  which  will  affect 
our  members  not  only  as  family  farmers,  but  as  consumers  and 
taxpayers  as  well. 

1.  Food  safety  -  including  inadequate  inspection,  the  use  of 
banned  chemicals,  meat  inspection  problems  under  the  CFTA,  and 
animal  disease. 

2 .  Displacement  of  our  markets  for  commodities  -  caused  by 
transshipment  concerns,  the  accession  clause,  and  inadequate 
country  of  origin  provisions. 

3.  Loss  of  means  for  redress  against  trade  violations  - 

including  the  loss  of  Section  22. 

4.   Loss  of  farm  income  -  including  the  loss  of  off-farm 

employment  opportunities. 

Failure  to  add  safeguards  to  address  these  areas  will  result  in  a 
loss  of  farmers,  not  only  in  our  country,  but  in  Mexico  and 
Canada  as  well.   The  lack  of  safeguards  carries  over  into  the 
concern  of  environmental  abuse  in  Mexico  as  livestock  feedlot 
expansion  occurs,  dairy  factories  increase  in  number,  large  fruit 
and  vegetable  producers  move  south  of  the  border.  In  addition, 
the  NAFTA  lacks  safeguards  to  protect  children  and  other  workers 
from  exploitation. 
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I.   Food  Safety 

Many  take  it  for  granted  that  all  we  have  to  do  is  go  to  the 
grocery  store,  where  we  choose  from  the  freshest  fruit,  a  large 
selection  of  attractively  packaged  meat  and  all  types  of  dairy 
products.   Will  this  change  with  NAFTA?   We  believe  it  will. 
Suppose  USDA  and  EPA  suddenly  decided  that  chemicals  which  had 
previously  been  banned  on  food  for  human  consumption  were  now 
okay  for  use  —  not  because  the  danger  had  lessened,  but  because 
they  were  convenient  to  use.   Suppose  they  further  decided  that 
dairy  farmers  should  be  able  to  stretch  their  production  by 
adding  water  and  vegetable  oil  to  milk?   Suppose  they  decided  to 
forego  inspection  of  meat  plants,  or  to  change  current 
regulations  which  prohibit  the  sale  of  meat  contaminated  with 
feces  and  urine? 

No  one  would  agree  to  these  changes,  and  yet  it  has  been 
documented  that  these  problems  currently  exist  with  imports  and 
will  be  exacerbated  if  we  step  up  trade  without  addressing  them. 
When  confronted  with  these  problems,  free-traders  often  respond 
that  a  trade  agreement  is  not  the  proper  forum.   This  ignores  the 
reality  that  behavior  is  tied  to  profit.   There  is  clearly  a 
financial  incentive  not  to  comply  with  restrictions.   If  at  the 
same  time,  there  is  no  reason  to  comply  with  standards,  i.e.,  no 
trade  sanctions,  then  laws  on  food  safety,  as  well  as  worker 
safety  and  environmental  protection  will  be  ignored. 

An  important  safeguard  that  is  missing  is  the  assurance  of  both 
the  quality  and  quantity  of  border  inspections  for  commodities 
traded. 

The  Government  Accountability  Project  (GAP)  has  documented  the 
problem  with  meat  inspection  under  the  U.S. /Canada  Free  Trade 
Agreement.   Under  the  CFTA,  meat  inspection  has  turned  into 
paperwork  inspection. 

GAP  has  also  documented  the  problem  of  trans-shipment.   Under  the 
CFTA,  Australian  beef  is  shipped  into  Canada  and  then  comes  into 
the  U.S.  as  Canadian  beef.   Because  it  is  not  produced  in  Canada 
or  sold  for  Canadian  consumption,  it  is  not  inspected  in  Canada. 
At  the  same  time,  because  it  comes  over  the  U.S.  border  as 
Canadian  beef,  it  is  not  inspected  as  Australian  beef,  nor  does 
it  apply  toward  the  import  quotas  and  tariffs  normally  applied  to 
Australian  beef. 

What  then,  are  the  implications  for  the  U.S. /Mexican  border? 

If  current  inspection  under  the  Canadian/US  agreement  is  any 
indication,  and  we  believe  it  is,  then  the  process  would  better 
be  labeled  a  paper  certification  inspection.   We  clearly  have 
stronger  inspections  between  states  and  within  our  marketing 
structure  and  processing  system  than  exist  at  either  our  Canadian 
or  the  Mexican  borders.   In  the  absence  of  strong  corrective 
measures,  we  believe  the  problem  will  become  even  worse  as  trade 
is  increased. 

Safeguards  are  also  needed  to  protect  against  the  spread  of 
animal  disease,  which  could  have  disastrous  consequences.   GAP 
reports  that  since  1982,  the  number  of  steers  imported  annually 
from  Mexico  has  quadrupled,  and  so  has  the  incidence  of  TB  in 
cattle.   In  1992,  83  percent  of  the  cases  of  Bovine  TB  were  found 
in  Mexican  cattle.   Bovine  tuberculosis  is  more  than  a  disaster 
for  cattle  producers  --  it  can  also  cause  TB  in  humans.   Yet,  a 
USDA  veterinarian  has  testified  that  he  was  ordered  to  release 
for  human  consumption  a  beef  carcass  with  laboratory  confirmed 
evidence  of  TB  lesions. 

Food  safety  and  human  health  will  also  be  jeopardized  if  imports 
produced  with  banned  or  restricted  pesticides  are  allowed  to  come 
up  across  the  border.   GAO  found  58  pesticides  which  could  not  be 
used  in  the  U.S.,  but  which  are  allowed  in  Mexico.   Clearly, 
pesticides  not  safe  for  use  within  the  United  States  are  also  not 
safe  if  they  are  introduced  into  the  food  supply  via  imports. 
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II.   Loss  of  U.S.  Market  Access 

The  NAFTA  is  supposed  to  increase  our  market  access.   Yet  in  some 
instances,  it  actually  decreases  market  access,  by  adding  new 
tariffs  and  restricting  many  existing  markets.   Corn,  barley, 
wheat,  beans,  milk,  and  cheese  products  have  either  less  access 
or  higher  tariffs,  or  both  for  the  immediate  future.   Yet  the 
agreement  allows  Canada  to  maintain  significant  commodity 
protection  and  transportation  assistance. 

In  documenting  our  case,  I  draw  your  attention  to  the 
accompanying  chart  A-1,  drawn  from  the  Mexican  tariff  schedule. 
In  the  case  of  dry  edible  beans,  between  1989  and  1991,  the  U.S. 
average  annual  export  volume  of  beans  to  Mexico  pursuant  to 
CONASUPO  license,  was  90,276  metric  tons  with  no  tariff.   NAFTA 
cuts  our  tariff-free  access  from  over  90,000  metric  tons  to 
50,000  metric  tons.   Sales  over  that  amount  have  a  tariff  of  139 
percent,  but  not  less  than  $480  a  ton. 

This  new  tariff  will  come  down  slowly  over  15  years  and  the  quota 
will  increase  by  3  percent  a  year  over  15  years. 

The  situation  we  believe  gives  China  the  advantage  to  export  more 
beans  to  Mexico  as  they  continue  to  operate  under  the  old 
CONASUPO  licensing  system  with  no  tariffs! 

On  wheat,  Mexico  has  imposed  a  new  5  percent  addition  to  the 
existing  10  percent  tariff  on  durum  wheat,  and  imposed  a  new  15 
percent  tariff  on  all  other  wheat,  in  exchange  for  the  free 
CONASUPO  license. 

Canada,  meanwhile,  will  maintain  its  transportation  assistance  in 
marketing  its  wheat  to  Mexico,  as  well  as  the  United  States.   The 
attached  chart  A-2  shows  the  increase  in  durum,  all  wheat,  and 
barley  to  the  U.S.  from  Canada  since  the  implementation  of  the 
Canadian  Free  Trade  Agreement. 

Charts  A-2  and  A-3  clearly  document  the  increased  import  levels 
from  Canada  since  the  implementation  of  the  Canadian  Free  Trade 
Agreement  in  peanut  products,  sugar  products,  beef  and  beef 
products,  pork,  wheat,  and  barley,  and  clearly  demonstrate  the 
need  to  correct  these  inequities.   There  is  no  reason  to  believe 
that  such  activities  will  not  occur  under  the  Mexican/U.S. 
agreement  at  an  even  greater  level  and  quantity  base. 

This  year  the  United  States  made  a  significant  investment  in 
using  the  Export  Enhancement  Program  (EEP)  to  allow  us  to  compete 
favorably  with  Canada  on  wheat  sales  to  Mexico.   Yet,  because 
there  are  inadequate  rules  of  origin,  the  is  no  way  to  ensure 
that  the  United  States  is  not  expending  EEP  dollars  to  export 
Canadian  produced  wheat!   If  we  further  open  our  borders  without 
correcting  this  problem,  what  other  countries  will  send  us 
commodities  to  be  exported  with  our  EEP  funding? 

We  are  also  concerned  that  NAFTA  may  jeopardize  our  ability  to 
continue  use  of  the  Dairy  Export  Enhancement  Program  (DEEP)  on 
sales  of  milk  to  Mexico. 

III.   Loss  of  Ability  to  Address  Trade  Inequities 

The  U.S.  eliminates  restrictions  on  access  to  its  market 
immediately,  as  well  as  removes  the  only  tool  of  recourse  if 
trade  abuse  occurs,  in  giving  up  Section  22  in  our  agreement  with 
Mexico.   Section  22  of  the  Agriculture  Adjustment  Act  of  1933 
allows  the  Secretary  of  Agriculture  and  the  President  to  take 
immediate  action  if  they  believe  a  condition  exists  requiring 
emergency  treatment. 

In  analyzing  what  has  taken  place  with  certain  commodities  under 
the  Canadian/U.S.  Free  Trade  Agreement,  the  Clinton 
Administration  has  now  seen  the  need  to  take  and  consider  Section 
22  action.   The  accompanying  chart  A-3  reports  the  increase  in 
peanut  butter  and  peanut  paste  at  567  percent  from  1989  to  1992 
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and  an  increase  of  3021  percent  in  sugar  products  from  1989  to 
1992. 

Chart  A-2,  referred  to  previously,  clearly  shows  the  import  surge 
of  durum,  barley,  and  all  wheat  that  has  occurred  from  Canada 
since  the  implementation  of  the  Canadian  Free  Trade  Agreement. 
The  only  tool  available  to  the  Administration  to  respond  to  the 
detrimental  trade  action  is  Section  22. 

The  only  other  option  for  impacted  producers  of  a  particular 
commodity  is  to  file  a  complaint  through  a  binational  panel,  at  a 
cost  per  case  of  several  hundred  thousand  dollars. 

Within  the  Mexico/U.S.  agreement, there  is  no  enforceable  way  for 
the  U.S.  government  to  intercede  on  behalf  of  producers  if 
flagrant  trans-shipment  of  commodities  occur,  nor  to  intercede  if 
import  surges  occur. 

lY^ Loss  of  Farm  Income 

Some  may  characterize  NAFTA  as  a  method  of  redistributing  the 
wealth.   We  believe  farmers  in  both  the  United  States  and  Mexico 
will  be  the  donors. 

Free  trade  proponents  like  to  cite  a  recent  study  claiming  that 
corn  prices  may  increase  by  $.06  per  bushel  under  NAFTA.   It  is 
worth  noting  that  this  study  does  not  make  any  claims  of  gains 
for  any  other  U.S.  agriculture  commodities.   We  also  point  out 
that  the  $.06  for  our  farmers  comes  at  the  expense  of  an 
estimated  3  million  Mexican  corn  farmers  who  will  lose  their 
farms,  jobs,  and  homes  when  their  prices  are  cut  by  one  half. 

One  of  the  biggest  threats  to  U.S.  farm  income  under  the  NAFTA  is 
the  loss  of  Section  22,  which  allows  us  the  ability  to  stabilize 
our  domestic  food  supply.   Currently  used  for  dairy,  sugar, 
peanuts,  and  cotton.  Section  22  is  available  and  has  been  used 
for  many  other  commodities,  including  wheat,  barley,  rye,  oats, 
and  others.   NAFTA  eliminates  our  import  controls  in  favor  of 
tariffs,  which  are  then  phased  out,  over  periods  of  5,  10,  and  15 
years. 

The  loss  of  import  controls,  coupled  with  the  problems  caused  by 
inadequate  rules  of  origin  and  trans-shipment,  combine  to  produce 
a  serious  threat  to  producer  income  and  will  also  negatively 
impact  U.S.  taxpayers. 

The  problem  becomes  even  worse  when  one  considers  that  NAFTA 
provides  an  incentive  for  farms  to  be  moved  south  of  the  border, 
due  to  cheaper  labor  and  land,  and  lack  of  enforcement  regarding 
environmental  restrictions.   Family  farmers  do  not  have  the 
incentive  to  move.   However,  agribusiness  does. 

A  Texas  dairy  farmer  compared  his  costs  of  production  to  those  of 
a  Mexican  counterpart.   The  Texan  paid  his  workers  $4  0  a  day, 
along  with  social  security  and  workmen's  compensation.   His  land 
costs  were  higher,  his  fuel  costs  were  higher,  and  his 
environmental  restrictions  more  severe.   His  Mexican  friend  paid 
his  workers  $3.00  a  day,  with  no  benefits,  and  paid  less  for  the 
chemicals  and  pesticides  he  used  on  his  farm.   The  result  was  no 
surprise.   The  Mexican  farmer  had  a  much  higher  profit  margin. 

The  projected  loss  of  jobs  is  often  cited  by  labor  unions.   This 
loss  is  also  serious  for  farm  families,  since  off-farm  income  is 
often  the  source  of  cash  flow  that  provides  day  to  day  living 
expenses  for  our  members.   When  off-farm  income  is  separated  out 
from  farm  income,  USDA  figures  reveal  that  the  average  annual 
farm  net  income  is  less  than  $4,000  per  year! 

Conclusion 

Some  tell  us  that  the  decline  of  the  American  farm  family  is 
inevitable.   If  the  United  States  continues  to  accept  agreements 
such  as  the  NAFTA,  we  will  seal  this  fate. 
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Chairman  Gibbons.  Thank  you. 

Before  you  began,  Mr.  Swenson,  I  think,  didn't  you  start  your 
statement  saying  that  you  all  had  supported  trade  agreements? 

Mr.  Swenson.  Absolutely. 

Chairman  Gibbons.  I  can't  think  of  one  since  Smoot-Hawley  you 
all  supported.  I  have  been  here  31  years  and  you  never  supported 
one  since  I  have  been  here. 

Mr.  Swenson.  Well,  since  I  have  been  President,  that  has  only 
been  since  1988,  we  have  been  in  consultation  with  the  trade  office 
in  trying  to  enhsince  and  improve  the  trade  negotiations  that  have 
taken  place  both  within  the  GATTs  as  well  as  within  the  NAFTA 
agreement. 

Chairman  Gibbons.  Well,  as  I  say,  I  can't  remember  one  since 
Smoot-Hawley  that  you  all  supported.  I  just  wanted  to  make  my 
statement  and  you  can  make  any  other  statement  you  want  to.  But 
that  is  the  way  I  remember  it. 

OK  Mr.  Nichols. 

STATEMENT  OF  CHUCK  NICHOLS,  CHAIRMAN,  CALIFORNIA 
PISTACHIO  COMMISSION,  ON  BEHALF  OF  THE  WESTERN  PIS- 
TACHIO ASSOCIATION 

Mr.  Nichols.  Mr.  Chairman,  good  afternoon  and  thank  you  for 
holding  this  important  hearing.  My  name  is  Chuck  Nichols.  I  am 
chairman  of  the  California  Pistachio  Commission  and  a  full-time 
farmer. 

I  am  here  today  representing  the  Western  Pistachio  Association. 
The  WPA  represents  growers,  processors  and  shippers  of  the  U.S. 
pistachio  industry.  The  purpose  of  my  appearance  here  today  is  to 
express  support  for  the  immediate  implementation  of  NAFTA. 

Before  commenting  on  NAFTA,  it  would  be  beneficial  to  under- 
stand a  little  bit  more  about  our  domestic  industry.  The  U.S.  pis- 
tachio industry  is  relatively  young.  There  are  approximately  550 
growers  in  the  United  States,  farming  approximately  65,000  acres 
of  pistachios  in  California,  Arizona,  Nevada,  New  Mexico,  and 
Texas.  Our  industry  has  grown  from  nearly  zero  value  in  1975  to 
some  135  to  155  million  in  1992. 

As  an  example  of  that  growth,  I  would  like  to  submit  to  the 
Chairman  this  small  package  of  pistachios. 

Chairman  GiBBONS.  Oh,  good. 

Mr.  Nichols.  They  are  much  better  than  Pringles  for  your  pleas- 
ure. 

Chairman  Gibbons.  And  they  are  for  the  Chairman;  is  that 
right? 

Mr.  Nichols.  They  are  for  the  Chairman. 

The  future  of  the  U.S.  pistachio  lies  in  continued  development 
and  expansion  of  our  export  markets.  Exports  represent  over  30 
percent  of  industry  shipments.  This  figure  was  nearly  zero  in  1986, 
and  has  been  growing  consistently  every  year. 

We  expect  to  be  exporting  as  much  as  50  percent  of  our  product 
within  the  next  10  years.  Opening  of  the  Mexican  market,  through 
NAFTA,  will  significantly  increase  current  export  levels. 

The  United  States  pistachio  industry  will  benefit  greatly  from 
NAFTA.  The  tariff  on  United  States  Pistachios  will  fall  imme- 
diately to  zero  from  20  percent  upon  the  effective  date  of  the  agree- 
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ment,  making  United  States  pistachios  more  competitive  in  the 
Mexican  market.  The  current  United  States  tariff  on  pistachios 
from  Mexico  is  nearly  zero. 

At  the  same  time,  Mexico's  tariff  on  other  nation's  pistachios  will 
remain  at  20  percent.  More  specifically,  Mexico  will  continue  to  col- 
lect a  20  percent  duty  on  pistachios  imported  from  the  United 
States  industry's  largest  competitor,  Iran. 

It  is  important  we  talk  about  Iran,  because  the  United  States  in- 
dustry has  been  successful  in  illustrating  the  fact  that  Iranian  pis- 
tachios are  heavily  subsidized  by  the  Iranian  government.  NAFTA 
will  help  create  a  market  in  Mexico  which  will  assist  United  States 
pistachios  to  create  with  Iran  on  price  and  not  solely  on  superior 
quality  of  our  nuts. 

Last  year,  the  United  States  industry  exported  approximately  6 
million  pounds  of  pistachios  to  Canada,  and  just  over  a  quarter 
million  pounds  to  Mexico.  We  believe  NAFTA  will  provide  opportu- 
nities in  Mexico  similar  to  those  in  the  Canadian  market. 

Mexico's  population  is  over  three  times  the  size  of  Canada's,  and 
we  see  no  reason  why  United  States  pistachio  exports  to  Mexico 
cannot  reach  and  exceed  the  6  million  pound  level  once  this  market 
has  been  further  developed. 

Development  of  a  $15  million  annual  pistachio  market  or  7  mil- 
lion pounds  at  $2.20  per  pound  plant  gate  value,  translates  roughly 
to  a  $56  million  economic  impact  for  pistachio-producing  States. 

Additionally,  there  is  the  potential  to  create  625  to  850  new  jobs 
both  on  and  off  the  farm  as  this  market  develops.  These  numbers 
are  not  my  creation.  They  are  taken  from  a  1992  study  conducted 
last  year  by  the  University  of  California. 

We  foresee  farmers  planting  an  additional  4,000  acres  of  or- 
chards to  meet  the  expected  increase  in  exports.  At  $10,000  an  acre 
for  pistachios,  that  is  an  additional  $40  million  in  economic  activ- 
ity. Construction  of  new  plants  and  facilities  will  put  people  to 
work  in  nonagricultural  industries  as  well. 

In  all,  we  believe  NAFTA  will  create  700  jobs,  $56  million  annu- 
ally in  community  economic  growth,  and  $40  million  in  grove  ex- 
pansion. 

Although  the  pistachio  industry  is  relatively  small  compared  to 
other  U.S.  industries,  you  can  see  how  far  the  ripple  effect  extends 
to  these  other  industries.  This  growth  will  be  a  tremendous  boost 
to  communities  which  have  been  the  hardest  hit  in  this  recent  busi- 
ness downturn.  We  cannot  afford  to  pass  up  on  this  tremendous  op- 
portunity before  us. 

The  domestic  pistachio  industry  urges  Members  of  the  sub- 
committee and  Congress  to  act  quickly  to  pass  implementing  legis- 
lation in  time  for  the  proposed  date  of  implementation,  January  1, 
1994.  NAFTA  will  be  a  boost  to  our  economy  and  a  defeat  will  only 
further  set  the  economy  back. 

A  vast  majority  of  studies  on  NAFTA's  impact  see  it  as  a  boon 
to  the  economies  of  Mexico,  Canada,  and  the  United  States.  Most 
see  this  accord  is  a  precursor  to  an  even  more  powerful  free  trade 
zone  including  other  countries  in  Central  and  South  America. 

It  would  be  ironic  for  the  United  States,  the  greatest  economy  in 
the  world,  to  maintain  barriers  to  trade.  We  must  move  to  remove 
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the  tariff  and  non-tariff  barriers  that  Mexico  has  in  place  against 
United  States  trade. 

Thank  you  again  for  your  time,  Mr.  Chairman,  and  I  appreciate 
the  opportunity  to  address  the  subcommittee  today. 

[The  prepared  statement  follows:] 
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Introduction 

Mr.  Chairman,  good  morning,  and  thank  you  for  holding  this 
important  hearing  today. 

My  name  is  Chuck  Nichols,  and  I  am  Chairman  of  the  California 
Pistachio  Commission.   I  am  here  today  representing  the  Western 
Pistachio  Association  (WPA) .   WPA  represents  growers,  processors, 
and  shippers  in  the  U.S.  pistachio  industry.   WPA  is  composed  of 
members  from  16  states  and  serves  to  ensure  the  economic  vitality 
and  growth  of  the  entire  U.S.  industry. 

History  of  the  Western  Pistachio  Association  (WPA) 

In  1973,  the  California  Pistachio  Association  was  formed  to  meet 
research  needs  for  the  fledgling  industry.   The  Association's 
duties  would  ultimately  include  the  development  and 
implementation  of  marketing  strategies  and  representation  of 
industry  issues  in  Washington. 

The  Association  reorganized  in  1989  to  become  the  Western 
Pistachio  Association  to  accommodate  members  from  Arizona,  New 
Mexico,  Nevada,  Texas,  and  Utah. 

History  of  the  California  Pistachio  Commission  (CPC) 

In  1979,  the  California  State  Legislature  passed  legislation 
authorizing  a  grower  referendum  to  approve  a  California  Pistachio 
Commission.   In  1981  85%  of  the  eligible  producers  voted 
overwhelmingly  (95%)  in  support  of  the  creation  of  the 
Commission. 

The  Commission  has  been  extremely  successful  in  opening  new 
markets,  particularly  in  Asia,  to  U.S.  pistachios.   CPC  has  begun 
to  focus  attention  on  markets  in  Europe  which  have  historically 
purchased  pistachios  from  Iran.   Our  promotions  have  illustrated 
the  superior  quality  of  U.S.  pistachios  over  those  of  our 
competitors,  and  we  have  begun  to  make  significant  in-roads  in 
these  markets. 

CPC  will  play  an  important  role  in  further  developing  the  Mexican 
market. 

CPC  also  assists  the  industry  in  our  research  activities.   Each 
year,  the  Commission  funds  over  $250,000  in  research  directed  at 
problems  facing  our  industry.   We  are  currently  conducting 
studies  on  aflatoxin,  bulk  harvesting,  reducing  pesticide  use  and 
improved  storage.   As  a  relatively  new  commodity,  there  remain 
many  unanswered  questions,  and  CPC  is  helping  provide  the 
answers. 

CPC  and  WPA  form  an  important  coalition  in  the  development  and 
promotion  of  our  industry. 
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D.S.  Pistachio  Industry 

The  purpose  of  my  appearance  today  is  to  express  support  for  the 
immediate  implementation  of  the  North  American  Free  Trade 
Agreement  (NAFTA) .   Before  commenting  on  NAFTA,  it  would  be 
beneficial  to  understand  our  domestic  pistachio  industry. 

The  U.S.  pistachio  industry  is  relatively  young.   While 
pistachios  were  first  planted  in  California  in  the  1880s, 
pistachios  were  not  commercially  harvested  until  the  1970s,  and 
the  first  significant  crop  was  not  produced  until  1976.   Since 
that  time,  the  pistachio  industry  has  expanded  to  include 
significant  orchards  in  Arizona,  Nevada,  New  Mexico,  and  Utah. 
And  recently,  growers  have  experimented  with  orchards  in  Texas. 
There  are  approximately  550  pistachio  growers  in  the  U.S., 
farming  approximately  65,000  acres  of  orchard,  55,000  of  that 
acreage  is  currently  of  bearing  age.   Our  industry  has  grown  from 
almost  zero  farm  gate  revenue  in  1975  to  some  $135  million  to 
$155  million  in  1992. 

The  future  of  the  U.S.  pistachio  industry  lies  in  the  continued 
development  and  expansion  of  our  export  markets.   The  U.S. 
industry  met  domestic  demand  in  1986,  and  since  that  time,  the 
development  of  export  markets  has  played  an  increasingly 
important  role.   U.S.  exports  represent  over  30%  of  all  industry 
shipments,  and  this  figure  has  been  growing  consistently  each 
year.   We  expect  to  be  exporting  as  much  as  50%  of  our  domestic 
product  within  the  next  10  years.   The  opening  of  the  Mexican 
market,  through  NAFTA,  will  significantly  increase  current  export 
levels. 

NAFTA  is  a  Win-Win  Situation  for  the  D.S.  Pistachio  Industry 

The  U.S.  pistachio  industry  will  benefit  greatly  from  NAFTA.   The 
tariff  on  U.S.  pistachios  will  fall  to  zero  from  20%  immediately 
upon  the  effective  date  of  the  agreement,  making  U.S.  pistachios 
even  more  competitive  in  the  Mexican  market.   The  current  U.S. 
tariff  on  pistachios  from  Mexico  is  almost  zero. 

At  the  same  time,  the  tariff  on  other  nations'  pistachios  will 
remain  at  20%.   More  specifically,  Mexico  will  continue  to 
collect  a  20%  duty  on  pistachios  imported  from  the  U.S. 
industry's  largest  competitor  -  Iran. 

The  U.S.  pistachio  industry  has  been  successful  in  illustrating 
the  fact  that  Iranian  pistachios  are  significantly  subsidized  by 
the  Iranian  government.   Due  to  the  large  subsidy  enjoyed  by 
Iranian  growers,  the  International  Trade  Administration  granted  a 
countervailing  duty  charge  on  Iranian  pistachios  of  approximately 
300%.   NAFTA  will  finally  help  create  a  market  which  will  assist 
U.S.  pistachios  to  compete  with  Iran  on  price  and  not  solely  rely 
on  the  superior  quality  of  our  nut. 

Mexican  Market 

Last  year,  the  U.S  industry  exported  approximately  6  million 
pounds  of  in-shell  pistachios  to  Canada  and  just  over  250,000 
pounds  to  Mexico.   We  believe  NAFTA  will  provide  opportunities 
similar  to  those  in  the  Canadian  market  in  Mexico.   Mexico's 
population  is  over  3  times  the  size  of  Canada's,  and  we  see  no 
reason  why  U.S.  pistachio  exports  to  Mexico  cannot  reach  and 
exceed  the  6  million  pound  level  once  this  market  has  been 
further  developed. 

Also,  I  think  it  is  important  to  point  out  that  Mexico  has  a  much 
higher  rate  of  growth  as  compared  to  Canada  in  terms  of  gross 
domestic  product  (GDP)  and  population.   The  pistachio  industry 
believes  that  these  two  factors  combined  will  lead  to  a  sustained 
growth  for  U.S.  pistachios  in  the  Mexican  market. 
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NAFTA  Will  Lead  to  Increased  Investment  and  Job3  In  Our  Industry 

Since  Mexico  reduced  tariffs  in  1986,  the  U.S.  has  transformed  a 
$5.7  billion  trade  deficit  with  Mexico  into  a  $5.4  billion  trade 
surplus;  and  with  the  passage  of  NAFTA,  this  surplus  is  only 
expected  to  increase  as  tariffs  are  phased-out  over  the  next  15 
years. 

U.S.  pistachio  fanners  have  made  a  significant  investment  in 
their  orchards.   Current  costs  exceed  $10,000  per  acre,  and  a 
marketable  harvest  often  does  not  occur  for  5  to  7  years. 
Growers  will  view  the  potential  for  increased  exports  and  the 
prospect  of  an  improved  economy  as  an  opportunity  to  expand  and 
increase  investment. 

Development  of  a  $15  million  annual  pistachio  market  in  Mexico,  7 
million  pounds  at  $2.20/pound  plant  gate  value,  translates 
roughly  to  a  $56  million  economic  impact  for  pistachio  producing 
states.  Additionally,  there  is  the  potential  to  create  625  to  850 
new  jobs  both  on  and  off  the  farm  as  this  market  increases. 
These  numbers  are  not  my  creation,  they  are  taken  from  a  1992 
study  conducted  last  year  by  the  University  of  California. 

We  also  foresee  farmers  planting  an  additional  4,000  acres  of 
orchards  to  meet  the  expected  increase  in  exports.   At  $10,000  an 
acre,  that's  an  additional  $40  million  in  economic  activity.   We 
also  know  our  current  processing  capacity  is  not  enough  to  meet 
the  new  production  demands.   Construction  of  new  plants  and 
facilities  will  put  people  to  work  in  non-agriculture  related 
jobs.   In  all,  we  believe  NAFTA  will  create  700  jobs,  $56  million 
annually  in  community  economic  growth,  and  $40  million  in  grove 
expansion. 

Although  the  pistachio  industry  is  relatively  small  compared  to 
other  U.S.  industries,  you  can  see  how  far  the  ripple  effect 
reaches.   This  growth  will  be  a  tremendous  boost  to  communities 
which  have  been  the  hardest  hit  in  this  business  downturn.   We 
cannot  afford  to  pass  up  on  this  tremendous  opportunity  before 
us. 

Conclusion 

The  domestic  pistachio  industry  urges  members  of  the  Subcommittee 
and  Congress  to  act  quickly  to  pass  implementing  legislation  in 
time  for  the  proposed  date  of  implementation  -  January  1,  1994. 
NAFTA  will  be  a  boost  to  our  economy  and  a  defeat  will  only 
further  set  it  back.   The  vast  majority  of  studies  on  NAFTA's 
impact  see  it  as  a  boon  to  the  economies  of  Mexico,  Canada,  and 
the  U.S.   Further,  most  see  this  accord  as  the  precursor  to  an 
even  more  powerful  free  trade  zone  including  other  countries  in 
Central  and  South  America. 

It  would  be  ironic  for  the  U.S.,  the  greatest  economy  in  the 
world,  to  maintain  barriers  to  trade.   We  must  move  to  remove 
tariff  and  nontariff  barriers  that  Mexico  has  in  place  against 
U.S.  trade. 

Thank  you  again  for  your  time,  Mr.  Chairman,  and  I  appreciate 
having  the  opportunity  to  address  the  Subcommittee  today. 
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Chairman  Gibbons.  Thank  you,  Mr,  Nichols.  And  let  me  say  that 
your  California  delegation,  particularly  those  in  the  area  in  which 
you  grow  pistachios,  have  been  vigorous  supporters  of  pistachios. 
There  is  not  a  member  of  this  committee  that  doesn't  know  the 
California  pistachio  story.  So  I  am  sorry  that  Mr,  Thomas  probably 
is  on  the  floor  with  this  vote,  but  he  has  been  one  on  the  forefront 
of  that. 

And,  Mr.  Pruitt,  we  will  go  to  you.  And  let  me  say,  while  Mr. 
Nichols  was  talking,  the  bells  went  off  again  and  they  are  calling 
for  me  over  there. 

Did  you  get  the  roll  call  in? 

Mr,  Thomas.  That  is  where  I  went. 

Chairman  GIBBONS,  I  will  slip  out  and  let  Mr.  Thomas  do  this. 
The  bells  are  getting  close, 

STATEMENT  OF  DAVID  L.  PRUITT,  CHAIRMAN  OF  THE  BOARD, 
CALIFORNIA  CUT  FLOWER  COMMISSION,  ON  BEHALF  OF 
THE  FLORAL  TRADE  COUNCIL 

Mr,  Pruitt,  Thank  you,  Mr,  Chairman.  I  am  Dave  Pruitt,  chair- 
man of  the  board  of  directors  of  the  California  Cut  Flower  Commis- 
sion, and  owner  and  general  manager  of  Sea  Coast  Greenhouses  in 
Leucadia,  CA.  Today  I  am  speaking  on  behalf  of  the  commission  as 
well  as  the  Floral  Trade  Council,  located  in  Michigan.  We  are 
pleased  to  present  this  testimony  in  response  to  the  subcommittee's 
request  for  comments  on  the  potential  impact  of  the  NAFTA. 

California  has  approximately  600  family-operated  growers  pro- 
ducing a  wholesale  revenue  of  $400  million  annually  and  produces 
60  percent  of  the  United  States  floral  products.  Due  to  their  prox- 
imity, California  and  other  southwestern  States  are  expected  to  be 
affected  by  NAFTA  to  a  greater  degree  than  growers  in  other  parts 
of  the  country.  Whatever  NAFTA  may  do  for  other  industries,  how- 
ever, NAFTA  does  not  level  the  playing  field  for  United  States 
fresh  cut  flower  growers. 

Mexican  growers  continue  to  have  three  major  artificial  competi- 
tive advantages  over  United  States  growers:  first,  lower  wage  rates; 
second,  lower  pesticide  costs;  and  third,  fewer  royalty  payments. 
The  disparity  in  labor  rates  in  Mexico  and  the  United  States  will 
provide  Mexico  with  a  distinct  artificial  competitive  advantage. 

Labor  is  the  principal  input  into  the  production  of  fresh  cut  flow- 
ers and  is  thus  estimated  to  account  for  40  percent  of  production 
costs.  The  higher  U.S.  wages,  however,  are  not  offset  by  increased 
U,S,  productivity.  As  much  as  90  percent  of  all  greenhouse  work  is 
not  suitable  for  mechanization. 

Therefore,  we  request  that  the  Mexican  and  United  States  wage 
rates  and  labor  productivity  be  targeted  for  study  under  the  North 
American  agreement  on  labor  cooperation,  in  order  to  reduce  the 
gap  on  wage  rates  and  benefits. 

More  importantly.  Congress  should  address  the  issue  of  pesticide 
use  in  Mexican  flower  production,  California  growers  are  subject  to 
the  most  restrictive  environmental  regulations  in  the  country,  and 
therefore  have  the  highest  pesticide  costs.  In  contrast,  Mexican 
growers  can  use  more  effective,  yet  extremely  toxic  pesticides. 
Without  those  pesticides,  the  United  States  growers  cannot  control 
certain  pests  or  diseases,  increasing  our  costs. 
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Misuse  of  pesticides  has  been  associated  with  flower  production 
in  South  America,  Mexico's  chief  competitor  in  the  United  States 
market.  Without  regulation,  the  need  to  be  competitive  with  these 
growers  will  encourage  Mexican  growers  to  follow  suit.  Further, 
major  flower  producers  have  invested  in  Mexican  producers  and  so 
a  transfer  of  their  business  practices  can  be  expected. 

In  implementing  legislation  for  the  North  American  agreement 
on  environmental  cooperation,  Congress  should  require  the  U.S. 
representative  on  the  council  to  work  toward  harmonizing  pesticide 
regulations  to  address  environmental  and  other  safety  issues. 

In  this  regard,  the  United  States  Grovemment  has  reported  on 
the  potential  harm  of  pesticide  residues  left  on  imported  flowers  by 
growers  in  Central  and  South  American  countries.  Congress  should 
take  this  opportunity  to  determine  whether  the  issue  of  pesticide 
residues  is  a  consumer  protection  issue,  and  request  that  it  be 
studied  and  addressed  in  the  context  of  NAFTA  implementing  leg- 
islation. 

In  addition,  flowers  are  imported  stripped  of  all  leaves.  It  is  un- 
clear why  exporters  would  remove  natural  leaves  unless  the  pur- 
pose is  to  remove  insects  and  diseased  foliage  to  frustrate 
phytosanitary  inspections. 

The  response  of  this  issue  is  underscored  by  very  recent  quar- 
antines of  Mexican  flowers  when  USDA  and  APHIS  found  imports 
with  white  rust  this  summer.  But  without  the  leaves,  white  rust 
spores  would  not  be  spotted  on  the  flowers.  Therefore,  Customs  or 
the  United  States  Department  of  Agriculture  should  presume  that 
such  flowers  may  be  diseased  or  have  dangerous  pesticide  levels. 

The  third  issue  is  Mexican  growers'  payment  of  royalties.  United 
States  growers  face  high  royalties  for  patented  flowers.  Companies 
enforce  their  patents  in  the  United  States  by  conducting  repeat  on- 
site  inspections  of  lessee's  property  to  determine  whether  new 
plants  are  being  propagated  from  leased  plants.  Yet,  without  the 
ability  to  enforce  royalty  agreements  abroad,  Mexican  growers  are 
believed  to  illegally  make  cuttings. 

United  States  patents  on  other  plants  can  also  easily  be  violated 
when  imported  merchandise  is  not  marked  with  the  correct  country 
of  origin.  Indeed,  some  flowers  are  being  repackaged  in  the  United 
States  and  labeled  made  in  California.  As  a  result,  the  enforcement 
measures  specified  under  NAFTA  do  nothing  to  prevent  patent  in- 
fringement of  fresh  cut  flowers  if  the  patent  holder  cannot  identify 
the  imported  flower's  country  of  origin. 

Therefore,  Congress  should  establish  more  comprehensive  coun- 
try-of-origin  marking  and  inspection  requirements  for  imported 
fresh  cut  flowers. 

Having  discussed  tliree  artificial  cost  advantages  of  concern  to 
United  States  growers,  it  should  be  explained  that  United  States 
growers  will  shortly  be  competing  with  increased  amounts  of  Mexi- 
can product  in  the  United  States  market  at  a  clear  disadvantage. 
It  has  been  predicted  that  by  the  year  2003,  Mexico  will  be  the 
number  one  flower  exporter  in  the  world. 

The  United  States  fresh  cut  flower  growers  ask  Congress  to  en- 
sure that  the  playing  field  is  level.  The  California  Cut  Flower  Com- 
mission and  the  Floral  Trade  Council  will  be  willing  to  work  with 
Congress  and  the  administration  if  NAFTA  is  adopted  to  address 
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these  and  other  issues  of  concern  of  United  States  fresh  cut  flower 
growers. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  and  a  supplemental  statement  follow:] 
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CALIFORNIA  CUT  FLOWER  COMMISSION  AND  FLORAL  TRADE  COUNCIL 


September  21, 1993 


I.        INTTlODUCnON 

I  am  David  Pruitt,  Chaimian  of  the  Board  of  Directors  of  the  California  Cut 
Flower  Commission,  and  owner  and  general  manager  of  Sea  Coast  Greenhouses  in 
Leucadia,  California.  The  California  Cut  Flower  Commission  is  a  flower  promotion  and 
research  board  and  is  located  at  2339  Gold  Meadow  Way,  Suite  101,  Gold  River, 
California,  95670  (telephone  (916)  852-5166).  Today,  I  am  speaking  on  behalf  of  the 
Commission  as  well  as  the  Floral  Trade  Council.  The  Floral  Trade  Council  is  a  U.S.  trade 
association,  the  majority  of  whose  members  are  domestic  producers  or  wholesalers  of  fresh 
cut  flowers  in  the  United  States,  and  is  located  at  1 152  Haslett  Road,  Haslett,  Michigan 
48840  (telephone  (517)  339-9765). 

California  has  approximately  600  family-operated  growers  producing  a 
wholesale  revenue  of  $400  million  annually  and  produces  60  percent  of  U.S.  floral 
products.  CCFC  Statement  to  Subcommittee  on  Trade,  Impact  of  NAFTA  on  U.S.  and 
California  Cut  Flower  and  Foliage  Industry  2  (April  5,  1993);  G.  Chan,  CCFC  Position 
Statement  on  the  NAFTA  at  1.  The  average  grower  has  between  10  to  75  employees,  but 
the  number  can  reach  to  150  year-round  employees.  Due  to  its  ptojumity,  NAFTA  is 
expected  to  affect  California  and  other  southwestern  states  to  a  greater  degree  than  growers 
in  other  parts  of  the  country.  Potential  Impact  on  the  U.S.  Economy  and  Selected  Industries 
of  the  North  American  Free-Trade  Apeement.  Inv.  No.  332-337.  USITC  Pub.  2596.  at  30-3 
(Jan.  1993).  The  industry,  however,  is  not  arguing  for  import  protection  today.  Rather,  this 
testimony  is,  in  part,  a  response  to  the  September  2nd  statement  of  Ambassador  Kantor  that 
the  NAFTA  "levels  the  playing  field  for  U.S.  companies  and  workers."  Statement  of 
Ambassador  Mickey  Kantor,  USTR  on  NAFTA  and  The  Perot-Choate  Book  2  (Sept  2, 
1993).  Whatever  NAFTA  may  do  for  other  industries,  NAFTA  does  not  "level  the  playing 
field"  for  the  U.S.  fresh  cut  flower  grower. 
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n.  NAFTA 'S  IMPLEMENTING  LEGISLATION  SHOULD  REFLECT  THE 
GOAL  OF  ESTABLISHING  A  MORE  LEVEL  PLAYING  FIELD  FOR  THE 
FRESH  CUT  FLOWER  INDUSTRY 

1.        Wage  Rates 

The  adverse  effect  of  foreign  imports  on  the  U.S.  fresh  cut  flower  industry  is 
due,  in  part,  to  the  reduced  costs  of  production  of  Mexican  growers.  Because  flower 
production  is  labor  intensive,  the  disparity  in  labor  rates  in  Mexico  and  the  United  States 
will  provide  Mexico  with  a  distinct  artificial  competitive  advantage  in  the  absence  of 
duties.  Competitive  Conditions  In  the  U.S.  and  World  Markets  for  Fresh  Cut  Roses.  Inv. 
No.  332-263.  USITC  Pub.  2178,  at  5-7  (April  1989).  "Labor  is  the  principal  input  in  the 
production  of  fresh  cut  flowers,  and  is  estimated  to  account  for  30  to  40  percent  of 
production  costs."  Certain  Fresh  Cut  Flowers  from  Canada.  Chile.  Colombia.  Costa  Rica- 
Ecuador.  Lsrael.  and  the  Netheriands.  Inv.  Nos.  7Q1-TA.275-78  (Finals.  USITC  Pub.  1956, 
at  A-12  (March  1987).  In  1992.  greenhouse  workers  in  California  earned  from  $6.50  to 
$10.00  per  hour  plus  benefits  compared  to  less  than  $1.00  an  hour  in  Mexico.  S.  Robitaille, 
nower  Growers  May  Move  Roots  South  from  Calif.  Under  Trade  Deal.  Journal  of 
Commerce  at  4  (Aug.  27,  1992).  The  wage  rate  differential  between  Mexico  and  the  United 
States  increases  the  cost  of  labor  for  die  U.S.  grower  by  at  least  550  percent. 

U.S.  Labor  Rates  Dwarf  Mexican  Rates 
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In  contrast,  the  U.S.  grower  is  faced  with  one  of  the  higher  production  costs  in  the  world. 
CCFC,  U.S.  -  Mexico  Trade  Negotiations  2  (May  1991).  Total  agricultural  labor  costs  in 
California,  for  example,  have  been  estimated  to  be  20  times  higher  than  those  in  Mexico. 
CCFC  Statement  to  Subcommittee  on  Trade,  Inyact  of  NAFTA  on  U.S.  and  California  Cut 
Flower  and  Foliage  Industry  2  (April  5, 1993). 

The  competitive  advantage  of  Mexican  growers  due  to  higher  U.S.  wages, 

however,  is  not  offset  by  increased  U.S.  productivity.    As  much  as  90  percent  of  all 

production-related  greenhouse  work  is  not  suitable  for  mechanization:    planting,  caging, 

disbudding,  grading  (sotting),  string  tying,  harvesting,  and  packaging. 

P«rcantag«  of  Production-Rtlatad  GrMnhouM  Work  SuitabI*  for 
Mechanization 


# 


452 


In  addition  to  lower  wages,  Mexican  employers  do  not  pay  workers'  compensation  or 
unemployment  insurance  and  have  lower  business  taxes.  S.  Robitaille,  supia;  see  USUC 
Pub.  2178,  at  5-7;  U.S.  Congress,  Office  of  Technology  Assessment,  US-Mexico  Trade: 
Pulling  Together  or  Pulling  >^)ait?  78  (Oct.  1992). 

With  respect  to  the  North  American  Agreement  on  Labor  Cooperation, 
therefore,  the  U.S.  fresh  cut  flower  growers  support  implementing  legislation  that  would 
further  define  the  U.S.  representative's  functions  on  the  Commission.  The  Agreement 
provides  that  the  Secretariat  "shall  periodically  prepare  background  reports  setting  out 
publicly  available  information  supplied  by  each  party  on,"  among  other  things,  "average 
wages  and  labor  productivity."  NAALC  at  art.  14  (Sept.  13,  1993).  We  request  that  the 
Mexican  and  U.S.  wage  rates  and  labor  productivity  in  the  fresh  cut  flower  industry  be 
targeted  for  study  in  order  to  reduce  the  gap  in  wage  rates  and  benefits. 


2. 

More  importantly.  Congress  should  address  the  issue  of  pesticide  use  in 
Mexican  flower  production.  Whether  Mexican  and  U.S.  pesticide  regulation  are 
sufficienUy  comparable  remains  an  issue.  See  De  La  Gaiza.  Panetta  Call  for  Pesticide 
Committee  in  NAFTA  A- 14  (BNA/DER  Oct.  7,  1992).  California  growers  arc  subject  to 
the  most  restrictive  environmental  regulations  in  the  country  and,  therefore,  have  the 
highest  pesticide  use-related  costs.  CCFC  Statement  to  Subcommittee  on  Trade,  Impact  of 
NAFTA  on  U.S.  and  California  Cut  nower  and  Foliage  Industry  2  (AprU  5,  1993).  Of 
sqjproximately  20,000  chemicals  approved  in  the  United  States,  half  that  number  are 
approved  in  California.  Costs  associated  with  the  use  of  pesticides  in  the  United  States 
account  for  approximately  6  to  8  percent  of  total  production  costs,  including  costs  of 
materials,  licensing,  training,  regulatory  compliance  measures,  labor,  and  recordkeeping. 
Hence,  the  additional  costs  of  pesticide  use  to  the  U.S.  grower  are  significant:  roughly 
equivalent  to  the  U.S.  duty  on  Mexican  roses  of  8  percent.  Recently,  U.S.  cut  flower 
growers  explained  that  compliance  with  the  Environmental  Protection  Agency's  proposed 
worker  protection  standards  prohibiting  entry  into  greenhouses  after  spraying  for  up  to  two 
days  would  result  in  an  estimated  crop  loss  of  14  percent  of  annual  sales  or,  on  average,  a 
loss  of  more  than  $35,000  per  year  per  acre.  Exception  to  Woiker  Protection  Standard 
Early  Entry  Prohibition  for  Hand  Labor  Tasks  Performed  on  Cut  Flowers  and  Cut  Ferns.  57 
Fed.  Reg.  38,147-48,  38,175  (EPA  1992)  (Proposed  Exception  to  Rule,  Request  for 
Comment);  5«  Exception  to  Woricer  Protection  Standard  Earlv  Entry  Prohibition  for  Hand 
Labor  Tasks  Performed  on  Cut  Rowers  and  Cut  Fems.  57  Fed.  Reg.  54.465  (EPA  1992) 
(Reopening  of  Comment  Period). 

Mexican  flower  growers'  use  of  more  effective,  yet  extremely  toxic,  pesticides 
reduces  Mexican  costs  of  production.  For  example,  pesticides  such  as  aldicatb  (or 
"Temik")  are  available  to  Mexican  growers  but  not  to  U.S.  growers.  The  result  is  the 
inability  of  the  U.S.  fresh  cut  flower  grower  to  control  certain  pests,  such  as  nematodes 
(unsegmented  worms),  comparatively  increasing  U.S.  production  costs  compared  to 
Mexican  costs. 

The  following  table  illustrates  the  numerous  differences  between  pesticide  use 
in  Mexico  and  the  United  States: 
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ILLUSTKATrVE  LIST  OF  CHEMICALS 
CHEMICALS/INSECnCIDES 


Aldicarb 

AletnnaiAUethrm^) 

Alfacipermcmna  i  alfamethnn) 

Alfamemna  ( Alfamethnnl 

Amiiraz  i  Mitac  i 

Azamethiphas 

Azinofos-Mcthyl  (Guihioni 

Azocyclothin  (Peropal) 

Bacillus  Thunngeinsis 

Beta-Cyfluihnn 

Bifentrma  (Bifenthnn  {Talstar)) 

Bioresmetnna 

(Synethetic  Pyrethiod) 

Borax 

Cabanlo  (Carbyl  [Sevin]) 

Carbofuran  iFuradan) 

Cipermetnna  ( Cypermethnn) 

Chlordano  (Chloradane) 

Chlorfcnv  infos 

Chlorpynfos  Enl 

(Dursban-Lorsban) 

Chloqrynfos  MetU  (Reldan) 

Coumafos 

Cyfluthrin  (Tempo) 

Cyromazine 


Dichlorvos  (DDVp) 

Dicofol 

Dicroiofos  (Dicrotophos) 

Diencchlor  (Pentac) 

Ehfubenzurofi 

Dimeotaio  ([>imethioate) 

Disuifoton  Di-Syston 

Endosuifan  (Thiodan) 

Esbioaletnna  (Eabioalethnn) 

Esbiotnna  4  Esbtothhn) 

Esfenvaleralo  (Esfen valerate) 

Etion  (Ethion) 

Fetutrotin  (Femtrothion) 

[Sunuthnn] 

Fcnotnna  (Fenothhn)  Pyreihroid 

Fention  ( 

Fentoato 


Ruvaliiuto  (Fluvalerate) 

[MavnkJ 

Fonof OS  ( Dy  ionue ) 

Forato(Bt  Produ«) 

Fosfamidon  (Duncthiotte) 

Fosmet  (Phosmeti  [Xnudin] 

Foxim  (Phoxnn)  [Baythion] 

HidrametiloTu  (Hydramethylon) 

(Amdro) 

Resmitrin*  (Resmethrin) 

Teflutnni  (Tefluthnn) 

•see  Lambda-Cyhalota 

Temcfos  (Tcmecphos)  [Abate) 

Tertnifos  (Counter) 

Thlocyclam-I 

Tihiodicaib  (Larvin) 

Tralotnetrma  (Tralomethnn) 

fScoat] 

Tnazofos  (Hostathion) 

Thdorfon 


Misuse  of  pesticides  endangers  the  environment  and  results  in  unsafe  working 
conditions.  Mexico's  enforcement  of  environmental  regulations  has  not  been  optimal. 
President's  Response  to  Issues  Raised  in  ConnectJon  With  The  Ncgoriarion  of  NAFTA  4(3) 

(May  1,  1991);  s»  generally  Baker,  NAFTA  A  The  Environment.  ABA;  TTic  Noidi 
Americsi  Free  Trade  Agreement  Issues,  Opdoos,  hnp^cttkum  210,  212  (March  1992). 
Indeed,  there  have  been  reported  cases  of  Mexican  workers  exposed  to  hazardous 
chemicals.  Baker,  supca  at  221.  Thus,  this  is  ncl  just  an  environmental  issue  -  it  is  also  a 
worker  safety  issue. 
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The  misuse  of  pesticides  has  been  associated  with  flower  production  in 
Colombia,  Mexico's  chief  competitor  in  the  U.S.  market.  It  has  been  reported  that 
pesticides  used  in  Colombian  flower  production,  including  those  banned  in  the  United 
States,  may  be  finding  their  way  into  the  Colombian  water  table.  Morning  Edition, 
National  Public  Radio  Broadcast  (Oct.  12,  1992).  Even  Asocolflores,  an  association  of 
Colombian  flower  producers/exporters,  has  been  prompted  to  fund  a  1991  study  to  identify 
and  evaluate  the  environmental  impact  of  Colombian  flower  production  on  the  ecology, 
society,  and  economy.  Ohio  Florists'  Association  Bulletin  at  4  (Sept.  1992).  As  recently  as 
September  14,  1993,  the  Financial  Times  reported  that  "[t]he  heavy  use  of  pesticides  ~ 
required  if  flowers  are  to  meet  most  import  standards  —  has  caused  health  and 
environmental  problems"  in  Colombia.  Financial  Problems  Take  The  Bloom  Off  a 
Colombian  Success  Story.  Financial  Times  28  (Sept.  14,  1993).  There  are  also  reports 
that  fumigation  is  conducted  in  greenhouses  without  removing  employees.  Moming 
Edition,  National  Public  Radio  Broadcast  (Oct.  12,  1992).  Without  regulation,  the  need  to 
be  competitive  with  Colombian  growers  will  encourage  Mexican  growers  to  follow  suit  (if 
they  are  not  already).  Therefore,  it  remains  a  concern  of  U.S.  ftesh  cut  flower  growers  that 
Mexican  growers  do  not  engage  in  cost-cutting,  yet  harmful  practices. 

Article  10  of  the  North  American  Agreement  on  Environmental  Cooperation 
directs  the  Council  to  "strengthen  cooperation  on  the  development  and  continuing 
improvement  of  environmental  laws  and  regulations"  by  "establishing  a  process  for 
developing  recommendations  on  greater  conq)atibility  of  environmental  technical 
regulations,  standards  and  conformity  assessment  procedures. . . ."  NAAEC  at  art.  lOO) 
(Sept.  13,  1993).  Because  the  Council  is  charged  with  encouraging  compliance  with 
environmental  laws  and  regulations  under  Article  10,  Congress  should  require  the  U.S. 
representative  to  work  towards  harmonization  of  pesticide  regulation  and  enforcement. 

Finally,  the  U.S.  government  has  reported  on  the  potential  harm  to  florists  and 
consumers  of  pesticide  residues  left  on  imported  flowers.  Growers  in  Central  American 
and  South  American  countries  are  believed  to  use  pesticides  banned  in  the  United  States 
and  to  have  growing  practices  that  leave  potentially  harmftil  pesticide  residues  on  imported 
fresh  cut  flowers.  The  U.S.  Department  of  Agriculture  ("USDA")  conducted  a  study 
entitled  Pesticide  Residue  Monitoring  of  Imported  Cut  Flowers  at  Miami  International 
Airport  in  the  late  1970's.  According  to  the  report,  acute  oral  and  dermal  toxicity  of  most 
of  the  pesticides  listed  in  the  report  were  found  in  laboratory  animals. 

Another  published  report  entitled  Cut  Flowers:  A  Potential  Pesticide  Hazard  and 
written  by  Dale  L.  Morse,  M.D.,  Edward  L.  Baker,  M.D.,  and  Philip  J.  Landrigan,  M.D., 
from  the  Special  Studies  Branch,  Chronic  Diseases  Division,  Bureau  of  ^idemiology, 
Communicable  Disease  Center,  USPHS,  DHEW,  in  Atlanta,  Georgia  was  prompted  by 
reports  of  ten  cases  of  possible  pesticide  poisoning  in  florists  exposed  to  pesticide  residues 
on  cut  flowers.  The  1979  report  allegedly  "documents  a  previously  unrecognized  potential 
source  of  occupational  pesticide  exposure  and  suggests  safety  standards  should  be  set  for 
residue  levels  on  cut  flowers."  D.L.  Morse,  E.L.  Baker,  &  PJ.  Landrigan,  Cut  Flowers:  A 
Potential  Pesticide  Hazard.  69  AJPH  53  (Jan.  1979).  The  study  investigated  the  pesticide 
contamination  of  inqwtted  flowers  and  found  "pesticide  concentrations  on  several  lots  of 
flowers  high  enough  to  be  capable  of  causing  illness."  Id.  According  to  the  study: 
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High  pesticide  levels  on  imported  cut  flowers  were  apparently 
related  to  excessive  rates  of  pesticide  application  by  Central  and 
South  American  growers.  This  pattern  of  use  may  have  been  related 
to  stringent  USDA  regulations  that  restrict  importation  of  flowers 
and  plants  with  various  pests  and  plant  diseases,  but  do  not  restrict 
importations  of  flowers  with  pesticide  or  toxic  chemical 
contamination. 

IsL  at  56.  A  Freedom  of  Information  Act  Request  has  been  filed  to  obtain  updated 
information  but  has  not  yet  been  processed.  Congress  should  take  this  opportunity  to 
determine  whether  the  issue  of  pesticide  residues  is  a  consumer  protection  issue  and  request 
that  it  be  studied  and  addressed  in  the  context  of  NAFTA  implementing  legislation  or 
otherwise. 

In  addition,  flowers  are  imported  stripped  of  all  leaves.  Unless  imported  in  the 
fomi  of  a  bouquet  or  other  arrangement,  it  is  unclear  why  exporters  would  strip  flowers  of 
natural  leaves.  Removal  of  the  leaves  and,  as  a  result,  insects  and  diseased  foliage  would 
fmstrate  phytosanitary  inspections.  Therefore,  Customs  or  the  U.S.  Department  of 
Agriculture  should  be  instructed  to  presume  that  such  flowers  may  have  dangerous 
pesticide  residues  on  them  due  to  pests  or  infection. 

In  order  to  address  these  concerns,  legislation  implementing  Article  2  of  the 
North  American  Agreement  on  Environmental  Cooperation  may  be  appropriate.  Article  2 
provides  that  each  party  "shall  consider  prohibiting  the  export  to  the  territories  of  the  other 
Parties  of  a  pesticide  or  toxic  substance  whose  use  is  prohibited  within  the  Party's 
territory."  NAAEC  at  art.  2(3)  (Sept  13,  1993).  Mexico  reportedly  has  250,0(X) 
agricultural  producers  working  5.5  million  hectares  with  agricultural  chemicals.  A.G. 
Picazo,  Agricultural  Chemicals  Markets  3  Mexico  Trade  and  Law  Repoita  (June  1, 
1993).  U.S.  exports  of  agricultural  chemicals  increased  from  $71.6  million  in  1990  to 
$137.3  million  in  1992,  and  U.S.  exports  constituted  approximately  75  percent  of  the 
maricet.  Id.;  S££  EPA  Summary,  Environmental  Plan  for  the  Mexican-US.  Border  Area- 
First  Stage  (1992-1994)  31  (Feb.  1992).  At  minimum,  implementing  legislation  should 
curtail  U.S.  manufacturers'  exportation  of  pesticides  and  other  chemicals  which  are  banned 
in  the  United  States  to  Mexico  . 

3.      Patent  Protggriqn 

U.S.  growers  face  high  royalties  for  patented  flowers.  At  the  present  time  in  the 
United  States,  rose  plants  are  not  generally  "owned"  but  are  leased  or  rented  from 
companies  that  hold  patents.  Leased  or  owned,  companies  enforce  their  patents  in  the 
United  States  by  conducting  repeated  on-site  inspections  of  the  leasee's  property  to 
determine  whether  new  plants  are  being  propagated  from  the  leased  plants.  We  estimate 
that  U.S.  growers'  royalty  payment  can  be  as  high  as  $10  of  a  $10.50  plant,  depending  on 
the  type  of  plant. 
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More  typically,  the  royalty  on  a  rose  plant  is  likely  to  be  $.65  of  a  $3.00  plant  (including 
royalty).  Yet,  without  the  ability  to  enforce  royalty  agreements  abroad,  Mexican  growers 
are  believed  to  pay  no  royalties  for  mother  plants  by  illegally  making  cuttings. 

NAFTA's  patent  provisions  do  not  specify  the  degree  of  active  enforcement 
U.S.  patent  holders  will  be  permitted  in  Mexico.  NAFTA's  Article  1714,  for  example, 
states  that  each  party  shall  ensure  "that  enforcement  procedures  ...  are  available  under  its 
domestic  law  so  as  to  permit  effective  action  to  be  taken  against  any  act  of  infiringement  of 

intellectual  property  rights "    NAFTA  at  art.  1714  (1992).    Although  Mexican  law 

provides  that  authorized  personnel  will  condua  inspection  visits,  there  is  no  indication  that 
these  visits  will  protect  U.S.  patents  or  that  the  U.S.  patentholder  can  inspect  the  leasee's 
property  in  Mexico.  Law  on  the  Promotion  and  Protection  of  Industrial  Property,  Diario 
Oficial  at  arts.  203-12  (June  27,  1991). 

U.S.  patents  on  mother  plants  can  also  be  easily  violated  when  imported 
merchandise  is  not  marked  with  correct  country  of  origin  information.  U.S.  growers  mark 
their  flowers  by  tagging  stems  or  by  printed  boxes  or  sleeving.  Often  imports  entering  the 
United  States  are  either  not  marked  with  country  of  origin  information  or  the  information  is 
misleading  (tg^,  providing  location  of  corporate  headquarters  or  location  of  importer  as 
country  of  origin).  See  Dep't  Treas.,  Information  Bulletin  No.  90-91  (1 1/28/90). 

Annex  311  of  NAFTA  outlines  the  country  of  origin  maddng  requirements. 
NAFTA  at  Annex  311  (1992).  While  NAFTA  appears  to  provide  reasonable  marking 
requirements,  similar  requirements  have  been  consistendy  ignored  under  U.S.  law.  Sse  19 
U.S.C.  §  1304.  As  a  result,  die  enforcement  measures  specified  under  NAFTA  do  nothing 
to  prevent  patent  infringement  of  fresh  cut  flowers  if  the  patent  holder  cannot  identify 
imported  flowers'  country  of  origin.  See  NAFTA  at  art.  1718  (1992)  (Enforcement  of 
Intellectual  Property  Rights  at  the  Border);  see  ii  at  Annex  1718.14  (Mexico  endeavors  to 
comply  with  Article  1718  no  later  than  three  years  after  NAFTA  is  signed).  In  this  manner, 
foreign  imports  can  circumvent  patent  protections. 

Therefore,  Congress  should  establish  more  comprehensive  country  of  origin 
marking  requirements  for  imported  fresh  cut  flowers.  NAFTA  implementing  legislation 
should  be  drafted  to  address  the  need  for  intellectual  property  protection  which  encourages 
or  facilitates  patent  enforcement. 

m.      HISTORICAL  IMPACT  OF  MEXICAN  FLOWER  IMPC«TS  ON  THOE  U^. 
FRESH  CUT  FLOWER  INDUSTRY 

Having  discussed  three  artificial  cost  advantages  of  concem  to  the  U.S.  grower, 
it  should  be  explained  that  U.S.  fresh  cut  flower  growers  will  shortly  be  competing  with 
increased  amounts  of  Mexican  product  in  the  U.S.  maiket  at  a  clear  disadvantage. 
Mexico's  total  agricultural  exports  to  the  United  State  "rose  from  $513  million  to  $2.1 
billion"  from  1970  to  1987.  That  expansion  was  due,  in  part,  to  the  U.S.  market's 
expansion  in  cut  flowers.  Mexico  2000:  A  Classical  Analysis  of  the  Mexican  Economy 
and     the     Case     for     Snpfdy-Side     Economic     Refonn     86     (Polyconomics,     Inc. 
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July  2,  1990)  (citing  M.  Drabenstott,  el  aL,  The  Latin  American  Debt  Problem  and  US 
Agriculture.  Federal  Reserve  Bank  of  Kansas  City  (Economic  Review)  53  (July/August)). 
Of  the  Latin  American  countries  producing  fresh  cut  roses,  Mexico  had  the  largest 
percentage  gain  in  import  share  of  the  U.S.  market  during  1984  through  1988.  USITC  Pub. 
2178,  at  4-17.  With  the  United  States  as  its  principal  market,  Mexico's  rose  imports  during 
those  years  increased  from  7.1  million  to  26.4  million  stems:  a  total  increase  of  19.3 
million  stems,  or  over  270  percent.  li 

E>uring  the  1980's,  Mexican  fresh  cut  flowers,  other  than  roses,  obtained 
duty-free  treatment  under  the  Generalized  System  of  Preferences  ("GSP")  program.  At  the 
same  time,  Mexican  prices  for  standard  carnations,  standard  chrysanthemums,  and  pompom 
chrysanthemums  were  underselling  domestic  prices.  USITC  Pub.  1956,  at  28,  33,  37.  The 
rrc  found  that  the  U.S.  industry  was  injured  by  sales  of  Mexican  flowers  at  less  than  fair 
value  based  on  imports  during  1983  through  1986.  Certain  Fresh  Cut  Flowers  from  Peru- 
Kenya,  and  Mexico,  Inv.  No.  303-TA-18  (Final\  USITC  Pub.  1968,  at  2,  A- 11  (April 
1987).  In  1987,  the  International  Trade  Administration,  U.S.  Department  of  Commerce, 
issued  an  antidumping  duty  order  covering  imports  of  such  flowers  from  Mexico.  Certain 
Fresh  Cut  Flowers  from  Mcmcq.  52  Fed.  Reg.  13,491  (Dep't  Comm.  1987)  (Order). 

Today,  despite  the  existence  of  regular  customs  duties  of  8  percent  on  roses  and 
antidumping  duties  on  standard  carnations,  standard  chrysanthemums,  and  pompom 
chrysanthemums,  the  U.S.  industry's  negativs  trade  balance  with  Mexico  in  all  fresh  cut 
flowers,  including  roses,  has  increased  from  $10,701,333  in  1989  to  $15,126,726  in  1991. 
U.S.  Dep't  Comm.,  Bureau  of  the  Census,  Imports  for  Consunqnion  Statistics,  HTS 
0603.10.  Mexico  shqjped  93  percent  of  its  flower  exports  to  the  United  States  in  1991 
alone.  Trade  Inflo  (Data  as  reported  by  the  Mexico  Dep't  Comm.  and  Industry,  HTS 
0603.10.00). 

Both  the  California  Cut  Flower  Commission  and  the  Floral  Trade  Council  have 
submitted  comments  to  the  International  Trade  Conunission  (TTC)  on  the  issue  of  the 
impaa  of  NAFTA  on  the  fresh  cut  flower  industry.  The  ITC  anticq>ates  that  tariff 
elimination  under  NAFTA  will  stimulate  increased  Mexican  imports  of  fresh  cut  flowers. 
The  rrc  reported  that  the  Mexican  government  has  been  working  with  Mexican  growers  to 
develop  the  necessary  infrastructure  to  produce  and  maiket  high-quality  flowers  including 
roses  in  the  U.S.  market.  USITC  Pub.  25%,  at  30-4.  The  ITC  concluded  that  NAFTA 
would  lead  to  "increased  U.S.  imports,  in  both  the  short  and  long  term,  of  . . .  fresh-cut 
roses"  and  that  the  "domestic  fresh  cut  flower  industiy,  specificaUy  fresh-cut  roses  also 
may  experience  negative  production  and  enqjloyment  effects,  particularly  in  the  long 
term."  USITC  Pub.  25%,  at  22-2,  22-8,  30-3;  sa  alss  USDA,  Effecte  of  the  NAFTA  on 
U.S.  Agricultural  Conunoditics  24  (March  1993). 

The  projected  increase  may  not  reflect  increased  acreage  to  be  made  available 
for  flower  production  under  the  Mexican  (jido  reforms.  Sm  USITC  Pub.  25%,  at  22-6, 
30-4.  While  Mexico  reportedly  has  4250  hectares  devoted  to  cut  flower  production  (50 
hectares  for  roses  and  3500  for  carnations),  it  has  been  estimated  that  between  160-70 
heaares  were  devoted  to  rose  production  in  1992,  and  there  are  recent  reports  that  Mexico 
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has  "40  new  flower  production  projects  underway  which  will  add  720  hectares  for  flower 

growing  by  1994 "   HJC.  Tayama  of  The  Ohio  States  University,  Dep't  Horticulture, 

Trends  in  Floriculture  Production  Centers.  Channels  of  Distribution.  Marketing  Behavior. 
and  Opportunities  for  U.S.  Rose  Growers  2,  4  (Presented  by  Roses,  Inc.  on  October  3,  1992, 
Columbus,  Ohio);  Statement  of  Roses,  Inc.  in  USITC  Inv.  No.  332-337  (Nov.  24,  1992); 
Agricultural  Chemicals.  Markets.  3  Mexico  Trade  and  Law  Rqxnter  (June  1,  1993).  In 
sum,  the  U.S.  fresh  cut  flower  grower,  and  particularly  the  California  grower,  expects  to 
contend  with  price  pressure  from  increased  quantities  of  Mexican  flowers  in  the  U.S. 
market  and  abroad. 

rv.      CONCLUSION 

As  an  import-sensitive  industry,  the  U.S.  fresh  cut  flower  growers  ask  Congress, 
through  NAFTA  implementing  legislation  or  otherwise,  to  ensure  that  the  "playing  field"  is 
leveled.  Congress  should  eliminate  the  artificial  cost  advantages  from  differences  in  wage 
rates,  pesticide  use,  and  patent  enforcement  that  accrue  to  the  benefit  of  Mexican  flower 
growers  and  to  the  detriment  of  the  U.S.  grower.  The  California  Cut  Flower  Commission 
and  the  Floral  Trade  Council  appreciate  the  significance  of  the  supplemental  agreements 
addressing  environmental  and  labor  concerns.  We  are  willing  to  woik  with  Congress  and 
the  Administration  if  NAFTA  is  adopted  to  address  these  and  other  issues  of  concern  to  the 
U.S.  fresh  cut  flower  industry. 

Respectfully  submitted. 


CALIFORNIA  CUT  FLOWER  COMMISSION 
David  L.  Pruitt 

Chairman,  Board  of  Directors 


FLORAL  TRADE  COUNCIL 
Timothy  J.  Haley, 

President 
David  F.  Machtel,  Jr., 

Executive  Director 
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Washington.  DC  20006 
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BEFORE  THE 

SUBCOMMITTEE  ON  TRADE,  COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 


HEARINGS  ON 

THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT  (NAFTA^ 

AND  SUPPLEMENTAL  AGREEMENTS  TO  THE  NAFTA 


WRITTEN  STATEMENT  OF  THE 
CALIFORNIA  CUT  FLOWER  COMMISSION  AND  FLORAL  TRADE  COUNCIL 


September  27, 1993 

These  comments  are  submitted  on  behalf  of  the  Califomia  Cut  Flower 
Commission  and  the  Floral  Trade  Council,  pursuant  to  the  Honorable  Sam  M.  Gibbons' 
September  3,  1993,  request  for  written  comments  on  NAFTA  and  the  supplemental 
agreements.  The  Califomia  Cut  Flower  Commission  is  a  flower  promotion  and  research 
board  and  is  located  at  2339  Gold  Meadow  Way,  Suite  101,  Gold  River,  Califomia,  95670 
(telephone  (916)  852-5166).  The  Floral  Trade  Council  is  a  U.S.  trade  association  the 
majority  of  whose  members  are  domestic  producers  or  wholesalers  of  fresh  cut  flowers  in 
the  United  States,  and  is  located  at  1152  Haslett  Road,  Haslett,  Michigan  48840  (telephone 
(517)  339-9765).  These  comments  supplement  our  September  21,  1993,  statement  and 
testimony  before  the  Subcommittee  on  Trade. 

1.  Patent  Protection 

Article  1718  of  NAFTA  provides  for  the  enforcement  of  intellectual  property 
rights  at  the  border.  A  comparison  of  marking  requirements  in  Annex  3 1 1  of  NAFTA  and 
in  19  U.S.C.  §  1304,  however,  reveals  strikingly  similar  provisions.  Currently,  individual 
fresh  cut  flowers  imported  into  the  United  States  are  exempt  from  country  of  origin 
marking  requirements.  Ss£  19  C.F.R.  §  134.33.  Only  the  outermost  container  in  which  the 
flower  ordinarily  reaches  the  ultimate  purchaser  must  be  marked  with  country  of  origin 
information.  Ses  Dep't  Treas.,  Information  Bulletin  No.  90-91  (1 1/28/90). 

In  practice,  if  the  merchandise  is  marked  at  all,  only  the  box  or  other  container 
of  flowers  will  be  marked.  But,  flowers  are  taken  out  of  these  containers  either  by 
wholesalers  or  retailers  (and  even  by  grocery  stores)  before  resale  to  consumers.  Hence, 
neither  Customs  nor  the  holder  of  the  patent  can  detennine  whether  imported  flowers  have 
been  produced  or  sold  without  payment  of  royalties.  Indeed,  Customs  has  noted,  through 
examination  of  fresh  cut  flower  imports,  that  "some  containers  show  a  U.S.  address  and 
bear  no  country  of  origin  marking."  LL  at  2.  Congress  should  address  these  concerns  in 
implementing  legislation  which  encourages  and  facilitates  practical  patent  protection  of 
flower  varieties. 

2.  Pesticides 

Not  only  Califomia  standards,  but  also  federal  standards,  for  pesticides  use  in 
fresh  cut  flower  production  are  significantly  more  restrictive  than  Mexican  standards.  For 
example,  of  the  sixty-one  pesticides  approved  in  Mexico  and  listed  on  page  four  of  the 
September  21st  statement,  sixteen  are  targeted  by  the  Environmental  Protection  Agency  (of 
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which  eleven  are  already  restricted),  and  seven  are  not  marketed  in  the  United  States. 
Without  comparable  pesticides,  U.S.  growers  cannot  control  certain  pests  or  diseases,  thus 
increasing  our  costs  of  production  over  Mexico.  Article  10  of  the  North  American 
Agreement  on  Environmental  Cooperation  directs  the  Council  to  establish  a  process  for 
developing  recommendations  on  "greater  compatibility  of  environmental  technical 
regulations,  standards  and  conformity  assessment  procedures. ..."  Therefore,  Congress 
should  require  the  U.S.  representative  to  work  to  harmonize  pesticide  regulation  in  the 
United  States  and  Mexico. 

Respectfully  submitted, 


CALIFORNIA  CUT  FLOWER  COMMISSION 
David  L.  Pruitt 

Chairman,  Board  of  Directors 


FLORAL  TRADE  COUNCIL 
Timothy  J.  Haley, 

President 
David  F.  Machtel.  Jr., 

Executive  Director 


Terence  P.  Stewart 
James  R.  Cannon,  Jr. 
Amy  S.  Dwyer 

STEWART  AND  STEWART 

808  Seventeenth  Street,  N.W. 
Washington,  DC  20006 
Telephone:  (202)  785-4185 

Special  Counsel  to  the 
Floral  Trade  Council 

September  27, 1993 

Washington,  DC 
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Chairman  Gibbons.  I  have  some  fresh  cut  flower  growers  in  my 
area,  too.  I  know  there  are  some  problems. 

Let  me  ask  you  a  personal  question.  Do  you  all  produce  this  lily 
which  has  become  so  popular  in  floral  arrangements? 

Mr.  Pruitt.  Austroromera? 

Chairman  GIBBONS.  I  don't  know  the  name  of  it.  It  is  kind  of  a 
yellowish  or  whitish  lily,  throws  off  a  very  pungent  odor. 

Mr.  Pruitt.  Stargazer,  possibly. 

Chairman  Gibbons.  Whatever  it  is,  I  got  to  tell  that  you  it  so  ex- 
cites my  allergies  that  I  have  to  pull  those  things  out  of  the  ar- 
rangements and  get  them  out  of  the  house  or  out  of  the  office  real 
quick.  And  my  plea  to  you  is,  can  you  all  do  something  about  that 
plant?  I  don't  mean  not  sell  it,  but  can  you  do  whatever  you  do  to 
it? 

Mr.  Pruitt.  That  is  where  the  important  patent  protection  comes 
in.  That  is  where  all  the  investment  is  put  into  research  and  devel- 
opment of  varieties  that  are  acceptable  to  the  consumer. 

Chairman  Gibbons.  Well,  I  don't  know  whether  anybody  ever 
mentioned  it  to  you.  The  lilies  are  very  pretty,  but  they  not  only 
set  my  allergies  off,  but  they  set  everybody  else's  allergies  off  that 
comes  in.  And  I  thought  I  would  give  you  a  little  marketing  hint. 
If  there  is  some  scientist  out  there  that  can  get  that  odor  out  of 
them,  it  would  sure  be  appreciated. 

Mr.  Pruitt.  Thank  you. 

Chairman  Gibbons.  I  will  turn  this  over  to  Mr.  Thomas. 

Mr.  Thomas  [presiding].  Thank  you  very  much,  Mr.  Chairman. 

Let  me  say  first  of  all,  I  am  sorry  I  was  not  here  for  Mr.  Swenson 
and  Mr.  Nichol's  testimony. 

Chairman  Gibbons.  I  told  Mr.  Nichols  about  your  pistachio  cru- 
sades. All  those  pistachios  up  there  are  for  me. 

Mr.  Thomas.  Well,  based  upon  the  testimony  that  I  read,  it  is 
clearly  a  situation  in  which  the  differential  tariffs  coming  down 
would  really  benefit  those  kinds  of  products  moving  into  the  mar- 
ketplace. 

Let  me  address  first  some  of  the  concerns  that  I  read,  Mr. 
Swenson,  in  your  testimony,  and  am  I  wrong  in  believing  that  some 
of  the  concern  that  you  have  about  NAFTA  is  already  present  in 
concerns  you  have  with  the  United  States-Canadian  bilateral 
agreement? 

Mr.  Swenson.  Yes.  We  have  looked  at  the  implementation  of  the 
Canadian  Free-Trade  Agreement  with  the  United  States  and  the 
fact  that  some  of  the  concerns  that  have  arisen  in  the  manner  in 
which  it  has  been  implemented,  continue  to  be,  you  know,  relevant 
under  the  NAFTA  agreement  in  regards  to  United  States-Mexico. 
We  would  hope  that  we  could,  you  know,  put  in  place  appropriate 
safeguards  to  alleviate  those  problems  that  have  arisen. 

Mr.  Thomas.  Well,  experience  is  the  best  teacher,  and  I  do  agree 
with  you  that  we  have  to  monitor  some  of  the  alleged  subsidy  ac- 
tivities in  terms  of  timing  and  movement  of  product. 

Mr.  Pruitt,  as  well,  I  was  very  concerned  in  the  development  of 
this  particular  trade  agreement.  I  have  been  involved  with  bilateral 
agreements  before  I  came  on  this  committee.  The  Chairman  of  the 
committee  was  kind  enough  to  let  me  sit  as  a  full  Member  of  the 
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Subcommittee  on  Trade  when  I  was  not  on  the  subcommittee,  when 
United  States-Israeli  Free-Trade  Agreement  was  considered. 

We  had  some  concern  with  the  Caribbean-Basin  initiative  deal- 
ing with  cut  flowers  from  Colombia,  and  we  have  continuing  con- 
cerns in  that  area,  point-of-origin  transshipment  and  especially  in- 
tellectual property  rights  protection,  and  plant  patents  as  well.  Al- 
though this  area  is  still  not  clearly  understood,  in  my  opinion,  dol- 
lar value  added  to  products,  more  and  more,  will  be  through 
biotechnical  aspects,  intellectual  property  rights  being  critical  in 
determining  ownership  and  who  pays  whom  for  creative  talents. 
That  doesn't  seem  to  be  working  at  the  Federal  level.  And  we  did 
better  than  we  have  ever  done  before  in  understanding  the  rela- 
tionship between  intellectual  property  rights  and  plant  patents. 

It  is,  unfortunately,  on  a  prospective  basis  in  this  agreement.  I 
would  be  much  more  comforted  if  the  government  of  Mexico  would 
address  previous  violations  of  plant  patents. 

I  am  very  much  aware  of  a  plant  patent  violation  dealing  with 
a  developed  grape  called  superior  grape,  sugar  one.  As  you  well 
know  dealing  with  plants,  the  only  way  you  could  propagate  it  is 
with  cuttings  and  if  they  were  stolen,  taken  to  Mexico  and  grown 
there.  It  is  self-evident,  if  they  now  have  product  coming  in,  it  is 
coming  in  from  stolen  product.  And  the  government  of  Mexico  has 
not  been  as  forthcoming  as  I  would  like. 

However,  in  regard  to  California's  pesticide  rules  and  regulations 
and  all  of  the  other  areas  in  which  California  has  decided  to  be 
even  more  stringent  than  the  Federal  standards,  I  would  tell  you 
that  you  will  have  to  look  to  Sacramento  to  solve  those  problems. 
The  United  States  puts  in  a  Federal  standard.  Then  there  is 
boilerplate  language  that  is  always  thrown  in  that  says  notwith- 
standing the  above  language,  any  State  can  exceed  the  Federal 
standards.  And  California  in  virtually  every  instance  has  exceeded 
those  standards.  This  is  one  of  the  reasons,  in  my  opinion,  that 
California  has  such  an  adverse  business  climate  now  along  with 
some  other  problems  as  well. 

So  although  I  sympathize  with  you  and  I  understand  the  enor- 
mous disadvantage  that  the  California  cut  flower  grower  has  in  re- 
lation to  Mexico  in  large  part  because  of  the  California  standards, 
they  are  not  present  in  other  States  and  it  is  up  to  California  to 
conform  itself  to  the  other  States,  rather  than  having  an  inter- 
national agreement  solve  California's  problem  that  California  im- 
posed on  itself. 

My  concern  in  getting  this  agreement  structured  finally  was  the 
extreme  inequity,  and  you  mentioned  it,  Mr.  Pruitt,  in  terms  of  the 
labor  market.  Now  unfortunately  we  passed  an  immigration  bill 
which  basically  precludes  the  opportunity  for  American  farmers, 
and  it  is  primarily  California,  that  I  am  focusing  on  now,  in  having 
access  to  traditional  sources  of  labor.  I  believe  over  the  years 
NAFTA  will  begin  to  redress  the  labor  differences  between  Mexico 
and  the  United  States,  but  certainly  not  in  the  short  run. 

So  I  have  very  grave  concerns,  and  I  agree  with  you  that  we 
ought  to  continue  to  pursue  ways  in  which  we  mitigate  the  dam- 
ages done  by  an  area  which  was  initially  left  out  of  the  agreement, 
but  then  attached  only  as  a  side-bar  without  addressing  some  of 
the  fundamental  issues  the  way  I  would  have  liked  to  have  had 
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them  structured,  had  labor  been  part  of  the  basic  agreement.  But 
really  when  you  look  at  the  extreme  disparities  between  Mexico 
and  the  United  States,  and  attempt  to  harmonize  the  differences 
in  the  agricultural  area,  I  hope  you  would  agree  as  a  group  that 
this  trade  agreement  does  about  as  good  a  job  as  you  could  expect 
between  sovereign  nations  negotiating  a  lowering  of  tariffs,  espe- 
cially given  the  high  tariffs  that  the  Mexicans  have  and  the  fact 
that  the  kinds  of  production  that  they  could  move  into  market  fair- 
ly quickly,  row  crops  and  such,  have  the  longest  phase-out  period 
in  the  agreement,  offering  maximum  protection  to  American  grow- 
ers. In  terms  of  those  tariffs  that  are  dropped  immediately,  they 
are  on  the  types  of  vine  crops  and  tree  crops  that  would  invite 
growth  in  Mexico  if  we  don't  move  a  quality  product  in  there  as 
soon  as  possible. 

I  need  to  ask  you,  Mr.  Nichols,  from  your  knowledge  of  what  is 
going  on  in  Mexico,  is  this  one  of  the  reasons  that  you  are  support- 
ing NAFTA?  That  is,  if  it  has  a  drop  to  zero  on  the  tariff,  you  are 
able  to  move  your  quality  product  in  as  a  reasonable  price,  and  it 
would  probably  prevent  the  development  of  a  long-term  pistachio- 
growing  market  inside  Mexico.  Or  is  it  that  there  probably  is  not 
going  to  be  an  opportunity  for  Mexicans  because  of  soil  or  climate 
or  whatever  to  grow  a  lot  of  pistachios,  and  the  free  trade  agree- 
ment is  simply  an  opportunity  to  add  additional  volume  to  exports 
such  as  has  been  done  with  the  United  States-Canadian  agree- 
ment? Which  one  is  it  principally  from  your  perspective? 

Mr.  Nichols.  Well,  I  think,  Congressman,  there  is  a  little  bit  of 
both.  I  think  the  pistachio  industry  would  almost  welcome  a  small 
industry,  a  pistachio  industry,  in  Mexico.  It  is  unproven  as  to 
whether  they  could  grow  pistachios  there  or  not.  They  probably  can 
on  a  more  limited  degree  than  we  can  in  California,  but  in  Califor- 
nia we  feel  that  we  will  be  able  to  compete  with  that  industry  on 
the  basis  of  our  processing,  our  technology,  and  our  skill  in  growing 
the  crop,  and  if  there  was  a  small  market  in  Mexico,  it  would  prob- 
ably help  boost  that  market. 

Once  a  country  begins  growing  a  crop,  it  is  more  aware  of  it  and 
it  would  probably  lead  to  higher  consumer  use  in  Mexico.  We  don't 
see  that  as  a  threat.  Primarily  we  are  looking  at  Mexico  as  another 
market  for  our  product  to  help,  you  know,  increase  exports. 

We  have  gone  through  Asia  and  we  have  increased  exports  dra- 
matically there,  as  you  are  aware.  We  are  competing  around  the 
world  with  Iran  now,  and  we  haven't  had  much  success  in  Mexico 
because  they  have  used  it  as  a  dumping  ground  for  their  product. 
And  we  need — this  will  give  us  enough  incentive  and  motivation  to 
really  move  in  there  in  a  big  way. 

We  also  see  Mexico  as  a  jumping-off  point  to  the  rest  of  Central 
and  South  America.  There  are  a  lot  of  cultural  similarities  between 
Mexico  and  the  rest  of  South  America  and  it  is  a  very  underdevel- 
oped market,  and  hopefully,  as  I  mentioned  in  my  testimony,  this 
will  lead  ultimately  to  more  agreements  and  more  shipments  to 
South  America  as  well. 

Mr.  Thomas.  Mr.  Swenson,  were  you  here  during  the  environ- 
mentalist panel  discussion? 

Mr.  Swenson.  Just  for  the  closing  part. 
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Mr.  Thomas.  One  of  the  concerns  that  a  number  of  us  have  in 
regard  to  NAFTA,  is  that  it  is  tied  to  a  series  of  trade  agreements, 
GATT  being  one  of  them,  and  an  attitude  about  trade  agreements 
which  are  not  independent  of  each  other,  and  that — I  guess  the 
way  I  would  rephrase  the  question  is,  do  you  beHeve  it  is  impos- 
sible over  time  to  resolve  the  concerns  that  you  feel  are  embedded 
in  NAFTA  and  not  resolved  in  the  United  States-Canadian  Free- 
Trade  Agreement?  That  is,  are  you  unresolvably  opposed  to  NAFTA 
or  do  you  believe  that  despite  your  best  efforts  if  it  passes,  there 
are  possibilities  for  resolving  it? 

My  concern,  and  it  is  a  very  real  concern,  and  I  don't  believe  it 
is  a  degree  of  hysteria,  is  that  if  NAFTA  does  not  pass,  GATT  will 
not  pass.  And  if  GATT  does  not  pass,  then,  although  there  are  im- 
perfections in  both  of  the  agreements,  the  calamity  for  the  world 
trading  order  and  the  downside,  in  terms  of  diminished  opportuni- 
ties for  trade  and,  therefore,  economic  development,  are  so  much 
greater  than  the  downsides  in  the  agreements,  that  unless  there  is 
something  so  fundamentally  flawed  with  the  agreement,  that  I 
would  urge  people  who  have  complaints  to  work  within  the  system 
and  continue  to  try  to  make  adjustments  rather  than  simply  out- 
and-out  oppose  the  agreement.  Where  are  you  in  terms  of  not  this 
NAFTA — or  can  we  kind  of  make  NAFTA  better  after  this  one 


Mr.  SwENSON.  First  of  all,  let  me  make  it  clear  that  we  have 
been  in  negotiations  with  the  Trade  Representative's  office  in  re- 
gards to  the  GATT,  as  well  as  the  NAFTA,  during  its  ongoing  time, 
and  that  has  increased  in  the  last  number  of  months  with  the  new 
administration.  We  are  pleased  about  it.  We  intend  to  continue 
that  effort  very  aggressively. 

Let  me  just  say  that  I  do  not  believe  that  utter  chaos  will  occur 
if  this  NAFTA  is  not  approved.  I  think  that  trade  is  a  critically  im- 
portant element  in  the  economies  of  all  the  countries  of  the  world, 
that  we  will  move  forward.  I  believe  that  a  new  NAFTA  agreement 
can  be  renegotiated. 

Now  with  that  statement  aside,  let  me  just  say  that  if  the  pro- 
NAFTA  people  are  successful  and  it  passes,  we  will  work  aggres- 
sively in  the  manner  in  which  it  is  implemented,  to  put  the  appro- 
priate safeguards — and  I  am  sorry  you  weren't  here  to  hear  my 
comments,  because  I  just  tried  to  summarize  the  key  points — ^the 
safeguards  that  we  think  need  to  be  put  in  place,  not  only  for  the 
concerns  of  the  producers,  but  as  well  as  our  close  alliance  and  re- 
lationship with  consumers,  domestically,  as  well  as  internationally, 
and  we  will  work  aggressively  in  that. 

Mr.  Thomas.  I  may  need  to  have  some  staff  talk  to  you.  And  I 
apologize  for  not  getting  them,  but  I  need  some  more  details,  be- 
cause I  thought  the  point-of-origin  and  the  transshipment  language 
in  here  was  really  pretty  sound  in  terms  of  resolving  at  least  most 
of  the  problems  that  I  was  concerned  about.  And  I  have  very  great 
concerns  about  point-of-origin  and  transshipment,  since  my  district 
has  a  lot  of  cotton  that  is  grown.  We  are  very  concerned  about  a 
lot  of  Guatemalan  cotton  suddenly  becoming  Mexican  cotton.  We 
also  grow  a  lot  of  sugar.  I  am  concerned  about  the  movement  of 
sugar  through  the  Caribbean  and  Mexico  into  the  United  States. 
There  are  a  number  of  other  products,  so  I  spent  some  time  as  the 
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agreement  was  being  put  together  on  the  point-of-origin  and  the 
transshipment  sections. 

I  want  to  know  where,  either  I  was  not  aware  of  some  problems, 
or  perhaps  where  the  interpretation  of  the  section  might  be  dif- 
ferent between  the  two  of  us.  So  I  look  forward  to  continuing  that 
discussion  as  we  move  forward. 

Mr.  Pruitt,  do  you  believe  that  given  the  labor  cost  differentia', 
the  sustained  cost  differential,  and  the  movement  toward  the  possi- 
bility of  more  free  trade  arrangements  with  Latin  and  South  Amer- 
ican markets,  that  the  cut  flower  industry  in  California  is  eventu- 
ally doomed,  that  is  you  simply  can't  compete? 

Mr.  Pruitt.  I  am  hoping  to  believe  that  it  is  not  eventually 
doomed.  There  are  a  number  of  marginal  operations  that  over  the 
last  few  years  have  closed  up.  The  more  efficient  producers  are  still 
in  business.  The  people  that  are  involved  in  marketing  and  heavily 
marketing  are  still  in  business.  That  is  one  of  the  reasons  why  we 
created  the  California  Cut  Flower  Commission,  to  strictly  promote 
California  products  and  to  develop  a  market  specifically  for  our 
commodity  as  a  California  product. 

Mr.  Thomas.  I  am  glad  you  have  that  attitude,  because  I  believe 
there  is  a  real  opportunity  for  California  cut  flowers,  primarily  be- 
cause of  the  comment  that  the  Chairman  made.  And  I  will  end  on 
this,  because  I  believe  we  have  the  ability  through  technology  now 
to  shape  products  to  market  desires,  and  that  we  probably  have 
this  ability  greater  than  anyone  else,  and  it  will  be  our  primary 
margin  of  value  added  in  future  years,  and  that  is  we  develop  not 
only  the  edible  products,  like  seedless  watermelons,  better  pistach- 
ios and  other  kinds  of  products  that  people  will  respond  to,  but  that 
also  in  the  cut  flower  area  I  think  it  is  an  exciting  opportunity  to 
develop  new  novel,  if  you  will,  but  attractive  products  for  the  mar- 
ketplace which  will  command  a  higher  dollar  amount  and  which  no 
amount  of  cheap  labor  can  produce,  because  it  is  a  combination  of 
smart  labor  and  technology.  And  I  believe  that  what  we  are  going 
to  do  is  create  even  greater  opportunities  to  produce  the  product 
that  will  be  different  in  the  future  than  the  product  today,  but  it 
is  one  that  will  be  in  high  demand. 

I  stand  ready  to  work  with  you  at  any  time  to  get  California  to 
realize  that  it  ought  to  join  the  Nation  in  terms  of  its  standards, 
that  if  we  simply  accepted  Federal  standards,  it  would  be  a  tremen- 
dous boost  to  the  opportunity  for  California  to  create  jobs  and  stop 
them  from  leaving  the  State. 

I  appreciate  all  of  your  testimonies. 

Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Grood. 

Thank  you  very  much. 

STATEMENT  OF  KENNETH  RUSSO,  VICE  PRESIDENT,  DIREC- 
TOR OF  INTERNATIONAL  SOURCING,  J.C.  PENNEY  CO.,  INC., 
ON  BEHALF  OF  THE  NATIONAL  RETAIL  FEDERATION 

Chairman  GIBBONS.  Our  next  panel. 
Mr.  Russo.  Thank  you,  Mr.  Chairman.  Good  afternoon. 
I  have  to  admit  before  I  start  my  testimony,  I  had  a  sinking  feel- 
ing, Mr.  Chairman,  when  you  left  earlier.  It  kind  of  reminded  me 


of  last  night  when  I  rehearsed  my  little  statement  here  in  front  of 
my  family  and  they  all  got  up  and  left  the  room. 

Chairman  Gibbons.  I  have  to  vote  every  now  and  then.  I  don't 
know  why  the  last  two  votes  have  been  called,  they  have  been  so 
lopsided 

Mr.  Russo.  We  understand  that  and  we  appreciate  your  time. 

What  I  would  like  to  do  in  the  next  few  minutes  is  give  you  an 
overview  of  my  testimony.  I  am  Ken  Russo,  vice  president,  director 
of  international  sourcing  at  J.C.  Penney. 

J.C.  Penney  is  the  country's  largest  department  store  company 
and  the  country's  largest  catalog  retailer.  J.C.  Penney  and  its  sub- 
sidiaries operate  more  than  2,000  stores  and  catalog  sales  centers 
located  in  every  State.  We  employ  nearly  190,000  Americans. 

Currently,  some  26  million  Americans  are  active  J.C.  Penney 
charge  card  holders,  and  many  more  shop  in  our  stores  and 
through  our  catalog.  Our  total  sales  in  1992  exceeded  $18  billion. 

I  am  pleased  to  be  speaking  today  on  behalf  of  the  National  Re- 
tail Federation  in  support  of  the  North  American  Free-Trade 
Agreement.  The  Federation,  headquartered  in  Washington,  DC,  is 
the  Nation's  largest  trade  group  that  speaks  for  the  retail  industry. 
It  represents  the  entire  spectrum  of  retailing,  including  several 
dozen  national  retail  associations,  and  all  50  State  retail  associa- 
tions. 

The  Federation's  membership  represents  an  industry  that  encom- 
passes over  1.5  million  retail  establishments,  employs  nearly  20 
million  people,  and  registered  sales  in  excess  of  $1.9  trillion  in 
1992.  NAFTA  will  provide  many  opportunities  for  the  American  re- 
tail industry  as  well  as  for  American  employers  and  employees  in 
general. 

NAFTA  will  expand  trade  and  investment  opportunities  in  Mex- 
ico, will  create  jobs  in  the  United  States,  and  will  not  significantly 
reduce  United  States  sourcing.  NAFTA  will  open  important  oppor- 
tunities to  United  States  retailers  to  invest  in  a  growing  Mexican 
market. 

NAFTA  has  spurred  growth  in  the  Mexican  consumer  market 
and  liberalization  of  trade  and  investment.  Further  growth  and  lib- 
eralization should  be  realized  by  NAFTA's  investment  provisions 
which  provide  nondiscriminatory  treatment  for  United  States  re- 
tailers in  Mexico  and  permit  them  to  repatriate  profits. 

In  addition,  NAFTA  will  provide  United  States  retailers  in  Mex- 
ico with  access  to  public  telecommunication  networks  for  internal 
or  cross-border  transmissions.  Retailing  in  Mexico  has  been 
spurred  by  NAFTA.  Retailers  invested  in  Mexico  include  J.C. 
Penney,  Dillard's,  Price  Club,  Blockbuster  Video,  Baskin  Robbins, 
Subway  Sandwiches  and  others. 

J.C.  Penney  plans  to  open  at  least  five  stores  in  Mexico,  begin- 
ning in  1994.  NAFTA  implementation  will  help  to  ensure  our  suc- 
cess. NAFTA  will  fuel  demand  for  American  goods  and  services, 
creating  jobs  in  the  United  States. 

Mexican  tariff  reductions,  coupled  with  a  phase-out  of  transpor- 
tation restrictions,  will  increase  United  States  export  opportunities 
and  thus  provide  new  American  jobs.  Mexican  consumers  are  ex- 
pected to  be  a  viable  market  for  United  States  exports  as  Mexican 
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consumers  have  a  preference  for  American  goods,  purchasing  two- 
thirds  of  their  imported  goods  from  the  United  States. 

Producers  of  apparel,  furniture,  automobiles,  food  products,  com- 
puters and  software  and  other  important  consumer  products  can 
expect  demand  for  their  goods  to  grow  as  Mexican  incomes  grow. 
American  retailers  investing  in  Mexico  will  be  the  key  points  of  dis- 
tribution for  those  American-made  products. 

At  J.C.  Penney,  our  objective  is  to  recreate  in  our  Mexican  stores 
the  shopping  experience  that  United  States  consumers  now  enjoy 
in  our  stores  in  this  country.  That  means  that  our  product  mix  in 
Mexico  will,  to  a  very  large  extent,  mirror  that  of  our  United  States 
stores. 

In  part,  due  to  NAFTA's  removal  of  tariff  and  nontariff  barriers, 
we  expect  that  about  two-thirds  of  the  merchandise  we  sell  in  Mex- 
ico, like  the  merchandise  we  sell  here,  will  be  sourced  in  the  United 
States.  Thus,  to  stock  our  stores  in  Mexico,  we  will  be  buying  more 
goods  from  our  United  States  suppliers,  and  that  will  mean  more 
American  jobs. 

For  many  retailers,  NAFTA  will  not  significantly  reduce,  if  at  all, 
their  United  States  sourcing.  Elimination  of  the  United  States  tar- 
iffs on  Mexican  products  under  NAFTA  is  unlikely  to  significantly 
reduce  United  States  sourcing.  The  fact  is  most  of  the  trade  bar- 
riers that  will  be  eliminated  are  in  Mexico,  not  here. 

According  to  the  1993  Congressional  Budget  Office  report  on 
NAFTA,  the  effective  United  States  tariff  rate  for  all  imports  from 
Mexico  averaged  only  5.5  percent  in  1991  and,  as  a  matter  of  fact, 
only  2.8  percent  for  apparel  and  related  products.  To  the  extent 
that  removal  of  tariff  and  nontariff  barriers  such  as  cross-border 
restrictions  may  make  Mexico  sourcing  attractive.  United  States 
retailers  are  more  likely  to  shift  foreign  sourcing  from  the  Far  East 
to  Mexico  than  to  shift  sourcing  from  the  United  States  to  Mexico. 

In  conclusion,  retailers  believe  that  NAFTA  will  benefit  Amer- 
ican consumers  and  the  millions  of  workers  in  the  retailing,  import- 
ing and  manufacturing  industries.  We  look  forward  to  working 
with  the  Congress  in  the  coming  months  as  it  evaluates  the  agree- 
ment and  its  implementing  legislation  to  achieve  these  goals. 

Thank  you,  sir. 

Chairman  GIBBONS.  Thank  you,  Mr.  Russo. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  KENNETH  RUSSO 

VICE  PRESIDENT,  DIRECTOR  OF  INTERNATIONAL  SOURCING 

THE  J.C.  PENNEY  CO.,  INC. 


I.  Inboducfion 

Good  morning,  I'm  Ken  Russo,  Vice  President,  Director  of  intemationai 
Sourdrn  for  the  J.C.  Penney  Company,  headquartered  just  outside  of 
Dallas,  Texas.  JCPenney  is  the  country's  largest  department  store  company 
and  has  recently  become  the  country's  largest  catalog  retailer.  JCPenney 
and  Its  subsidiaries  operate  more  than  2,000  stores  and  catalog  sales 
owTters,  located  in  every  state,  and  employ  nearly  190,000  Americans. 
Currently,  some  26  nrillion  Americans  are  active  JCPenney  charge  card 
holders  and  many  rTX)re  shop  in  our  stores  and  through  our  catalog.  Our 
retail  sales  In  1992  exceeded  $18  billion. 

I  am  pleased  to  be  speaking  today  on  behalf  of  the  National  Retail 
Federation  in  support  of  the  North  American  Free  Trade  Agreement 
(NAFTA).  The  Federation,  headquartered  in  Washington,  DC,  is  the  nation's 
laroest  trade  group  that  speaks  for  the  retail  industry.  It  represents  the 
enbre  spectrum  of  retailing,  including  several  dozen  national  retail 
associations  and  all  50  state  retail  associations.  The  Federation's 
men^)ershlp  represents  an  Industry  that  encompasses  over  1 .5  million  retail 
estsblishnrBnts,  errploys  neariy  20  million  people,  and  registered  sales  in 
excess  of  $1.9  trillion  in  1992. 

II.  NAFTA  WD  Open  Important  Opportuiities  to  U.S.  Retaliefs  to  Invest 
In  a  GRMing  Mexican  Market 

American  retailers  expect  that  the  primary  benefit  of  the  NAFTA  to 
them  will  be  an  expansion  of  trade  and  investment  opportunities  in  Mexico. 
Mexican  consumer  Incomes  and  demand  for  U.S.-made  goods  have 
increased  already  as  a  result  of  the  prospect  of  the  Agreement  coupled  with 
important  economic  and  trade  liberalization  measures  implemented  by 
Mexican  President  Salinas  since  1989.  Growth  in  this  90-million  consumer 
rrwket,  together  with  further  trade  and  investment  liberalization  under  the 
NAFTA,  provides  new  opportunities  for  American  retailers  interested  In 
opening  stores  in  Mexico,  stocking  their  shelves  with  U.S.-made  goods,  and 
equipping  them  with  state-of-the-art  U.S.  retailing  technologies. 
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O  Tlie  NAFTA's  Investment  provisions  codify  ihe  rigiit  of  U.S. 
retailers  to  estaiaJisli  new  stores  in  Mexico;  mal^e  it  easier  for 
U.S.  retailers  to  acquire  existing  retailers  (witl^  100  percent  U.S. 
Investment);  ensure  that  U.S.  retailers  located  in  Mexico  receive 
the  sanre  treatment  as  Mexican  retailers;  and  pemiit  U.S. 
retailers  to  repatriate  profits. 

0  The  NAFTA  will  ensure  that  U.S.  retailere  operating  in  Mexico 
will  have  access  to  the  public  telecommunications  networks  for 
data  transmissions  within  a  NAFTA  country  or  for  cross-tiorder 
transmissions.  In  addition,  the  Agreement  will  allow  retailers  to 
connect  to  the  telecommunications  network  in  ways  that  will 
facilitate  timeliness  and  the  sophisticated  data  exchange 
requirements  of  today's  retailers. 

Several  American  retailers  have  had  a  longstanding  presence  in  the 
Mexican  nfiarket,  Including  Sears,  Roebuck  &  Company,  WDolworth 
Corporation,  and  several  food  franchises  (Pizza  Hut,  Kentucky  Fried 
Chicken,  and  TGI  Friday's,  to  name  only  a  few).  The  prospects  for  growth 
in  Mexico  under  the  NAFTA  have  already  spun^  otiiers  to  invest  in  Mexico, 
including  my  company,  as  well  as  Wal-Mart,  The  Price  Club,  Dillard 
Department  Stores,  Blockbuster  Video,  Baskin-Robbins  ice  Cream,  Subway 
Sandwiches  and  Salads,  and  numerous  otiiers.  Mexican  retailers  are  eager 
to  acquire  U.S.  retailing  technologies  and  expertise,  and  are  actively  courting 
American  retailers  to  be  joint  venture  partners.  So  far,  large  American 
retailers  and  chains  have  expressed  the  most  interest  in  investing  in  the 
Mexican  martlet,  but  there  Is  no  doubt  tiiat  smaller  American  retailers  will 
undertake  similar  projects,  particularty  as  part  of  joint  ventures  with 
Mexican  retailers. 

As  you  may  have  read,  JCPenney  plans  to  open  at  least  five  stores  in 
Mexico,  t)eglnning  in  1994.  The  NAFTA  has  been  an  important 
consideration  in  our  planning,  and  its  implementation  will  help  to  ensure  the 
success  of  our  plans. 
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NAFTA\MD  FuBl  Demand  fvAnerican  Goods  and  Seivksst  Cheating 
JcbsinlheUnted' 


Reductions  in  iVIexican  tariffs  will  open  new  markets  for  American 
corrpanies  and  their  employees,  and  the  U.S.  retailers  that  open  stores  in 
MeMCO,  to  sell  U.S.-made  goods  in  a  growing  Menacan  market.  Mexican 
consumers  have  a  decided  prefienenoe  for  American-made  and  American- 
style  goods.  AlrMKJy,  Mexicans  spend  four  times  as  much  on  American- 
made  products  as  they  spend  on  European  goods.  Mexico  purchases  more 
than  two-thirds  of  its  inports  from  the  United  States.  Mexican  consumers 
are  quickly  influenced  by  the  latest  American  trends,  due  to  the  ready 
availability  of  virtually  all  U.S.  television  programs  and  movies  in  Mexico,  and 
the  increasingly  large  number  of  Mexican  consumers  who  frequently  travel 
to  the  United  States  to  shop  or  order  merchandise  from  U.S.  catalogs. 

The  NAFTA  therefore  offers  significant  opportunities  to  American 
manufacturers  and  their  employees.  Producers  of  apparel,  fumiture, 
automobiles,  food  products,  computers  and  software,  and  other  inportant 
consumer  products  can  expect  demand  for  their  goods  to  grow  as  Mexican 
incomes  grow.  American  retailers  invested  in  Mexico  will  be  key  points  of 
distribution  for  those  American-made  goods. 

At  JCPenney,  our  objective  is  to  recreate  in  our  Mexican  stores  the 
shopping  experience  that  U.S.  consumers  now  enjoy  in  our  stores  in  this 
country.  That  means  that  our  product  mix  in  Mexico  will,  to  a  very  large 
extent,  mirror  that  of  our  U.S.  stores.  In  part  because  of  the  reductions  in 
Mexican  tariff  levels  and  the  phase-out  of  transportation  restrictions  that  the 
NAFTA  will  bring,  we  expect  that  about  two-thircls  of  the  merchandise  we  sell 
in  Mexico,  like  the  merchandise  we  sell  here,  will  be  sourced  in  the  U.S. 
TTius,  to  stock  our  stores  in  Mexico,  we  will  be  buying  more  goods  from  our 
U.S.  suppliers,  and  that  will  mean  more  American  jobs. 

As  a  consequence,  the  NAFTA  will  increase  U.S.  income  and 
employment.  U.S.  wages  are  expected  to  increase  by  up  to  0.3  percent, 
employment  by  as  much  as  200,000  jobs  just  one  year  after  the  Agreement 
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goes  into  effect,  and  the  real  gross  dorrrestic  product  by  up  to  0.5  percent^ 
These  irxaisases  translate  into  larger  U.S.  retail  sales. 

Reductions  In  Mexican  tariff  levels  are  not  the  only  vehicle  for 
increasing  U.S.  exports  to  Mexico,  and  U.S.-based  jobs  tied  to  those 
exports.  The  Agnsemenrs  provisions  allowing  eventual  cross-bordertnicking 
services  and  polnt-to^nl  dellveiy  of  international  cargo  will  enable  U.S. 
retailers  and  exporters  to  supply  custonrers  more  economically  and 
effidently.  This  will  allow  U.S.  retailers  and  exporters  to  be  more  price- 
competitive  In  the  Mexican  market,  which  will  mean  more  sales  and  more 
exports  from  the  United  States. 

IV.    For  Many  Rstaileis,  NAFTA  Win  Not  Significantly  Reduce  (If  at  AH) 
Their  U.S.Sourcing 

The  NAFTA  eliminates  duties  on  a  number  of  products  and  provides 
some  liberalization  of  North  American  textile  and  apparel  trade.  This  will 
have  a  significant  Impact  on  U.S.  exports  to  Mexico,  which  currently  inrposes 
tariffs  as  high  as  20  percent  on  such  goods.  However,  the  impact  will  be  far 
less  significant  on  U.S.  inports  from  Mexico.  According  to  the 
Congressional  Budget  Office's  July  1993  report  on  its  study  of  the  NAFTA 
the  effective  U.S.  tariff  rate  on  imports  of  all  commodities  from  Mexico 
averaged  only  5.5  percent  In  1991  (the  most  recent  year  for  whicli  figures 
were  available)  and  for  apparel  and  related  products  averaged  only  2.8 
percent^  The  immediate  elimination  or  phase-out  of  tariffs  of  these  levels 
is  not  likely  to  result  in  any  appreciable  shitting  by  U.S.  retailers  of  their 
sourdng  from  the  U.S.  to  Mexico. 

Expansion  of  the  Mexican  economy,  stimulated  in  part  by  the  f^lAFTA 
coupled  with  the  liberalization  of  cross-border  transportation  restrictions 


1  U.S.  Irtamatlonal  Trade  COrrrrtSSlon,  Potential  Imoatl  on  the  U.S.  Etanofry  and  Salerteri 

indurtrtea  of  tha  North  Atm^can  FrM-Trade  fi/jmrnw*  |nv.  No.  332-227,  USfTC  Pub.  No.  2596,  January 
1903,  p.  2-3;  Oflks  of  the  US.  Trade  ReproematlvB. 

CangrBwonal  Budget  Offlce,  A  RuriTHftrv  ann  EoonomcAnalvgig  of  the  North  Amenean 
JJy  1983,  at  32  (figures  detemned  by  dividing  aggregate  FAS  irrport  values  by 
tobl  tariff  nevanues). 
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under  the  NAFTA,  may  make  Mexicx)  a  more  attractive  source  for  some 
U.S.  retallere,  who  will  And  It  advantageous  to  shift  foreign  sourdng  from  the 
Far  East  and  other  areas  to  Mexico.  To  the  extent  that  the  NAFTA  may 
result  In  some  limited  shifting  of  U.S.  retail  sourdng  to  l\^ico,  the  result  will 
be  lowered  oosts  to  U.S.  retailers  and  lower  prices  to  U.S.  consumers. 
HowBfver,  It  is  not  likely  that  the  NAFTA  will  cause  such  retailers  to  reduce 
significaritly  their  U.S.  sourdng. 

V.  NAFTA  lirpleiTBndng  Le^slaflon 

U.S.  retailers  look  fonA/ard  to  working  with  the  Congress  to  suggest 
ways  In  which  the  Implementing  legislation  can  make  the  NAFTA  more 
benefldai  to  American  consumers.  In  particular,  retailers  support  provisions 
that  WDuW  ensure  that  the  Implementation  of  the  NAFTA  indudes  review 
processes  that  are  transparent,  dynamic,  and  responsive  to  the  frequent 
changes  in  consumer  demand,  particulariy  for  apparel  and  other  textile 
products.  Retailers  believe  that  a  transparent  review  process  is  imperative 
to  keep  the  Agreement  flexible  and  sensitive  to  the  frequent  and  rapid 
changes  In  consumer  demand  that  will  occur  over  the  course  of  the  1 0-year 
transitkxi  period.  Ws  are  encouraged  that  the  NAFTA  provides  for  spedal 
reviews  of  several  provisions  of  the  Agreement  relating  to  textile  and  apparel 
trade,  induding  the  rule  of  origin.  It  also  provides  for  a  major  review  of  all 
the  textile  and  apparel  provisions  no  later  than  five  years  from  the 
implementation  of  the  NAFTA  Review  provisions  are  important  and  should 
not  be  weakened. 

VI.  Conclusion 

Retailers  believe  that  the  NAFTA  will  benefit  American  consumers  and 
the  millions  of  workers  in  the  retailing,  importing,  and  manufacturing 
industries.  V\te  look  forward  to  woridng  with  the  Congress  in  the  coming 
months  as  you  evaluate  the  Agreement  and  its  impiennenting  legislation  to 
achieve  these  goals. 
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STATEMENT  OF  RALPH  CARTER,  DIRECTOR  OF  TRADE  POL- 
ICY, WAL-MART  STORES,  INC.,  ON  BEHALF  OF  THE  INTER- 
NATIONAL MASS  RETAIL  ASSOCIATION 

Chairman  Gibbons.  Mr.  Carter. 

Mr.  Carter.  Thank  you,  Mr.  Chairman. 

My  name  is  Ralph  Carter,  I  am  director  of  Trade  Pohcy  for  Wal- 
Mart  Stores,  Inc.  I  am  appearing  today  on  behalf  of  the  Inter- 
national Mass  Retail  Association. 

The  International  Mass  Retail  Association,  the  IMRA,  represents 
more  than  150  mass  retailers,  including  department  stores,  like 
Wal-Mart,  as  well  as  Home  Depot,  Service  Merchandise,  and  Price 
Club,  and  many  others. 

Wal-Mart  Stores,  Inc.,  is  the  Nation's  largest  retailer,  with  sales 
last  year  of  over  $55  billion.  We  have  490,000  associates  working 
in  1954  Wal-Mart  stores  and  322  Sam's  Clubs  across  48  States  and 
Puerto  Rico.  Two  years  ago,  Wal-Mart  entered  into  a  joint  venture 
agreement  with  Mexico's  largest  retailer  CIFRA.  Under  that  agree- 
ment we  are  currently  operating  five  Sam's  Clubs  with  two  super 
centers  opening  soon.  It  has  been  a  challenging  experience  but  one 
we  are  very  pleased  with. 

I  am  here  today  to  tell  you  why  the  discount  industry  supports 
the  North  American  Free-Trade  Agreement.  We  sincerely  believe 
that  NAFTA  is  right  for  America  and  especially  right  for  American 
workers  and  U.S.  consumer  goods  manufacturing. 

First,  I  would  like  to  share  with  you  a  couple  of  observations 
about  the  retail  industry  and  how  we  create  markets  for  American 
manufacturers.  Consider  a  small  mid-American  manufacturer  who 
develops  a  "better  mousetrap."  I  am  afraid  that  in  today's  world, 
no  one  is  going  to  beat  a  path  to  his  door  unless  he  establishes  con- 
nections and  partnerships  with  wholesalers  and/or  retailers  who 
will  get  his  mousetrap  to  the  market. 

Bearing  this  in  mind,  an  entire  industry  of  trade  associations 
like  the  IMRA  has  sprung  up  and  are  devoted,  at  least  in  part,  to 
staging  marketing  shows  for  manufacturers  to  sell  their  wares  di- 
rectly to  the  retailers  who  can  take  their  products  to  market. 

A  study  by  the  U.S.  Commerce  Department  released  just  this 
month  underscores  the  point.  The  study  concluded  that 
intermediaries,  especially  wholesalers,  are  of  surprising  importance 
to  exports.  The  study  found  that  these  intermediaries,  including 
wholesalers,  retailers  and  brokers,  constituted  over  40  percent  of 
U.S.  exporters  in  1987. 

These  companies  were  responsible  for  almost  a  third  of  all  U.S. 
exports  in  that  year.  What  is  more,  these  wholesalers  and  retailers 
play  a  particularly  important  role  for  small  and  midsized  manufac- 
turers who  have  built  better  mousetraps  but  who  do  not  have  the 
resources  or  knowledge  to  sell  them  here  or  export  them  overseas. 
According  to  the  study,  60  percent  of  the  merchandise  exported  by 
retailers  and  other  nonwholesaler  intermediaries  came  from  small 
firms. 

The  globalization  of  retailing  is  one  of  the  newest  trends  in  inter- 
national trade.  Nonetheless,  I  believe  it  is  certain  to  continue,  espe- 
cially in  the  atmosphere  trade  agreements  like  the  North  American 
Free-Trade  Agreement  will  create.  By  combining  investment,  and 
trade  and  service  reforms  with  basic  tariff"  eliminations,  NAFTA 
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will  foster  the  creation  of  new  and  efficient  marketing  channels  for 
U.S.  manufacturers. 

The  U.S.  market  is  no  longer  big  enough  for  all  the  retailers  and 
manufacturers  that  now  compete  for  the  consumers'  attention. 
There  is  a  great  deal  of  consolidation  within  the  retail  industry 
these  days,  and  we  have  all  heard  about  the  challenges  confronting 
consumer  product  companies  in  the  face  of  sagging  consumer  con- 
fidence. 

By  joining  with  Mexico  and  Canada,  the  United  States  can  create 
the  largest  market  in  the  world.  Indeed,  the  steps  have  already 
begun.  Beginning  in  1988,  the  Mexican  Government,  by  regulation, 
opened  up  investment  in  retailing  businesses  in  Mexico,  creating 
an  important  new  opportunity  for  Wal-Mart  and  many  other 
IMRA-member  companies. 

The  result  of  that  change,  which  NAFTA  would  codify  into  Mexi- 
can law,  has  been  a  significant  upsurge  of  retailing  start-ups  south 
of  the  border.  While  we  are  opening  stores  in  Mexico,  it  is  not  at 
the  expense  of  the  stores  we  operate  in  the  United  States.  When 
a  retailer  invests  in  Mexico,  that  investment  doesn't  cost  jobs  here. 
In  fact,  when  Wal-Mart  opens  a  new  store,  whether  it  is  here  or 
there,  more  than  likely  we  are  creating  new  markets  for  our  vendor 
partners  and  creating  or  sustaining  new  jobs  as  a  result. 

Some  have  questioned  whether  the  Mexican  consumer  has 
enough  money  to  buy  our  products.  Any  retailer  who  has  operated 
a  store  along  the  southern  border  will  tell  you  that  it  is  very  dif- 
ficult to  keep  those  stores  in  stock.  The  Mexican  consumers  flock 
to  border  stores  to  go  shopping,  because  United  States  retail  com- 
pEinies  have  better  merchandise  selection  than  their  Mexican  coun- 
terparts, and  Mexicans  prefer  United  States  brand  name  products. 

I  believe  these  statistics  belie  the  notion  that  NAFTA  is  likely  to 
result  in  a  huge  surge  of  cheap  imports.  Instead,  the  trend  is  likely 
to  be  in  the  opposite  direction. 

Our  experience  since  1987  bears  this  out.  According  to  the  De- 
partment of  Commerce,  United  States  exports  of  consumer  goods  to 
Mexico  quadrupled  from  1987  to  1992,  from  $1.1  biUion  to  $4.4  bil- 
lion. Last  year,  the  average  Mexican  purchased  $49  in  United 
States  consumer  products,  compared  to  just  $47  for  the  average 
Japanese.  This  is  a  basic  tenet  of  trade  policy,  reducing  tariffs  im- 
proves export  performance. 

In  conclusion,  the  opponents  of  NAFTA  would  have  you  believe 
that  every  dollar  of  United  States  investment  in  Mexico  will  result 
in  lost  American  jobs.  I  am  here  to  tell  you  today  that  is  not  true. 

We  are  proud  of  the  role  we  play  in  creating  opportunities  for 
American  manufacturers  here  in  the  United  States  and  in  our  joint 
venture  in  Mexico.  NAFTA  will  enhance  our  company's  ability  to 
grow  and  provide  desperately  needed  new  markets  for  U.S.  manu- 
facturers. I  urge  you  to  support  it. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  RALPH  CARTER 

INTERNATIONAL  MASS  RETAIL  ASSOCIATION 

AND  WAL-MART  STORES.  INC. 

Good  morning.  My  name  is  Ralph  Carter,  I  am  Director  of  Trade  Policy  for 
WAL-MART  STORES,  Inc.  and  I  am  appearing  today  on  behalf  of  The 
International  Mass  Retail  Association. 

The  International  Mass  Retail  Association  (IMRA)  represents  more  than  150 
mass  retailers  including  discount  department  stores  like  WAL-MART  as  well  as 
home  centers,  catalogue  showrooms,  dollar  stores,  variety  stores,  warehouse  clubs, 
deep  discount  drugstores,  specialty  discounters  and  ofT-priee  stores.  Collectively, 
IMRA  retail  members  operate  more  that  54,000  stores  in  the  U.S.  and  abroad  and 
employ  more  than  1.5  million  people.  The  retail  members  represent  the 
overwhelming  majority  of  the  $202  billion  mass  retail  industry  in  the  United  States. 

WAL-MART  STORES,  Inc.  is  the  nation's  largest  retailer  with  sales  last  year 
of  over  $55  billion.  We  have  490,000  associates  working  in  1,954  WAL-MART 
stores  and  320  Sam's  Clubs  in  48  states,  and  Puerto  Rico.  Two  years  ago,  WAL- 
MART  entered  into  a  Joint  Venture  Agreement  with  Mexico's  largest  retailer, 
CIFRA.  Under  that  agreement  we  are  currently  operating  five  Sam's  Clubs  with  two 
Supercenters  opening  soon.  It  has  been  a  challenging  experience,  but  one  we  are 
very  pleased  with. 

I  am  here  today  to  tell  you  why  the  discount  industry  supports  the  North 
American  Free  Trade  Agreement  (NAFTA).  I  will  leave  the  specific  detailed 
descriptions  of  the  agreement  to  the  many  other  witnesses  you  will  be  hearing  fiom 
over  the  course  of  these  hearings.  Instead  I  hope  to  share  with  you  some  of  my 
company's  and  my  industry's  experiences  in  opening  new  markets,  especially  for 
small-  and  mid-sized  U.S.  manufacturers.  Our  support  for  NAFTA  is  based  on 
more  than  just  marketing  concerns,  however.  We  sincerely  believe  that  NAFTA  is 
right  for  America,  and  especially  right  for  Ainerican  workers  in  U.S.  consumer 
goods  manufacturing. 


Retailing  «&  Wholesaling  —  Making  Markets  and  Intermediaries  to  Trade 

First,  I'd  like  to  share  with  you  a  couple  of  observations  about  the  retail 
industry  and  how  we  create  markets  for  American  manufacturers.  Consider  a  small, 
mid-American  manufacturer  who  develops  a  "better  mouse  trap."  The  old  adage 
about  mousetraps  notwithstanding,  that  manufacturer  is  likely  to  labor  in  complete 
obscurity  unless  and  until  he  can  get  his  mousetrap  to  market.  I'm  afraid  that  in 
today's  world,  no  one  is  going  to  beat  a  path  to  his  door,  unless  he  establishes 
comiections  and  partnerships  with  wholesalers  and/or  retailers. 

Bearing  this  in  mind,  an  entire  industry  of  trade  associations  like  IMRA  have 
sprung  up  and  are  devoted,  at  least  in  part,  to  staging  marketing  shows  for 
manufacturers  to  sell  their  wares  directly  to  the  retailers  who  can  take  them  to 
market.  This  is  nothing  particularly  new  or  startling.  It  is  inerely  often  overlooked 
by  policy  makers  when  discussing  foreign  investment,  export  trade  or  the  role  that 
retailing  plays  in  international  business.  There  is  a  tendency  to  think  about  retailers 
only  in  the  context  of  importing,  not  in  the  context  of  boosting  or  creating 
opportunities  for  U.S.  exports. 
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A  study  by  the  U.S.  Commerce  Department  released  just  tliis  month 
underscores  the  point.  A  profile  of  United  Stales  Exporters,  prepared  by  the 
Commerce  Department  hiteniational  Trade  Administration  and  the  Office  of  Trade 
and  Economic  Analysis  conchided  tliat:  "Intennediaries  [to  international  trade], 
especially  wholesalers,  are  of  surprising  importance  to  exports."  The  study  found 
that  these  intermediaries  -  including  wholesalers,  retailers  and  brokers  --  constituted 
over  forty  percent  of  U.S.  exporters  in  1987.  These  companies  were  responsible  for 
almost  a  third  of  all  U.S.  exports  in  that  year.  What's  more,  these  wholesalers  and 
retailers  play  a  particularly  important  role  for  small  and  mid-sized  manufacturers 
who  have  built  better  mousetraps,  but  who  do  not  have  the  resources  or  knowledge 
to  sell  them  here  or  export  them  overseas.  According  to  the  study,  60  percent  of  the 
merchandise  exported  by  retailers  and  other  (non-wholesaler)  intennediaries  came 
from  small  finns. 


NAFTA  and  Consumer  Markets 

This  globalization  of  retailing  is  one  of  the  newest  trends  in  international 
trade.  Nonetheless,  I  believe  it  is  certain  to  continue  especially  in  the  atmosphere 
that  trade  agreements  like  the  North  American  Free  Trade  Agreement  will  create. 
By  combining  investment  and  trade  in  service  reforms  with  basic  tariff  eliminations 
NAFTA  will  foster  the  creation  of  new  and  efficient  marketing  channels  for  U.S. 
manufacturers. 

If  we  fail  to  enact  NAFTA,  many  opportunities  for  exporters  and  retailers 
alike  will  be  lost.  Quite  simply,  the  U.S.  market  is  no  longer  big  enough  for  all  the 
retailers  and  manufacturers  that  now  compete  for  the  consumer's  attention.  There  is 
a  great  deal  of  consolidation  within  the  retail  industry  these  days,  and  we  have  all 
heard  about  the  challenges  confronting  consumer  product  companies  in  the  face  of 
sagging  consumer  confidence. 

By  joim'ng  with  Mexico  and  Canada,  the  United  States  can  create  a  huge 
potential  consumer  market  —  the  largest  market  in  the  world.  Indeed,  the  steps  have 
already  begini  to  create  that  market.  Beginning  in  1988,  the  Mexican  government, 
by  regulation,  opened  up  investment  in  retailing  businesses  in  Mexico,  creating  an 
important  new  opportunity  for  WAL-MART  and  many  other  IMRA  member 
companies.  The  result  of  that  change  —  which  NAFTA  would  codify  in  Mexican 
law  ~  has  been  a  significant  upsurge  in  retailing  startups  south  of  the  border.  While 
we  are  opening  stores  in  Mexico,  it  is  not  at  the  expense  of  the  stores  we  already 
operate  in  the  United  States.  When  a  retailer  invests  in  Mexico,  that  investment 
doesn't  cost  jobs  in  the  United  States.  In  fact,  when  WAL-MART  opens  a  new 
store  ~  whether  it's  here  or  there  —  more  than  likely  we  are  creating  new  markets  for 
our  vendor  partners,  and  creating  or  sustaining  new  jobs  as  a  result. 

Some  have  questioned  whether  the  Mexican  consumer  has  enough  money  to 
buy  our  products.  Any  retailer  who  has  operated  a  store  along  the  southern  border 
will  tell  you  that  it  is  difficult  to  keep  those  stores  in  stock.  Until  Mexico  limited  the 
amount  of  duty  free  merchandise  that  its  citizens  could  bring  back,  Mexican 
consumers  flocked  to  border  stores  to  go  shopping,  because  U.S.  retail  companies 
have  a  better  merchandise  selection  than  their  Mexican  counterparts,  and,  much 
more  important,  Mexicans  prefer  U.S.  brand  name  products. 


477 


I  believe  lliese  statistics,  more  than  any  otliers,  belie  tlie  notion  that  NAFI'A  - 
-  whicli  will  reduce  consumer  prices  in  Mexico  much  more  than  here  in  the  United 
States  --  is  likely  to  result  in  a  huge  surge  of  "cheap"  imports,  histead,  the  trend  is 
likely  to  be  in  the  opposite  direction. 

Our  experience  since  1987  when  Mexico  began  to  slowly  lower  its  tariff 
barriers  bears  this  out.  According  to  the  Department  of  Commerce,  U.S.  exports  of 
consumer  goods  to  Mexico  quadrupled  from  1987  to  1992  from  $1.1  billion  to  $4.4 
billion.  Last  year,  the  average  Mexican  purchased  $49  in  U.S.  consumer  products, 
compared  to  just  $47  for  the  average  Japanese.  This  is  a  basic  tenant  of  trade 
policy:  reducing  tariffs  improves  export  performance. 


Investment  Rules  and  Cross  Border  Services 

In  addition  to  improving  access  for  U.S.  manufacturers  through  tariff  cuts, 
NAFTA  also  creates  a  precedential  set  of  international  rules  governing  access  for 
service  companies  and  free  investment.  For  the  consumer  products  industries, 
NAFTA  will  open  Mexican  marketing  channels  not  only  by  reducing  prices  for  U.S. 
imports,  but  also  by  insuring  that  Mexico  will  create  the  kind  of  modern  business 
infrastructure  necessary  for  today's  logistics  management.  In  addition  to  recognizing 
national  treatment  for  U.S.  investment  in  Mexican  and  Canadian  retail  operations, 
NAFTA  also  liberalizes  Mexican  restrictions  on  important  distribution  services  -- 
especially  land  transportation  which  is  the  lifeblood  of  any  distribution  network. 
The  agreement  also  provides  significant  access  for  U.S.  telecommunications  firms, 
especially  in  the  data  transmission  area. 


Conclusion 

The  opponents  of  NAFTA  would  have  you  believe  that  every  dollar  of  U.S. 
investment  in  Mexico  will  result  in  lost  American  jobs.  I'm  here  today  to  tell  you 
that  isn't  tnie.  We  are  proud  of  the  role  we  play  in  creating  opportunities  for 
American  manufacturers  here  in  the  United  States  and  in  our  joint  venture  in 
Mexico.  NAFTA  will  enhance  our  company's  ability  to  grow  and  provide 
desperately  needed  new  markets  for  U.S.  manufacturers.  I  urge  you  to  support  it. 
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Chairman  GIBBONS.  Thank  you,  Mr.  Carter. 

I  want  to  thank  both  of  you  for  coming  and  for  being  so  patient 
and  waiting  for  us.  We  appreciate  your  testimony. 

STATEMENT  OF  CAMERON  CLARK,  PRESmENT,  PRODUCTION 
SHARING  INTERNATIONAL,  LIMITED,  ON  BEHALF  OF  THE 
CARIBBEAN/LATIN  AMERICAN  ACTION 

Chairman  GIBBONS.  Mr.  Hatton,  Mr.  Clark,  and  Mr.  Riley. 

Mr.  Clark,  it  looks  like 

Mr.  Clark.  You  mean  everybody  deserted  me. 

It  is  a  pleasure  to  be  back  before  your  subcommittee  again. 

Chairman  Gibbons.  Yes,  sir,  same  here. 

Mr.  Clark.  Back  in  the  days  of  Chuck  Chamberlain  and  some 
very  interesting  challenges. 

Mr.  Chairman  Gibbons  and  members  of  the  subcommittee,  thank 
you  for  providing  Caribbean/Latin  American  Action  this  oppor- 
tunity to  appear  before  the  subcommittee  and  to  present  its  views 
on  the  North  American  Free-Trade  Agreement. 

My  name  is  Cameron  Clark.  I  appear  today  as  a  trustee  of  Carib- 
bean/Latin American  Action.  Caribbean/Latin  American  Action  is 
giving  full  support  to  the  approval  of  NAFTA  and  to  the  side  agree- 
ments on  labor  and  environmental  cooperation.  For  the  same  rea- 
sons that  we  are  supporting  NAFTA,  we  are  supporting  the  cre- 
ation of  a  single  North  American  market  through,  and  in  the  first 
instance,  the  granting  of  NAFTA  benefits  to  Caribbean  Basin  coun- 
tries, no  later  than  the  date  on  which  the  related  provisions  of 
NAFTA  become  effective.  This  approach  has  become  known  as  the 
CBI-NAFTA  parity. 

C/LAA  is  a  nonprofit  organization.  Our  overriding  goal  is  to  pro- 
mote private  sector  generated  economic  development  in  the  coun- 
tries of  the  Caribbean  Basin  in  Mexico,  Venezuela,  and  Colombia. 
We  pursue  this  goal  by  stimulating  trade  and  investment  in  these 
countries,  fostering  private  sector  institutions  dedicated  to  nation 
building,  and  advocating  the  adoption  of  liberal  trade  and  invest- 
ment policies  in  these  countries  and  in  the  United  States. 

In  the  current  debate  over  NAFTA,  it  seems  that  we  have  forgot- 
ten that  NAFTA  is  far  more  than  an  agreement  to  disarm  our 
country's  bilateral  tariffs  and  other  forms  of  traditional  trade  bar- 
riers. NAFTA  is  the  abiding  promise  of  our  Mexican  neighbors  to 
place  the  private  sector  in  the  uncontested  center  of  its  long-term 
development  efforts. 

Mexico  has  renounced  its  old  system  of  insulating  major  sectors 
of  its  economy  from  global  competition.  It  has  moved  the  govern- 
ment out  of  the  role  of  owning  and  running  major  industries.  By 
negotiating  NAFTA,  Mexico  has  made  it  clear  that  it  is  committed 
to  the  outward-looking  market  economy. 

As  Mexico  began  liberalizing  in  the  middle  of  the  last  decade, 
there  was  an  outcry  that  Mexico  wouldn't  survive  the  transition  to 
open  trade  and  investment.  As  we  know  today,  Mexico  not  only  has 
survived,  but  it  has  enjoyed  sustained  growth  which  rivals  the  so- 
called  "Asian  tigers."  For  the  United  States,  that  growth  has  had 
a  very  beneficial  effect,  for  in  contrast  to  some  of  our  trading  part- 
ners in  Asia,  the  Mexican  business  has  been  eager  to  share  its  eco- 
nomic attainment  with  United  States  business  who  have  found  in 
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Mexico  an  export  market  as  important  and  as  stable  as  any  in  the 
world. 

The  Mexican  private  sector  has  also  shown  a  readiness  to  share 
with  the  American  business  the  opportunity  to  invest  in  Mexico's 
economic  future.  Mexico  has  set  an  example  for  the  rest  of  the 
hemisphere,  showing  that  policies  conducive  to  trade  and  invest- 
ment can  provide  a  better  way  of  life  for  all  elements  of  society. 

Mexico  has  been  an  active  protagonist  in  the  growing  of  an 
American  trading  bloc.  American  and  Mexican  businessmen  want 
to  see  the  western  hemisphere  become  number  one  in  growth  and 
prosperity. 

Latin  America  is  already  the  fastest  growing  destination  for 
United  States-manufactured  exports.  Our  manufactured  exports 
grew  by  20  percent  annually  over  the  period  of  1989  through  1992. 
An  important  reason  for  this  growth  is  the  prosperity  of  the  United 
States-Mexican  business  partnerships  to  source  their  capital  goods 
and  raw  materials  within  the  North  American  market,  so-called 
"production  sharing." 

Production  sharing  is  not  an  exclusive  North  American  phenome- 
non. Taiwan  and  mainland  China  engage  in  production  sharing,  as 
do  Malaysia  and  Singapore.  A  large  percentage  of  the  products 
from  these  Asian  twin  plants  end  up  in  the  United  States.  They 
contain  no  United  States  input. 

NAFTA  promises  to  reduce  the  competitive  edge  now  enjoyed  by 
Asian  twin  plants.  If  both  Mexico  and  the  United  States  eliminate 
the  duty  we  maintain  in  sectors  such  as  apparel,  autos,  consumer 
electronics,  we  will  dramatically  enhance  the  opportunities  for 
North  American  twin  plants  to  recover  markets  now  dominated  by 
Asian  products. 

In  earlier  testimony,  C/LAA  has  discussed  the  question  of  initial 
impact  of  NAFTA  on  Caribbean  Basin  countries.  Obviously,  we  are 
extremely  pleased  to  hear  President  Clinton  calling  for  further  ex- 
amination of  the  potential  for  NAFTA  to  draw  off  to  Mexico  export 
sectors  critical  to  sustainable  development  in  the  Caribbean  Basin. 

In  our  view,  the  provisions  of  H.R.  1403,  the  Caribbean  Basin 
Free-Trade  Agreement  Act,  introduced  this  spring  by  yourself,  Mr. 
Chairman,  would  provide  a  fair  and  sensible  transition  from  the 
preferential  terms  of  the  CBI  to  an  adoption  of  the  obligations  of 
the  North  American  Free-Trade  Agreement. 

H.R.  1403  calls  for  minimal  changes  in  United  States  duties  and 
quotas,  but  these  changes  would  protect  the  Caribbean  Basin  from 
the  potential  diversion  of  inward  investment  in  trade  and  products 
that  account  for  nearly  one-quarter  of  their  total  exports  to  the 
United  States. 

Haiti,  in  particular,  will  suffer  if  the  Caribbean  Basin  parity  is 
not  approved.  The  country  cannot  compete  now  and  will  require 
special  treatment  to  even  hope  to  approach  its  pre-embargo  produc- 
tivity. 

For  the  smaller  countries  of  the  eastern  Caribbean,  the  produc- 
tion of  rum,  fruit,  and  vegetables  and  sugar  are  most  immediately 
threatened  by  NAFTA.  Of  special  importance  is  rum.  C/LAA  be- 
lieves this  product  should  be  subject  to  safeguard  mechanisms  de- 
signed to  avoid  diversion  of  significant  Caribbean  Basin  trade. 
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CBI/NAFTA  parity,  because  it  protects  local  earnings  in  coun- 
tries with  a  high  propensity  to  import  from  within  North  America, 
will  only  enhance  United  States  export  opportunities.  Local  reve- 
nues generated  from  the  assembly  and  manufacture  of  apparel  and 
other  sewn  products,  exceed  the  equivalent  of  $1  billion  annually. 

In  closing,  Mr.  Chairman,  I  would  suggest  to  the  members  of 
your  subcommittee  who  support  NAFTA,  that  there  is  a  growing 
evidence  that  the  incorporation  of  the  provisions  of  H.R.  1403  with- 
in the  implementing  legislation  for  NAFTA,  would  expand  the  base 
of  support  for  free  trade. 

Over  the  years,  C/LAA  has  been  extremely  gratified  to  watch  the 
initially  small  but  growing  constituency  come  together  around  the 
concern  of  the  future  of  the  Caribbean  Basin.  It  encompasses  com- 
panies doing  business  in  the  region,  major  corporations  seeing  the 
longer-term  economic  state  we  have  in  the  region's  economic  devel- 
opment. 

African-Americans,  Hispanic  Americans  with  cultural  roots  in 
the  region  and  groups  concerned  with  immigration  and  drugs,  it  in- 
cludes Puerto  Rico  and  the  U.S.  Virgin  Islands,  our  most  concrete 
reminder  that  we  are  a  Caribbean  Basin  country.  These  groups  are 
among  those  most  deeply  committed  to  a  forward-looking  United 
States  trade  policy  towards  Latin  America.  Their  potential  to  influ- 
ence the  final  outcome  on  NAFTA  should  not  be  ignored. 

I  thank  you  very  much,  Mr.  Chairman,  for  the  opportunity  to  be 
before  you. 

[The  prepared  statement  follows:] 
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Chairmen  Gibbons,  and  Members  of  the  Subcommittee,  thank  you  for 
providing  Caribbean/Latin  American  Action  this  opportunity  to  appear  before 
the  Subcommittee,  and  to  present  its  views  on  the  North  American  Free 
Trade  Agreement  (NAFTA). 

Let  me  begin  by  stating  that  Caribbean/Latin  American  Action 
(C/LAA)  is  giving  its  full  support  to  approval  of  NAFTA,  and  to  the  side 
agreements  on  labor  and  environmental  cooperation.  Our  reasons  for 
supporting  NAFTA  lead  us  to  support  the  creation  of  a  single  North 
American  market-through  the  granting  of  NAFTA  benefits  to  the  Caribbean 
Basin  countries  no  later  than  the  date  on  which  the  related  provisions  of  the 
NAFTA  become  effective  (i.e.  "CBI/NAFTA  parity.") 

For  members  of  the  Subcommittee  who  have  not  been  introduced  to 
the  organization  I  am  here  representing,  QLAA  is  a  non-profit  organization 
qualifying  under  501  (c)(3)  of  the  Internal  Revenue  Code.  Our  overriding 
goal  is  to  promote  private-sector  generated  economic  development—in  the 
countries  of  the  Caribbean  Basin,  in  Mexico,  and  in  the  Caribbean  Basin  Rim 
States- Venezuela  and  Colombia.  We  pursue  this  goal  by  (a)  stimulating 
trade  and  investment  in  these  countries;  (b)  particq>ating  in  the  founding  of 
self-sustaining  private  sector  institutions  dedicated  to  nation  building;  and  (c) 
advocating  the  adq>tion  of  liberal  trade  and  investment  policies  by  and 
among  these  countries  and  by  the  United  States. 


NAFTA  and  Private  Sector  Devdopment 

In  the  oirrent  debate  over  NAFTA,  it  seems  to  have  been  forgotten 
that  NAFTA  is  Car  more  than  an  agreement  to  disarm  our  countries  of 
bilateral  tariCEs  and  other  forms  of  traditional  trade  barriers.  NAFTA  is,  most 
importantly,  the  abiding  proaasc  of  our  Mexican  neighbors  to  place  the 
private  sector  in  the  uncontested  center  of  its  long-term  development  efforts. 
Mexico  has  renounced  its  old  system  of  insulating  major  sectors  of  its 
economy  from  the  rough  and  tumUe  of  &ir,  ^obal  conq>etition.  It  has 
moved  the  Govemmoit  out  of  the  rok  of  owmng  and  mniiing  major 
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industries.     By  negotiating  NAFTA,  Mexico  has  made  it  dear  that  it  is 
committed,  unalterably,  to  an  outward-looking  market  economy. 

Mexico  has  learned  the  lesson  that  when  a  nation's  progressive  business 
community  is  given  a  fiair  chance  to  compete,  both  in  the  internal  market,  and 
in  the  global  market  place,  a  country's  true  potential  can  finally  be  reaUzed. 
As  Mexico  began  the  liberaUzation  process  in  the  middle  of  the  last  decade, 
there  was  an  outcry  fi-om  risk-adverse  segments  of  its  labor  and  business 
community,  that  Mexico  wouldn't  survive  the  transition  to  an  open  trade  and 
investment  regime;  that  Mexico  would  be  destroyed  by  foreign  influences 
which  would  unravel  the  fabric  of  Mexican  society. 

As  we  know  today,  Mexico  has  not  only  survived,  but  has  enjoyed  a 
sustained  growth  which  rivals  that  of  the  Asian  tigers.  For  the  United  States, 
that  growth  has  had  a  very  beneficial  effect.  For,  in  contrast  to  some  of  our 
trading  partners  in  Asia,  Mexican  business  has  been  eager  to  share  its 
economic  attainments  with  a  substantial  number  of  U.S.  businesses,  who  have 
found  in  Mexico  an  export  market  as  important  and  as  stable  as  any  in  the 
developing  world. 

The  Mexican  private  sector  has  also  shown  a  readiness  to  share  with 
American  business  the  opportunity  to  invest  in  Mexico's  economic  future. 
Through  its  historic  economic  liberalization  program,  Mexico  has 
demonstrated  to  the  rest  of  this  hemisphere,  that  national  polides  conducive 
to  trade  and  investment  are  an  invitation  first  to  business  fiiendships,  then  to 
parinerships,  and  finally  to  a  better  way  life  for  all  elements  of  sodety. 


Hie  North  American  Trading  Bloc 

Mexico  has  been  an  active  protagonist  in  the  growing  of  an  American 
trading  bloc.  American  and  Mexican  businessmen  share  a  real  determination 
to  see  the  Western  Hemisphere  become  Number  One  in  growth  and 
prosperity.  This  Subcommittee  has  been  told  that  Latin  America  is  the 
second  fastest  growing  region.  In  fact,  it  is  the  fastest  growing  destination  for 
U.S.  manufactured  e]q)orts. 

In  Latin  America  and  the  Caribbean,  U.S.  export  performance  is 
extraordinarily  strong.  Over  the  past  5  years  (1988-1992),  U.S.  exports 
worldwide  were  growing  7  percent  annually.  In  the  Caribbean/Latin 
American  trades,  the  growth  rate  was  11  percent  annually~and  manufactured 
e]q)orts  grew  by  20  percent  annually  over  the  period  1989-1992. 

No  small  part  of  the  reason  for  this  growth  is  the  propensity  of 
U.S./Mexican  business  partnerships  to  source  their  capital  goods  and  raw 
materials,  from  within  the  North  American  market  The  most  readily 
understood  example  of  this  phenomenon  is  the  textile  and  apparel  sector. 

Mexican  and  Caribbean  apparel  entering  the  United  States  is 
predominantly  made  with  U.S.-formed  and  cut  fabrics,  and  with  U.S.  trim. 
The  machinery  used  in  Mexican  and  Caribbean  sewing  plants  invariabty  comes 
firom  the  United  States. 
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Production  sharing  is  not  an  exclusively  North  American  phenomenon, 
but  as  a  business  strategy,  it  is  difficult  to  implement  if  the  partners  are  in 
different  trading  blocs,  separated  by  thousands  of  miles  of  ocean.  Taiwan  and 
Mainland  China  engage  in  production  sharing,  as  do  Malaysia  and  Singapore. 
A  large  percentage  of  the  products  from  these  Asian  twin-plants  end  up  in 
the  United  States.   They  contain  no  U.S.  inputs. 

NAFTA  promises  to  reduce  the  competitive  advantages  now  enjoyed 
by  Asian  twin-plants.  If  both  Mexico  and  the  United  States  eliminate  the 
high  duties  we  maintain  in  sectors  hke  apparel,  autos,  and  consumer 
electronics,  we  will  dramatically  enhance  the  opportunities  for  North 
American  twin-plants  to  recover  markets  now  dominated  by  Asian  products. 
NAFTA  would  provide  those  opportimities. 


CBI  Countries  Deserve  Special  Consideration 

In  earUer  testimony,  C/LAA  has  discussed  the  question  of  the  initial 
impact  of  a  NAFTA  on  the  Caribbean  Basin  countries.  We  have  asked  that 
the  Congress  and  the  Executive  Branch  take  steps  to  insure  that  the  special 
protections  for  the  Caribbean  Basin  not  be  compromised  by  the  onset  of  U.S.- 
Mexican free  trade. 

We  were  extremely  pleased  to  hear  President  Clinton  calling  for  a 
further  examination  of  the  potential  for  NAFTA  to  draw  off  to  Mexico  export 
sectors  critical  to  sustainable  development  in  the  Caribbean  Basin. 

In  our  view,  the  provisions  of  H.R.  1403,  the  "Caribbean  Basin  Free 
Trade  Agreements  Act,"  mtroduced  this  Spring  by  Chairman  Gibbons,  are 
essential  to  meeting  our  goal  of  a  fair  and  sensible  transition  from  the 
preferential  terms  of  the  Caribbean  Basin  Initiative,  to  an  adoption  of  the 
obhgations  of  the  North  American  Free  Trade  Agreement.  Our  organization 
beheves  that  what  Chairman  Gibbons  has  referred  to  as  "the  special 
commitment"  of  the  United  States  to  the  CBI  beneficiary  countries, 
guarantees  that  the  United  States  will  protect  the  favorable  access  it  has 
unilaterally  offered  to  the  Caribbean  Basin.  It  was  precisely  to  make  this 
commitment  practicable  that  the  CBERA  was  enacted.  That  legislation  has 
protected  specific  duty-free  benefits  which  might  otherwise  have  been 
curtailed  or  suspended  under  the  Generalized  System  of  Preferences. 

H.R.  1403  calls  for  minimal  changes  to  U.S.  duties  and  quotas,  but 
those  changes  would  protect  the  Caribbean  Basin  from  the  potential  diversion 
of  inward  investment  and  trade  in  products  that  account  for  nearly  one 
quarter  of  their  total  exports  to  the  United  States. 

C/LAA  beheves  that  NAFTA  discrimination  puts  at  risk  the  economic 
security  of  at  least  six  of  the  largest  Caribbean  Basin  beneficiary  countries- 
Costa  Rica,  the  Dominican  Republic,  El  Salvador,  Guatemala,  Honduras,  and 
Jamaica.  In  all  of  these  countries,  the  sewn-products  sectors  (apparel, 
footwear,  flat  goods,  luggage)  have  created  more  jobs,  over  a  sustained 
period,  than  any  other  form  of  domestic  economic  activity.  These  are  jobs  in 
"co-production"  facilities,  where  the  raw  materials  are  most  often  of  U.S. 
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origin,  and  where  wage  rates  average  20  percent  higher  than  in  other 
domestic  manufacturing  fedlities.  Local  revenues  from  these  activities 
account  for  at  least  $1  biUion  dollars  annually. 

Haiti,  in  particular,  will  suffer  disproportionately  if  Caribbean  Basin 
parity  is  not  approved.  The  country  cannot  compete  now,  will  require  special 
treatment  to  even  hope  to  approach  the  productive  output  of  its  Caribbean 
Basin  neighbors,  and  NAFTA  without  parity  would  detract  potential  investors 
from  the  key  assembly  sectors  that  will  be  crucial  to  rebuilding  Haiti's 
economy. 

Until  the  mechanisms  are  in  place  for  CBI  countries  to  accede  to 
NAFTA  or  negotiate  comparable  agreements  with  the  United  States  and 
Mexico,  measures  are  necessary  to  eliminate  the  substantial  discrimination 
between  NAFTA-qualifying  goods,  and  CBI  exports  which  are  currently 
excluded  from  the  CBERA. 

For  the  smaller  countries  of  the  Eastern  Caribbean,  the  economic 
contribution  made  by  the  production  of  rum,  fruits  and  vegetables,  and  sugar 
are  most  immediately  threatened  by  NAFTA. 

Of  special  importance  is  rum.  C/LAA  believes  this  product  should  be 
subject  to  a  safeguard  mechanism  designed  to  avoid  diversion  of  significant 
Caribbean  Basin  trade.  We  have  expressed  support  for  a  mechanism  which 
would  allow  NAFTA  duty-free  treatment  to  take  effect  as  provided  for  in  the 
current  U.S.  tariff  elimination  schedule  for  NAFTA,  while  maintaining  a 
ceiling  on  the  amount  of  Mexican  rum  which  would  annually  be  eUgible  for 
this  treatment. 

In  1992,  for  the  sixth  consecutive  year,  the  U.S.  recorded  a  trade 
surplus  with  the  Caribbean  Basin  beneficiary  countries.  On  a  per  capita  basis, 
we  have  a  more  impressive  positive  trade  balance  with  the  23  CBI 
beneficiaries  than  with  any  other  region  in  the  World.  The  Caribbean  Basin, 
with  only  a  collective  population  of  48  miUion  people-is  our  tenth  largest 
export  destination. 

CBI/NAFTA  parity,  because  it  protects  local  earnings  in  countries  with 
a  high  propensity  to  import  from  within  North  America,  will  only  enhance 
U.S.  export  opportunities.  Local  revenues  generated  from  the  assembly  and 
manufacture  of  apparel  and  other  sewn-products  exceed  the  equivalent  of  $1 
biUion  dollars  aimually. 


Further  Benefits  to  Uie  United  States  From  H.R.  1403 

This  legislation  will  promote  further  economic  reforms  in  the  region. 
C/LAA's  regional  Trustees  (who  are  representative  of  the  private  sector  in 
every  beneficiary  country  of  the  Caribbean  Basin)  have  written  to  Committee 
members,  indicating  that  the  CBI  has  been  an  important  incentive  to  the 
adoption  of  structural  reforms  in  their  countries,  to  market-oriented 
development  initiatives,  privatization  of  economic  activities,  and  to  the 
opening  of  these  economies  to  inward  investment  and  increased  trade.    ■ 
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For  the  private  sector  of  the  region,  the  trade  concessions  and 
commitments  contained  in  the  CBERA  are  Uke  an  anchor,  that  has  firmly 
held  their  own  Government's  trade  and  investment  policies  to  the  guiding 
principles  of  the  international  trading  system  as  embodied  in  the  General 
Agreement  on  Tariffs  and  Trade,  to  the  macroeconomic  disciphnes  advocated 
by  the  International  Monetary  Fund,  and  to  the  structural  reforms  advocated 
by  the  Inter-American  Development  Bank,  and  the  World  Bank. 

C/LAA  is  also  pleased  to  be  able  to  report  to  the  Committee  the 
considerable  deepening  and  acceleration  of  the  intra-regional  efforts  to  form 
integrated  markets,  through  the  dismantling  of  trade  and  investment  barriers, 
and  the  harmonization  of  other  economic  policy  and  practices.  This  includes 
the  harmonization  of  labor  codes  with  international  (ILO)  standards. 

The  recent  pace  of  these  efforts  is  directly  Unked  to  the 
democratization  of  the  region  as  a  whole.  The  triumph  of  the  peace  process 
in  Central  America  has  the  integration  initiatives  considerable  new 
momentum.  But  we  cannot  yet  be  certain  that  these  efforts,  which  are  so 
critical  to  long-term  self-sustained  economic  growth,  will  bare  fiiiit. 

The  "Caribbean  Basin  Free  Trade  Agreements  Act"  will  help  the 
Caribbean  Basin  see  their  way  to  estabhshing  integrated  markets.  By  giving 
the  Clinton  Administration  authority  to  conduct  trade  and  investment 
negotiations  comparable  to  those  which  resulted  in  the  North  American  Free 
Trade  Agreement,  the  Congress  would  be  providing  long-sought  political 
reassurance  to  those  groups  in  the  region  who  are  in  the  vanguard  of  the 
effort  to  build  economies  large  enough  to  benefit  from  fi-ee  trade  agreements 
with  larger  trading  partners.  Were  the  President  not  authorized  to  negotiate 
with  the  region,  those  who  are  content  with  the  status  quo  will  be  encouraged 
to  continue  their  opposition  to  trade  and  investment  Uberalization,  and 
broader  intra-regional  economic  reforms. 

C/LAA  beheves  that  it  is  especially  important  that  the  current  CBI 
program  remain  intact  until  NAFTA  benefits  are  fully  phased-in.  This  is 
particularly  true  with  regard  to  CBI  benefits  for  finished  footwear  provided 
under  what  was  Section  222  of  "CBI  II."  This  provision  was  enacted  in  1990 
and  permits  preferential  treatment  only  when  the  footwear  is  manufectured 
fi-om  U.S.  materials  or  components. 

Not  only  has  this  provision  contributed  to  economic  development  in  the 
Caribbean,  it  has  also  enhanced  the  abihty  of  U.S.  companies  to  compete 
against  low-priced  imports,  particularly  from  China.  Section  222  provides  an 
important  tool  for  U.S.  footwear  companies  to  begin  winning  back  business 
which  has  been  lost  to  Asian  suppliers. 


An  Expanded  NAFTA  Constituency 

In  closing,  Mr.  Chairman,  I  would  suggest  to  the  members  of  this 
Subcommittee  who  support  NAFTA,  that  there  is  growing  evidence  that  the 
incorporation  of  the  provisions  of  H.R.  1403  within  the  implementing 
legislation  for  NAFTA  would  expand  the  base  of  support  for  Iree  trade. 
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Some  of  that  additional  support  for  NAFTA  would  come  from  your 
colleagues  on  the  Foreign  Affairs  Committee,  who  are  extremely  concerned 
by  the  fragile  democratization  process  underway  in  the  Caribbean  Basin. 
Closing  the  Caribbean  Basin  out  of  NAFTA,  even  for  a  short  time,  could 
severely  undermine  democratic  forces  in  the  region. 

A  second  consideration  is  geography.  The  Southeastern  States  trade 
more  heavily  with  the  Caribbean  Basin  than  they  do  with  Mexico.  If 
significant  chunks  of  Caribbean  Basin  trade  is  diverted  to  Mexico,  firms  in  the 
Southeastern  States  may  lose  markets,  at  least  temporarily.  Support  for 
NAFTA  is  not  strong  in  the  Southeast  CBI  parity  would  give 
Representatives  from  this  region  a  solid,  economic  reason  to  vote  in  favor  of 
North  American  free  trade. 

Over  the  years,  C/LAA  has  been  extremely  gratified  to  watch  an 
initially  small  but  growing  constituency  come  together  around  concern  for  the 
future  of  the  Caribbean  Basin.  It  encompasses  companies  doing  business  in 
the  region;  major  corporations  seeing  the  longer-term  economic  stake  we 
have  in  the  region's  economic  development;  Afiican-American  and  Hispanic 
Americans  with  cultural  roots  in  the  region,  and  groups  concerned  with 
immigration  and  drugs.  It  includes  Puerto  Rico  and  the  U.S.  Virgin  Islands, 
our  most  concrete  reminders  that  we  are  a  Caribbean  Basin  country. 

These  groups  are  among  those  most  deepfy  commitment  to  a  forward- 
looking  U.S.  trade  policy  toward  Latin  America.  Their  potential  to  influence 
the  final  outcome  on  NAFTA  should  not  be  ignored. 

Thank  you  very  much,  Mr.  Chairman. 
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Chairman  Gibbons.  Fine. 

Mr.  Clark,  there  are  possibly  two  areas  that  I  have  substantive 
objections  to,  including  the  Caribbean,  in  this.  One  is  the  area  deal- 
ing with  intellectual  property  copyrights,  patents,  trademarks,  pri- 
marily the  entertainment  industry,  and  then  there  are  some  shoe 
people  that  are  upset,  potentially  upset  by  this. 

I  have  talked  with  the  Caribbean  ambassadors  about  the  intellec- 
tual property  matter.  I  haven't  talked  to  them  about  the  shoe  prob- 
lem. 

I  think  we  have  already  probably  lost  the  shoe  votes  anyway,  if 
I  have  to  classify  votes  by  things  like  that  on  the  NAFTA  agree- 
ment anyway.  Anything  that  you  all  could  do  to  bring  the  parties 
together,  the  intellectual  property  people  and  the  Caribbean  to- 
gether, to  see  if  they  can't  hammer  out  some  kind  of  an  arrange- 
ment would,  I  think,  be  helpful. 

It  needs  some  special  attention  in  getting  this  all  together.  I  real- 
ly don't  know  of  any  other  group  of  producers  that  opposes  includ- 
ing the  Caribbean  in  there.  I  have  tried  to  find  them  and  haven't 
been  able  to  find  them.  I  would  appreciate  anything  you  all  could 
do  on  that. 

Mr.  Clark.  Well,  certainly  this  would  be  an  area  we  would  pol- 
icy-wise wish  to  cooperate  and  accomplish  what  your  objectives  are. 
This  is  not  my  particular  area  of  expertise,  but  I  know  you  as  a 
long  time  advocate  of  the  Caribbean  Basin  Initiative  would  be 
pleased  to  hear  that  this  year,  based  on  the  U.S.  census  figures 
data  for  the  first  6  months  of  1993,  the  United  States  will  have  its 
largest  trade  surplus  annualized  with  the  CBI  countries  of  about 
$2.1  billion,  which  was  up  from  last  year,  $1.5  billion. 

A  number  of  investment  opportunities  are  being  held  in  abeyance 
awaiting  the  outcome  of  the  NAFTA  and  the  parity  subject,  so  it 
is  an  important  issue,  and  we  thank  you. 

Chairman  Gibbons.  I  understand  that.  That  favorable  trade  bal- 
ance that  we  have  with  the  Caribbean  is  to  me  a  totally  unexpected 
event.  I  really  thought  in  my  mind  years  ago  when  we  were  push- 
ing free  trade,  an  unilateral,  one-way  free  trade  zone  with  the  Car- 
ibbean, that  by  this  time  we  would  be  running  a  substantial  deficit 
in  the  Caribbean.  And  I  am  glad  to  report  that  I  was  terribly 
wrong,  that  the  Caribbean  people  have  increased  their  purchases 
of  American  goods,  and  while  we  formerly  had  an  unfavorable  bal- 
ance with  them,  we  now  have  a  favorable  balance  with  them. 

Mr.  Clark.  I  understand  that  you  and  your  associates  on  this 
committee  had  enough  vision,  though,  to  give  it  the  necessary  sup- 
port and  push  to  get  it  through  at  a  very  important  time. 

Chairman  Gibbons.  Thank  you. 

STATEMENT  OF  BRYAN  RILEY,  ECONOMIST,  CITIZENS  FOR  A 
SOUND  ECONOMY 

Chairman  Gibbons.  Mr.  Riley. 

Mr.  Riley.  Yes.  Mr.  Chairman,  thank  you  for  the  opportunity  to 
appear  today  on  behalf  of  our  250,000  members  around  the  coun- 
try. Citizens  for  a  Sound  Economy  and  our  members  support  the 
kinds  of  free  market,  market-opening  policies  that  the  North  Amer- 
ican Free-Trade  Agreement  represents. 
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I  would  like  to  begin  by  pointing  out  that  the  American  people 
are  not  protectionist.  You  might  not  know  that  by  what  a  lot  of  the 
mail  coming  into  the  Hill  says,  but  you  don't  have  to  take  my  word 
for  it.  If  you  look  back  over  history,  the  last  time  Americans  elected 
a  presidential  candidate  who  ran  on  a  protectionist  platform,  you 
have  to  go  all  the  way  back  to  1928  and  Herbert  Hoover.  Of  course, 
with  President  Hoover  we  got  the  Smoot-Hawley  Tariff  which 
played  a  major  role  in  contributing  to  the  Great  Depression  of  the 
1930s.  Since  the  Smoot-Hawley  Tariff,  the  Americans  have  consist- 
ently opposed  presidential  candidates  who  ran  on  protectionist 
platforms. 

Initially  it  was  Republicans,  surprisingly,  who  were  the  party  of 
protection,  as  you  well  know,  and  the  Democrats  that  were  the 
party  of  free  trade.  The  Republican  platforms  typically  read  like 
this:  'The  Republican  party  has  always  been  the  staunch  supporter 
of  the  American  system  of  a  protective  tariff.  It  believes  that  the 
home  market  belongs  first  to  American  agriculture,  industry,  and 
labor.  No  pretext  can  justify  the  surrender  of  that  market  to  such 
competition  as  would  destroy  our  farms,  our  mines  and  factories 
and  lower  the  standard  of  living  which  we  have  established  for  our 
workers."  That  kind  of  philosophy  consistently  lost  to  the  Demo- 
crats. 

In  1944,  the  Democratic  Party  asserted:  "We  believe  that  without 
loss  of  sovereignty,  world  development  and  lasting  peace  are  within 
humanity's  grasp.  They  will  come  with  the  greater  enjoyment  of 
those  freedoms  by  the  peoples  of  the  world  and  with  the  freer  flow 
among  them  of  ideas  and  goods." 

In  recent  years,  of  course,  it  has  been  Republicans  who  have  tra- 
ditionally at  the  presidential  level  succeeded,  in  part,  by  embracing 
free  trade  and  opposing  the  special  interest  policies  that  are  behind 
protectionist  politics.  Your  leadership  in  the  Democratic  Party  has 
provided  a  strong  voice  for  sound  economic  policies,  and,  of  course. 
Bill  Clinton  by  supporting  the  North  American  Free-Trade  Agree- 
ment, has  provided  important  and  strong  leadership  role  in  this  di- 
rection. 

I  think  it  is  ironic  that  the  same  arguments  that  were  used  to 
pass  the  Smoot-Hawley  Tariff  are  what  we  hear  today  being  used 
to  oppose  the  North  American  Free-Trade  Agreement.  The  main  ar- 
gument, of  course,  is  that  cheap  foreign  labor  will  destroy  Amer- 
ican jobs. 

This  argument  also  reminds  me  of  an  argument  that  was  made 
in  the  1800s  by  workers  who  opposed  the  industrial  revolution. 
They  were  afraid  that  their  jobs  would  be  lost  to  machinery,  there 
would  be  no  jobs  left  for  workers  because  machines  would  do  all 
their  jobs  for  them.  They  followed,  a  man  by  the  name  of  Ned 
Ludd,  and  of  course  now  we  have  the  phrase  "Luddite"  which  is 
used  to  describe  people  who  oppose  progress,  oppose  technological 
progress. 

Trade  benefits  Americans  in  much  the  same  way  technological 
progress  does.  When  Americans  can  purchase  a  product  by  a  for- 
eign country,  it  is  not  just  consumers  that  benefit,  the  money  that 
they  save  is  used  to  spend  on  products  made  by  other  industries 
or  to  invest  to  be  used  by  other  industries  to  grow. 
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In  addition,  the  money  that  foreigners  earn  from  their  sales  to 
the  United  States  comes  back  to  the  United  States  either  by  buying 
products  made  by  other  U.S.  industries  or  by  investing  in  our  econ- 
omy. You  know  this  well. 

Of  course,  under  protectionism,  the  jobs  and  the  economic  bene- 
fits go  to  the  special  interests  who  have  the  best  lobb5dsts  and  the 
most  clout  in  Washington.  Under  free  trade,  the  jobs  and  the  eco- 
nomic benefits  go  to  the  most  competitive  firms.  That  is  why  we 
support  free  trade,  and  that  is  why  we  support  the  North  American 
Free-Trade  Agreement.  We  wholeheartedly  agree  with  your  posi- 
tion over  the  years,  and  I  believe  that  President  Clinton  summed 
it  up  very  well  during  the  campaign  when  he  stated  that  "protec- 
tionism is  just  a  fancy  word  for  giving  up.  We  want  to  compete  and 
win." 

Thank  you. 

[The  prepared  statement  follows:] 
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Statement  of  Bryan  Riley 
Citizens  for  a  Sound  Economy 


Mr.  Chairman  and  subcommittee  members,  my  name  is  Bryan  Riley.   I  am  an 
economist  at  Citizens  for  a  Sound  Economy  (CSE),  a  nonpartisan  public-interest  organization 
dedicated  to  solving  pressing  national  problems  in  ways  that  promote  economic  growth  and 
opportunity.   Our  250,000  members  are  spread  across  every  state  and  congressional  district 
in  the  country.   Thank  you  for  the  opportunity  to  appear  today  on  their  behalf. 

Americans  Are  Not  Protectionists 

Our  members  support  the  North  American  Free  Trade  Agreement.   They're  not  alone 
in  supporting  open  trade;  ever  since  the  protectionist  policies  of  the  1930s  locked  in  the 
Great  Depression,  Americans  consistently  have  rejected  protectionist  presidential  candidates. 
The  last  year  Americans  elected  a  president  running  on  a  protectionist  platform  was  1928, 
when  Herbert  Hoover  became  president.   Two  years  later  Congress  passed  the  Smoot- 
Hawley  Tariff  Act,  imposing  the  highest  U.S.  tariffs  ever,  over  the  objection  of  more  than 
1,000  American  economists.   The  bill's  purpose  was  allegedly  to  protect  U.S.  workers  from 
cheap  foreign  competition,  but  as  imports  declined  and  foreign  governments  retaliated,  U.S. 
exports  plummeted  by  nearly  70  percent.    According  to  historian  Paul  Johnson: 

The  final  crisis  came  when  America's  protectionist  policy  boomeranged.   The 
atrocious  Smoot-Hawley  tariff  of  1930,  which  sharply  increased  import  duties, 
more  than  any  other  positive  act  of  policy,  spread  the  Depression  to  Europe.... 
What  remained  of  America's  exports  to  Europe  vanished....   After  the  Smoot- 
Hawley  tariff  [German  unemployment]  quickly  jumped  to  well  over  20 
percent:  it  was  33.7  percent  in  1931  and  an  appalling  43.7  percent  at  one  point 
in  1932....  The  tariff  barriers  went  up  everywhere.    It  was  now  every  country 
for  itself....   The  1930  Smoot-Hawley  tariff,  which  destroyed  [Japan's] 
American  trade  (15  percent  of  their  exports)  and  the  other  tariffs  which 
followed  in  retaliation,  seemed  to  [Japan]  sufficient  reason  to  return  to  the  law 
of  the  jungle. 

Since  the  Smoot-Hawley  experience,  Americans  have  by  and  large  shunned 
protectionist  presidential  candidates.   For  example,  just  last  year  presidential  candidate  Sen. 
Bob  Kerrey  G^-NE)  advertised,  "What's  happening  in  the  world  economy  is  like  a  hockey 
game  where  others  guard  their  goal  and  keep  our  products  out,  while  we  leave  our  net 
open."   After  watching  his  standing  sink  in  the  next  few  polls,  the  Nebraskan  admitted, 
"[T]he  hockey  spot  drove  my  numbers  down  and  not  up."   Kerrey  and  vocal  protectionist 
Sen.  Tom  Harkin  (D-IA)  bowed  out  of  the  race  early,  followed  by  NAFTA  critic  Jerry 
Brown. 

On  the  Republican  side,  Pat  Buchanan's  protectionist  rhetoric  failed  to  win  him  a 
single  primary  over  NAFTA  architect  George  Bush. 

These  prominent  flops  are  just  the  most  recent  in  a  long  line  of  losses  for  national 
candidates  who  try  to  blame  our  economic  problems  on  foreigners. 

From  1932  through  1952,  free-trade  Democrats  monopolized  the  White  House  at  the 
expense  of  protectionist  Republicans.   The  1932  Republican  party  platform's  message  varied 
little  over  the  next  20  years:  "The  Republican  Party  has  always  been  the  staunch  supporter  of 
the  American  system  of  a  protective  tariff.   It  believes  that  the  home  market  . . .  belongs  first 
to  American  agriculture,  industry,  and  labor.   No  pretext  can  justify  the  surrender  of  that 
market  to  such  competition  as  would  destroy  our  farms,  mines  and  factories,  and  lower  the 
standard  of  living  which  we  have  established  for  our  workers." 

In  contrast.  Democratic  platforms  celebrated  the  virtues  of  trade.   For  example,  the 
Democrats'  1944  platform  reasserted  their  historic  position:  "We  believe  that  without  loss  of 
sovereignty,  world  development  and  lasting  peace  are  within  humanity's  grasp.   They  will 
come  with  the  greater  enjoyment  of  those  freedoms  by  the  peoples  of  the  world,  and  with  the 
freer  flow  among  them  of  ideas  and  goods." 
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Once  the  Republicans  changed  their  tune,  they  finally  elected  a  president.   While  the 
1952  Republican  platform  paid  lip  service  to  protection  from  imports,  the  message 
Eisenhower  carried  to  the  presidency  was  that  "[w]e  favor  the  expansion  of  mutually 
advantageous  world  trade. " 

In  1960,  Republicans  retreated  and  lost  to  the  comparatively  free-trade  Democrats, 
who  declared  that  "world  trade  raises  living  standards,  widens  markets,  reduces  costs, 
increases  profits,  and  builds  political  stability  and  international  economic  cooperation."   In 
1964,  the  Republicans  lost  again  while  calling  for  'meaningful  safeguards  against  irreparable 
injuries  to  any  domestic  industries  by  disruptive  surges  of  imports,  such  as  in  the  case  of 
beef  and  other  meat  products,  textiles,  oil,  glass,  coal,  lumber  and  steel." 

In  1972,  Democratic  opposition  to  "unfair  competition"  and  "harmful  flows  of 
American  capital  which  exploits  both  foreign  and  American  workers"  failed  to  deliver  a 
Democratic  victory.   Then  in  1976,  Jimmy  Carter  beat  Gerald  Ford  and  the  Republican 
Party,  which  pledged  not  to  "sit  idly  by  while  2.5  million  American  jobs  are  threatened  by 
imports  of  textile  products.   We  encourage  the  renewal  of  the  GATT  Multifiber  Arrangement 
[limiting  clothing  imports]  and  the  signing  of  other  necessary  bilateral  agreements  to  protect 
our  domestic  industry." 

In  1980,  Reagan  Republicans  benefitted  from  the  ft-ee-trade  philosophy  that  once 
belonged  to  the  Democrats.   The  Democratic  platform  declared,  "U.S.  export-import  policy 
must  be  based  on  the  principle  of  fair  trade,"  while  the  opposition  stated,  "The  Republican 
Party  believes  in  free  trade."   Free  trade  beat  fair  trade  at  the  ballot  box  in  1980,  and  again 
in  1984  by  a  landslide. 

In  1988,  Rep.  Richard  Gephardt  (D-MO)  failed  to  win  the  Democratic  nomination, 
and  protectionist  pleas  by  Pat  Robertson  and  Sen.  Robert  Dole  (R-KS)  got  them  nowhere  in 
the  South's  critical  Super  Tuesday  primaries.   In  the  general  election,  Michael  Dukakis's 
pledge  "to  better  manage  our  trade  in  order  to  export  more  American  goods  and  fewer 
American  jobs"  accompanied  him  back  to  Massachusetts. 

Trade  policy  is  just  one  of  many  issues  that  influence  elections.   But  given  this 
history,  the  conclusion  is  clear:  protectionist  politics  energize  a  vocal  core  of  voters  but 
alienate  the  rest  of  an  electorate  that,  when  given  the  chance,  historically  has  voted  for  free 
trade. 

Protectionism  Shackles  Opportunity 

Congress  passed  the  Smoot-Hawley  Tariff  Act  in  order  to  protect  Americans  from 
cheap  foreign  labor,  but  instead  the  Act  contributed  to  the  worldwide  depression  and  to  a 
climate  increasingly  ripe  for  war. 

Many  of  NAFTA 's  opponents  use  the  same  arguments  that  were  used  to  pass  the 
Smoot-Hawley  Tariff   In  particular,  opponents  charge  that  American  workers  can't  compete 
with  lower-paid  Mexican  workers. 

This  view  resembles  past  arguments  against  the  adoption  of  labor-saving  technology. 
In  the  early  1800s,  a  group  of  English  workers  led  by  Ned  Ludd  led  a  charge  to  destroy 
labor-saving  machinery,  fearing  that  new  machinery  would  wipe  them  out.   Machinery 
allowed  workers  to  produce  more,  thereby  raising  living  standards.    But  Ned  Ludd's 
followers  believed  the  emotionally  appealing  claim  that  new  technology  destroys  jobs. 

This  argument  is  similar  to  the  contention  that  cheap  foreign  labor  destroys  U.S.  jobs. 
But  saying  that  lower-paid  workers  will  undermine  our  economy  is  no  more  true  than 
claiming  technological  innovations  destroy  jobs. 

If  a  foreign  industry  can  provide  a  product  more  cheaply  than  a  U.S.  industry,  it 
directly  affects  the  U.S.  industry.   But  other  Americans  benefit  from  the  lower-cost  import. 
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In  addition,  the  money  they  save  allows  them  to  buy  other  products  or  to  invest,  creating 
■  new  jobs  in  other  industries.    At  the  same  time,  the  dollars  foreigners  earn  from  their  U.S. 
sales  must  either  be  spent  on  other  American  products  or  invested  in  the  U.S.  economy,  also 
creating  new  jobs. 

You  don't  need  a  Ph.D.  in  economics  to  see  that  in  contrast,  ti^de  barriers  weaken 
the  U.S.  economy.   Under  protectionism,  jobs  go  to  the  industries  with  the  best  lobbyists  and 
to  the  companies  that  use  their  money  to  lobby  Washington  rather  than  to  improve  their 
products.   Under  free  trade,  jobs  go  to  our  most  competitive  industries  based  on  their  ability 
to  produce  a  quality  product. 

Consider  the  clothing  industry:  quotas  and  import  taxes  increase  the  price  of  clotiiing, 
leaving  Americans  with  fewer  dollars  to  spend  on  other  products.   Therefore,  when  the 
government  protects  the  clothing  industi7  from  international  competition,  it  inadvertentiy 
reduces  business  for  other  U.S.  industries. 

As  if  that  wasn't  bad  enough,  trade  barriers  further  choke  competitive  firms  by 
leaving  foreigners  with  fewer  dollars  to  spend  on  products  made  in  tiie  United  States.   And 
since  U.S.  trade  barriers  give  other  countries  an  excuse  to  block  American  products  from 
their  markets,  Americans  who  work  in  competitive  industries  are  even  further  hurt. 

By  giving  the  clothing  industry  special  treatment,  tiie  government  steers  workers  and 
investment  dollars  to  firms  that  produce  things  like  socks  and  T-shirts.   This  leaves  fewer 
resources  for  U.S.  automakers,  computer  manufacturers,  and  other  industries.   As  a  result, 
the  government's  clothing  restrictions  act  as  a  reverse-industrial  policy.   Instead  of  promoting 
a  sound  economy,  the  government  encourages  the  production  of  underwear  at  the  expense  of 
software. 

If  Ned  Ludd  and  his  followers  had  succeeded  in  protecting  workers  ftx)m  new 
machines,  most  of  us  would  still  be  working  in  sweatshops.   And  if  Congress  defeats 
NAFTA  in  order  to  protect  some  workers  from  foreign  competition,  it  will  come  at  the 
expense  of  jobs  for  workers  in  other  industries  and  improved  living  standards  for  future 
generations.   Unfortunately,  while  there's  a  vocal  lobby  for  the  jobs  that  could  be  lost, 
there's  no  voice  for  the  jobs  that  NAFTA  would  inevitably  create. 

If  Congress  defeats  NAFTA,  it  will  repeat  the  mistakes  that  led  to  the  Smoot-Hawley 
Tariff.   But  if  Congress  i^iproves  NAFTA,  it  will  take  a  step  toward  creating  a  growing 
economy  that  provides  new  opportunities  for  Americans. 

CSE  wholeheartedly  agrees  with  President  Qinton.   He  said,  "Protectionism  is  just  a 
faricy  word  for  giving  up;  we  want  to  compete  and  win."   On  behalf  of  our  250,000 
members,  I  urge  you  to  support  this  historic  agreement. 


Chairman  Gibbons.  Mr.  Riley,  you  have  said  it  well.  I  appreciate 
your  reminding  me  of  the  firm  indelible  lessons  of  history.  We  are 
doomed  to  failure  if  we  retreat  into  the  past  and  pick  up  the  failed 
programs  of  the  past. 

I  realize  it  is  a  little  venturesome  to  reach  out  into  the  future, 
but  I  am  glad  I  find  myself  allied  with  those  people. 

Thank  both  of  you. 

Mrs.  Johnson.  Mr.  Chairman. 

Chairman  Gibbons.  Excuse  me,  Mrs.  Johnson.  I  was  so  hypno- 
tized by  my  own  voice  here. 

Mrs.  Johnson.  Actually  knowing  you  well,  Mr.  Chairman,  you 
were  so  absorbed  in  the  issue,  and  its  importance  to  all  of  us.  Your 
thoughtfulness  in  these  hearings  is  always  impressive.  I  did  want 
to  take  just  a  moment  to  welcome  my  Connecticut  friend  and  ally, 
though  not  my  direct  constituent,  Cameron  Clark  here  to  this  hear- 
ing. 

Over  the  many  years  when  we  debated  Contra  aid,  he  was  enor- 
mously helpful  to  me  in  understanding  the  economic  potential  that 
was  the  real  answer  in  the  Caribbean,  and  over  the  years  has  been 
a  stalwart  proponent  of  the  worker  in  the  vineyards  to  create  bet- 
ter trade  relations  between  America  and  the  Caribbean  nations  and 
that  region  in  general,  and  has  been  one  of  those  people  that 
through  popular  and  unpopular  times  has  helped  many  little  Amer- 
ican companies  and  many  American  businesses  understand  the  op- 
portunity that  exists  in  our  own  hemisphere. 

It  is  a  pleasure  to  have  you  back,  Cam.  You  have  been  before  our 
committee  before  and  I  appreciate  the  tremendous  input  you  have 
given  to  me  and  my  office. 

Mr.  Clark.  Thank  you  very  much  for  those  kind  words. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Well,  thank  you. 

This  concludes  our  hearing  for  today.  The  subcommittee  will  re- 
sume and  complete  these  hearings  on  Thursday,  September  23  be- 
ginning at  9:30  a.m.,  in  the  main  committee  room,  1100  Longworth. 

Thank  all  of  you  for  coming  and  participating.  This  has  been  an 
illuminating  discussion. 

Thank  you  very  much. 

[Whereupon,  at  1:45  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene  at  9:30  a.m.,  Thursday,  September  23,  1993.] 


NORTH  AMERICAN  FREE-TRADE  AGREEMENT 
[NAFTA]  AND  SUPPLEMENTAL  AGREEMENTS 
TO  THE  NAFTA 


THURSDAY,  SEPTEMBER  23,  1993 

House  of  Representatives, 
Committee  on  Ways  and  Means, 

Subcommittee  on  Trade, 

Washington,  DC. 
The  subcommittee  met,  pursuant  to  call,  at  9:30  a.m.,  in  room 
1100,  Longworth  House  Office  Building,  Hon.  Sam  M.   Gibbons 
(chairman  of  the  subcommittee)  presiding. 

Chairman  Gibbons.  Good  morning,  ladies  and  gentlemen.  This  is 
a  meeting  of  the  Ways  and  Means  Subcommittee  on  Trade  and  we 
are  here  to  listen  to  a  few  people  this  morning  on  its  North  Amer- 
ican Free-Trade  Agreement.  Our  first  witness  is  Hon.  Jim  Kolbe, 
a  Member  of  Congress  from  Arizona,  a  very  fine  Member  of  Con- 
gress from  Arizona.  Nice  to  be  with  you,  Jim. 

STATEMENT  OF  HON.  JIM  KOLBE,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  ARIZONA 

Mr.  KoLBE.  Thank  you,  Mr.  Chairman.  I  have  a  full  statement 
which  I  know  the  members  of  the  committee  have  and  with  your 
permission  I  will  put  that  in  the  record,  and  make  a  much  abbre- 
viated statement,  Mr.  Chairman. 

I  think  the  basic  question  that  we  should  be  addressing  in  these 
hearings  today  and  in  the  future  hearings  that  you  are  going  to  be 
having  on  the  subject  of  the  North  American  Free-Trade  Agree- 
ment is  really  a  very  simple  statement  about  our  economic  future. 

Do  we  believe  that  America  can  compete  in  world  markets  or  do 
we  think  we  are  a  spent  nation  that  has  to  build  economic  walls 
in  order  to  protect  ourselves?  NAFTA  is  very  simply  about  reducing 
tariffs  in  Mexico  so  that  we  can  sell  more  goods  and  services  in 
that  country  and  create  thousands  of  jobs  here  at  home  in  the  proc- 
ess. 

It  is  about  opening  more  doors  to  trade  in  the  rest  of  Latin  Amer- 
ica and  building  a  more  solid  relationship  on  the  foundation  of  com- 
merce with  those  countries.  It  is  about  improving  the  standard  of 
living  for  all  North  Americans.  It  is  about  assuring  a  competitive 
place  for  American  manufacturers  in  the  global  marketplace. 

Now,  in  trade  debates  it  is  easy  to  be  diverted  by  a  lot  of  spuri- 
ous arguments,  some  of  them  carefully  cloaked  in  crafted  statistics 
that  use  captivating  populous  phrases,  but  no  matter  how  appeal- 
ing those  arguments  may  sound,  we  ought  not  to  be  deterred  from 
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the  reality  of  the  enormous  benefits  that  trade  and  exports  brings 
to  us. 
Just  this  week  the  majority  leader  of  the  House  said, 

Mexican  wages  are  kept  artificially  low  because  of  the  actions  and  inactions  of  the 
government  and  they  have  kept  these  wages  low  to  help  their  economy  grow,  and 
if  their  wages  don't  rise,  the  downward  pressure  on  our  wages  will  continue. 

He  went  on  to  say, 

Official  data  from  the  Mexican  Government  tells  the  story  best.  Since  1980  real 
hourly  compensation  has  fallen  32  percent  in  Mexico  while  manufacturing  produc- 
tivity has  increased  by  more  than  30  percent. 

Economists  tell  us  that  wages  should  roughly  track  productivity 
increases,  yet  Mexican  workers  are  producing  more  and  getting 
less.  I  hope  in  the  rest  of  my  testimony  this  morning,  I  will,  if  noth- 
ing else,  try  to  dispel  that  particular  argument  because  I  think  it 
is  an  incorrect  one.  This  analysis  is  incomplete. 

It  is  based  on  a  complete  misconception  of  economic  reality  and 
the  effects  of  trade  on  the  U.S.  economy.  It  also  represents  the 
depth  of  economic  misunderstanding  that  is  possible  in  a  time 
when  we  really  need  to  elevate  this  public  debate. 

Inherent  in  this  line  of  argument  is  the  premise  that  real  wages 
do  not  increase  with  productivity  in  Mexico.  The  low  wages  in  Mex- 
ico is  going  to  cause  a  mass  exodus  of  jobs  from  the  United  States 
to  that  country  and  that  low  wages  in  Mexico  will  lead  to  a  decline 
in  our  own  standard  of  living. 

First  of  all,  numerically  accurate,  the  time  period  chosen  is  de- 
ceptive and  this  chart  up  here  I  think  demonstrates  it  fairly  well. 
Immediately  after  1980  the  Mexican  economy  plummeted  and  infla- 
tion spiraled  out  of  control.  Between  1982  and  1987  the  Mexican 
consumer  price  index  increased  by  more  than  50  percent  and  often 
more  than  100  percent  each  year.  The  economic  downturn  caused 
a  substantial  real  wage  decline  while  productivity  did  increase. 

In  1986,  Mexico  joined  GATT  and  accelerated  a  plan  of  free  eco- 
nomic market  economic  reforms,  deregulation  and  privatization. 
They  also  developed  plans  to  prevent  further  erosion  in  real  wages, 
to  control  inflation  and  to  stabilize  the  economy. 

As  a  result  of  these  planned  and  executed  initiatives,  the  econ- 
omy began  a  steady  improvement  in  1987.  Since  1988,  as  this  chart 
demonstrates  here,  the  value  of  real  wages  in  manufacturing  began 
to  improve  again  and  have  increased  ever  since. 

As  productivity  rose,  real  wages  rose  as  well,  and  in  2  of  the 
years  that  are  demonstrated  there,  wages  rose  significantly  higher 
than  productivity,  and  in  the  other  years,  they  nearly  matched  it, 
and  I  think  these  are  the  years  that  need  to  be  looked  at  because 
these  represent  the  years  of  the  Salinas  administration  and  the 
years  of  the  real  economic  reforms  in  Mexico. 

So  Mexican  productivity  and  real  wages  have  increased  every 
year  on  average  by  roughly  equal  amounts. 

In  fact,  when  you  take  it  all  together,  wages  have  increased  more 
than  productivity  in  1992  when  the  last  4  years  are  tied  together. 
Between  1989  and  1992,  average  real  wages  for  Mexican  workers 
in  manufacturing  increased  29.3  percent,  while  labor  productivity 
during  that  time  was  21.4  percent. 

After  taking  a  closer  look  at  the  facts  and  shedding  the  rhetoric, 
it  should  be  clear  that  during  this  current  administration  in  Mex- 
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ico,  wages  have  been  going  up  more  or  less  the  same  in  Mexico.  Ac- 
tually, wages  have  gone  up  slightly  higher  than  productivity  has. 

Opponents  of  NAFTA  argue  that  low  Mexican  wage  rates  will  en- 
courage a  massive  exodus  of  United  States  jobs  as  companies  shift 
production  to  Mexico  to  cut  labor  costs.  As  a  result,  this  argument 
runs,  the  United  States  would  be  subjected  to  cheap  imports  into 
the  United  States  from  Mexico. 

Here  again  let's  look  at  economic  reality.  In  the  United  States 
wages  account  for  less  than  20  percent  of  total  production  costs  and 
for  most  U.S.  companies,  wages  do  not  drive,  production  decisions. 
The  production  function  is  a  complex  one  that  includes  a  wide  vari- 
ety of  factors  and  variables.  If  companies  did  base  decisions  on 
wage  rates  alone,  countries  with  low  wage  rates  like  Bangladesh  or 
Haiti  would  be  export  and  manufacturing  power  houses. 

And  finally,  the  primary  ill-conceived  economic  theory  inherent 
in  this  line  of  argument  is  that  the  United  States  standard  of  living 
is  going  to  be  reduced  because  of  doing  trade  with  a  low-wage  coun- 
try like  Mexico.  And  this  is  what  opponents  of  free  trade  with  de- 
veloping countries  commonly  call  social  dumping. 

It  was  a  term  employed  by  special  interest  groups  and  labor 
unions  in  France,  Germany,  and  England  during  the  debate 
against  the  accession  of  Spain  and  Portugal  to  the  European  Eco- 
nomic Community.  Of  course  that  is  the  economic  theory.  A  protec- 
tionist fairytale  of  sorts  which  economic  reality  really  disproves. 

After  the  accession  of  Spain  and  Portugal  to  the  EC,  France,  Ger- 
many, and  the  United  Kingdom  all  witnessed  real  wage  gains  and, 
at  this  time,  I  would  like  to  submit  for  the  record  an  article  from 
the  Arizona  Republic  on  this  very  issue  that  I  think  describes  it  ex- 
tremely well.  I  will  put  that  in  the  record  with  your  permission, 
Mr.  Chairman. 

The  slow  growth  in  American  incomes  does  not  and  never  has  re- 
sulted from  trade  with  developing  countries.  After  the  long  and  dif- 
ficult budget  debate,  are  we  going  to  forget  so  soon  the  largest  rea- 
son for  declining  incomes  and  wage  rates  in  the  United  States,  and 
that  is  inadequate  capital  formation  because  of  high  personal  con- 
sumption and  large  persistent  Federal  budget  deficits. 

If  anything,  our  free-trade  policies  have  mitigated  U.S.  income 
declines.  Workers  in  export-related  industries  receive  wages  that 
are  17  percent  higher  than  nonexport  related  sectors,  while  work- 
ers in  import-sensitive  sectors  of  the  economy  earn  wages  that  are 
16  percent  lower  than  nonimport-related  wages. 

Hyping  the  fear  that  freer  trade  with  Mexico  will  place  down- 
ward pressure  on  United  States  wages  defies  economic  reality. 
Common  sense  dictates  that  freer  trade  creates  export  opportuni- 
ties in  high  wage,  competitive  industries  and  a  wider  variety  of 
goods  at  lower  prices  for  our  consumers. 

Thus,  the  reality  for  the  United  States  is  that  NAFTA  will  raise 
the  U.S.  standard  of  living  by  encouraging  workers  to  move  from 
lower  to  higher  wage  industries  and  by  reducing  the  price  of 
imports. 

Let's  not  forget  that  last  factor  and  the  impact  that  it  has  on  con- 
sumers and  raising  their  standard  of  living  when  they  have  more 
choices  and  lower  prices. 
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In  closing,  I  would  like  to  say  that  it  is  difficult  for  some  to  over- 
come the  patterns  of  history,  to  break  with  the  past,  but  with  cour- 
age, initiative,  and  determination  we  can  move  beyond  outmoded 
stereotypes  and  assumptions. 

There  have  been  times  when  we  have  made  nationalism  and  in- 
dividualism synonymous  with  isolationism.  The  results  of  that  con- 
fusion have  not  been  good  ones.  But  we  have  learned  important  les- 
sons from  those  experiences.  We  now  realize  that  political 
boundaries  and  respect  of  national  sovereignty  need  not  cause  us 
to  emphasize  our  independence  and  uniqueness,  but  instead  chal- 
lenges us  to  enhance  international  cooperation  and  to  surpass  the 
limits  and  markers  of  the  past. 

Differences,  conflicts,  and  prejudices  are  not  to  be  suppressed, 
but  rather  should  be  understood,  overcome,  and  resolved  to  achieve 
greater  economic  growth. 

Mr.  Chairman,  we  have  a  rare  opportunity.  By  implementing  the 
North  American  Free-Trade  Agreement,  we  can  expand  exports, 
provide  more  jobs  for  Americans  and  encourage  greater  economic 
growth  and  stability  in  Mexico  and  build  a  solid  foundation  for  our 
relationship  in  the  21st  century. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  and  attachment  follow:] 


CongreKi;  of  tte  Wntteb  States; 
J^oviit  of  J^tprtitntatititi 
Hafrtiington.  SC  20515-0305 


STATEMENT  OF  CONGRESSMAN  JIM  KOLBE 

SEPTEMBER  23,  1992 

BEFORE  THE  SUBCOMMITTEE  ON  TRADE  OF  THE  WAYS  AND  MEANS  COMMITTEE 

THE  U.S.  HOUSE  OF  REPRESENTATIVES 

For  many  centuries  North  America  was  home  to  advanced 
societies  of  indigenous  peoples  with  pioneering 
knowledge  and  sophistication  in  astronomy,  agronomy, 
and  metallurgy.  When  the  Europeans  arrived  five 
hundred  years  ago,  they  called  it  the  New  World.  To 
them  it  was  the  place  where  dreams  could  come  true; 
where  riches  lay  waiting  to  be  discovered;  where 
freedom  from  persecution  and  new  beginnings  could  be 
found . 

Today,  the  diverse  array  of  mountains,  valleys, 
plains,  and  forests  from  the  Y»ikon  to  the  Yucatan  are 
home  to  360  million  equally  diverse  people.  They  are 
descendants  of  Europeans,  Native  Americans,  Africans, 
and  Asians  in  every  combination  imaginable.  We  now 
form  three  countries.  Each  has  its  own  history,  its 
own  languages  and  cultures,  and  its  own  societies. 
But  we  share  a  common  vision,  a  common  tie  to  a 
similar  past,  and  a  common  challenge  with  the  creation 
of  a  free  trade  zone  through  NAFTA. 

For  the  United  States,  to  support  or  oppose  NAFTA, 
very  simply,  is  a  statement  about  our  economic  future. 

Do  we  believe  in  reducing  barriers  to  U.S.  exports  and 
generating  economic  growth  through  freer  trade,  or  do 
we  believe  in  the  status  quo  which  encourages  U.S. 
companies  to  locate  production  abroad? 

Do  we  believe  America  can  compete  in  world  markets,  or 
do  we  think  we  are  a  spent  nation  that  must  build 
economic  walls  to  protect  us? 
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NAFTA  is  —  very  simply  —  about  reducing  tariffs  in 
Mexico  so  that  we  can  sell  more  goods  and  services  in 
that  country — and  create  thousands  of  jobs  here  at 
home  in  the  process.  It  is  about  opening  more  doors 
to  trade  in  the  rest  of  Latin  America  and  building  a 
more  solid  relationship  on  the  foundation  of  commerce 
with  these  countries.  It  is  about  improving  the 
standard  of  living  for  all  North  Americans.  It  is 
about  assuring  a  competitive  place  for  American 
manufacturers  in  the  global  marketplace. 

Some  mistaXenly  believe  that  we  already  have  free 
trade  with  Mexico,  and  they  cite  the  maquiladora 
industry  along  the  U.S.  -  Mexico  border  as  an  example. 

This  is  false  analogy.  We  do  not  have  two  way  free 
trade  with  Mexico.  We  have  one  way  free  trade.  The 
United  States  has  a  relatively  open  market,  while 
Mexico  has  a  relatively  closed  market.  Roughly  one 
half  of  U.S.  imports  from  Mexico  already  enter  duty- 
free while  the  rest  face  relatively  low  tariffs. 

If  we  defeat  NAFTA,  the  U.S.  will  continue  to  have  an 
open  market  and  Mexico  will  continue  to  have  a  much 
more  closed  market.  Only  if  NAFTA  is  implemented  will 
the  Mexican  market  be  as  open  as  the  U.S.  siarket. 

NAFTA  will  level  the  playing  field  in  U.S.  -  Mexican 
trade  by  eliminating  discriminatory  tariffs.  Mexican 
tariffs  are  an  average  10  percent,/  compared  to  our 
average  of  four  percent  —  two  and  one-half  times 
higher.  For  some  industries,  the  disparity  is  even 
greater: 

Product  Mexican   _      U.S. 

Tvpe  Tariff         lacilf  Tariff     Ratio 

Chemicals  20% 

Cars /Light  Trucks  20% 

Auto  Parts  13. 1« 

Indust.  Machinery  14% 

Household  App.  17% 

Machine  Tools  13% 

Pharmaceuticals  15% 

Flat  Glass  20% 

(Note:  Rounded  Estimates) 


4% 

5:1 

2.2% 

9:1 

0.4% 

33d. 

1% 

Tta. 

1% 

HO. 

2% 

6,5:1 

3.5% 

4:1 

,3% 

SO. 
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Furthemore,  NAFTA  also  will  level  the  playing  field 
by  eliminating  non-tariff  barriers  that  block  U.S. 
exports  to  Mexico. 

For  the  auto  and  autoparts  industry,  Mexican  local 
content  rules  and  export  performance  requirements 
effectively  shut  out  U.S.  based  producers  of  most 
finished  products  and  require  U.S.  automakers  to  shift 
production  to  Mexico.  NAFTA  will  remove  these 
requirements,  allowing  auto  producers  of  finished 
goods  to  use  components  produced  in  the  United  States 
and  ship  from  their  U.S.  operations. 

In  trade  debates,  it  is  easy  to  be  diverted  by 
spurious  arguments,  carefully  cloaked  and  crafted 
statistics  with  captivating  populist  phrases.  No 
matter  how  appealing  those  arguments  may  sound,  we 
should  not  be  deterred  from  the  reality  of  the 
enormous  benefits  trade  brings. 

Just  this  week,  the  Majority  Leader  argued  the 
following: 

"Mexican  wages  are  kept  artificially  low  because  of 
the  actions,  and  inactions,  of  the  government.  And 
they  have  kept  these  wages  low  to  help  their  economy 
grow.  And,  if  their  wages  don't  rise,  the  downward 
pressure  on  our  wages  will  continue..."  as  well  as  a 
job  exodus. 

The  Majority  Leader  continues: 

"Official  data  from  the  Mexican  Government  tells  the 
story  best.  Since  1980,  real  hourly  compensation  has 
fallen  by  32  percent  in  Mexico,  while  manufacturing 
productivity  has  increased  by  more  than  30  percent. 
Economists  tell  us  that  wages  should  roughly  track 
productivity  increases.  Yet,  Mexican  workers  are 
producing  more,  and  getting  less." 

Not  only  is  this  analysis  incomplete,  but  it  is  also 
based  on  a  complete  misconception  of  economic  reality 
and  the  effects  of  trade  on  the  U.S.  economy.  It 
represents  the  depth  of  the  economic  misunderstanding 
possible  in  this  country  at  a  time  when  we  need  to 
truly  elevate  the  public  debate. 
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Inherent  in  this  line  of  argument  is  the  premise  that 
real  wages  do  not  increase  with  productivity  in 
Mexico,  low  wages  in  Mexico  will  cause  a  massive 
exodus  of  U.S.  jobs,  and  low  wages  in  Mexico  will  lead 
to  a  decline  in  the  U.S.  standard  of  living. 

First,  while  numerically  accurate,  the  time  period 
chosen  is  deceptive.  Immediately,  after  1980,  the 
Mexican  economy  plummeted  and  inflation  spiraled  out 
of  control.  Between  1982  and  1987,  the  Mexican 
consumer  price  index  increased  by  more  than  50 
percent,  often  more  than  a  hundred  percent.  The 
economic  downturn  caused  a  substantial  real  wage 
decline  while  productivity  did  increase.  In  1986, 
Mexico  joined  GATT  and  accelerated  a  plan  of  free 
market  economic  reforms,  trade  liberalization, 
deregulation,  and  privatisation.  They  also  developed 
plans  to  prevent  further  erosion  in  real  wages  by 
controlling  inflation  and  stabilizing  the  economy.  As 
a  result  of  these  well  executed  plans,  the  economy 
began  a  steady  improvement  in  1987  and  the  standard  of 
living  for  Mexican  workers  began  to  recover. 

Since  1987,  the  value  of  real  wages  began  to  improve 
again  and  have  increased  ever  since.  As  productivity 
rose,  real  wages  rose  as  well.  Mexican  productivity 
and  real  wages  have  each  increased  every  year  —  on 
average,  by  relatively  equal  amounts.  In  fact,  wages 
have  increased  more  than  productivity  in  1992  when  the 
last  five  years  are  tied  together. 

/ 
After  taking  a  closer  look  at  the  facts  and  shedding 
the  rhetoric,  it  is  clear  that  during  the  Salinas 
Administration,  wages  and  productivity  have  been  going 
up,  more  or  less,  together. 

Furthermore,  opponents  of  NAFTA  argue  that  low  Mexican 
wage  rates  will  encourage  a  massive  exodus  of  U.S. 
jobs  as  companies  shift  production  to  Mexico  to  cut 
labor  costs.  As  a  result,  this  argtiment  runs,  the 
U.S.  would  be  subjected  to  a  flood  of  cheap  imports 
into  the  United  States  from  Mexico. 

Here  again,  lets  look  at  economic  reality.  In  the 
United  States,  wages  account  for  less  than  twenty 
percent  of  total  production  costs  and  for  most  U.S. 
companies,  wages  do  not  drive  production  decisions. 
The  production  function  is  much  more  complex  including 
a  wide  variety  of  factors  and  variables. 
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If  conpanies  did  base  decisions  on  wage  rates  alone, 
countries  with  low  wage  rates  like  Bangladesh  or  Haiti 
would  be  export  and  manufacturing  power  houses. 

And  finally,  the  primary  ill-conceived  economic  theory 
inherent  in  this  line  of  argument  is  that  the  U.S. 
standard  of  living  will  be  reduced  because  of  trade 
with  a  low  wage  country  like  Mexico. 

This  is  what  opponents  of  free  trade  with  developing 
countries  commonly  call  "social  dumping."  It  was  a 
term  employed  by  special  interest  groups  and  labor 
unions  in  France,  Germany,  and  England  during  the 
debate  against  the  accession  of  Spain  and  Portugal  to 
the  European  Economic  Community. 

Of  course,  that  is  the  economic  theory:  a 
protectionist  fairy  tale  of  sorts  which  economic 
reality  quickly  disapproves.  After  the  accession  of 
Spain  and  Portugal  in  the  EC,  France,  Germany,  and  the 
U.K.  all  witnessed  real  wage  gains.  At  this  time  I 
would  like  to  submit  a  recent  article  from  the  Arizona 
Republic  on  this  very  issue. 

The  slow  growth  in  the  American  incomes  does  not,  and 
never  has  resulted  from  trade  with  developing 
countries.  After  the  long  and  difficult  budget 
debate,  are  we  to  forget  so  soon  the  largest  reason 
for  declining  incomes  and  wage  rates  in  the  United 
States:  inadequate  capital  formation  because  of  a  high 
personal  consumption  and  large  and  persistent  budget 
deficits? 

If  anything,  our  free  trade  policies  have  mitigated 
U.S.  income  declines.  Workers  in  export-related 
industries  receive  wages  17  percent  higher  than  non- 
export  related  sectors,  while  workers  in  import 
sensitive  sectors  of  the  economy  earn  wages  that  are 
16  percent  lower  than  non-import  related  wages. 

Hyping  the  fear  that  freer  trade  with  Mexico  will 
place  downward  pressure  on  U.S.  wages  defies  economic 
reality.  Common  sense  dictates  that  freer  trade 
creates  export  opportunities  in  our  high  wage, 
competitive  industries  and  a  wider  variety  of  goods  at 
lower  prices  for  our  consumers. 
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Thus,  the  reality  for  the  U.S.  is  that  NAFTA  will 
raise  the  U.S.  standard  of  living  by  encouraging 
workers  to  move  from  lower  to  higher  wage  industries 
and  by  reducing  the  price  of  imports. 

Yet,  despite  these  economic  realities,  we  are  still 
debating  misconceived  notions  about  trade.  The 
opponents  of  NAFTA  are  playing  to  populist  fears  and 
generating  a  doomsday  scenario  based  on  the  fear  of  a 
flood  of  cheap  Mexican  imports  when  the  size  of  the 
Mexican  economy  is  one  twentieth  the  size  of  our  own, 
and  Mexican  imports  account  for  less  than  one/half  of 
one  percent  of  U.S.  gross  domestic  product. 

The  fact  is,  a  country's  trade  balance  and  composition 
of  trade  depends  on  its  macroeconomic  decisions  and 
the  competitive  position  of  its  industries  —  not  on 
its  relative  wage  rates  with  its  trading  partners. 

In  1950,  measured  in  U.S.  dollars,  hourly  compensation 
in  the  United  Kingdom  and  Germany  were  13  and  17 
percent,  respectively  of  the  United  States.  During 
the  period  from  1950  through  1973,  when  these  two 
countries  were  recovering  from  World  War  II  and 
narrowing  their  wage  gaps  with  the  United  States,  the 
U.S.  enjoyed  its  most  prosperous  time  in  history.  If 
the  theory  of  a  flood  of  Mexican  imports  were  to  be 
true,  the  U.S.  would  have  been  besieged  by  exports 
from  and  incurred  trade  deficits  with  the  U.K.  and 
Germany  over  those  two  decades.  'But,  of  course, 
nothing  of  this  sort  occurred. 

We  need  to  understand  the  populist  economic  theories 
of  NAFTA  opponents  like  Mr.  Perot;  we  must  overcome 
the  mistruths  and  fears  they  spawn,  and  advocate  trade 
policies  that  will  benefit  the  American  worker. 

NAFTA  critics  talk  of  the  massive  sucking  sound  of 
U.S.  manufacturing  jobs  down  to  Mexico.  Those  critics 
are  on  the  wrong  end  of  the  vacuum  cleaner.  If  of  you 
look  closely  at  U.S.  trade  with  our  North  American 
partners,  you  will  see  that  our  trade  with  Canada  and 
Mexico  creating  manufacturing  jobs  in  the  United 
States . 

U.S.  exports  of  manufactured  goods  to  our  North 
American  trading  partners  grew  67  percent  between  1988 
and  1992,  from  $61.7  billion  to  $103.1  billion. 
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Our  manufactured  trade  balance  with  our  North  American 
trading  partners  was  reversed  from  a  $13.2  billion 
deficit  in  1988  to  a  $9.7  surplus  in  1992. 

Manufactured  goods  exports  to  Mexico  doubled  from 
$15.4  billion  in  1988  to  $31.7  billion  in  1992. 

The  U.S.  manufactured  good  trade  balance  with  Mexico 
changed  from  a  $300  million  deficit  in  1988  to  a  $7.2 
billion  surplus  in  1992. 

Those  are  the  hard  numbers  from  the  International 
Trade  Commission.  However,  to  really  understand  the 
importance  of  NAFTA,  these  surpluses  with  Canada  and 
Mexico  should  be  contrasted  with  deficits  in 
manufactured  goods  trade  with  countries  in  the  Far 
East.  —  a  $65  billion  with  Japan,  $18  billion  with 
China,  and  $13  billion  with  South  Korea. 

By  eliminating  tariffs,  export  performance 
requirements,  and  domestic  content  laws,  NAFTA  will 
enable  U.S.  companies  and  their  workers  to  export  even 
more  of  our  manufactured  goods  to  Mexico's  growing 
population  of  over  80  million  consumers. 

Furthermore,  it  will  ultimately  lead  to  greater 
political  and  economic  stability  in  Latin  America  as 
it  paves  the  way  for  greater  U.S.  exports  of  all  goods 
throughout  the  Western  Hemisphere.  A  decade  ago, 
Latin  America  was  at  the  front  line  of  the  third  world 
debt  crisis.  Exports  had  plummeted.  Inflation  was 
souring.  Real  growth  was  negative.  Debt  service 
beccune  a  struggle  for  survival.  Investment  capital 
was  virtually  non-existent,  foreign  investors  had 
disappeared,  and  local  capital  sought  safety 
elsewhere.  Politically,  democracy  was  on  the 
defensive  throughout  the  region. 

Latin  America  today  offers  a  much  brighter 
perspective.  Real  growth  is  expected  to  average  4.5 
percent  over  the  decade.  Inflation  has  been  reduced 
by  two  thirds.  Dollar  reserves  have  doubled.  Nearly 
forty  billion  dollars  in  private  capital  flowed  into 
the  region  in  1991  alone,  nearly  eight  times  the  flow 
in  1989. 
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The  positive  changes  were  not  only  economic. 
Democratically  elected  leaders  now  govern  in  most  of 
the  region,  and  are  encouraging  market  economies.  The 
confluence  of  democracy  and  economic  freedom  promises 
great  things  for  every  country  it  touches. 

One  other  point  needs  to  be  made.  This  is  the 
importance  of  NAFTA  within  the  context  of  our 
bilateral  relations.  In  a  relationship  as  broad  and 
complex  as  that  between  the  United  States  and  Mexico, 
NAFTA  represents  the  cornerstone  upon  which  greater 
understanding  and  cooperation  can  rest.  The  last  170 
hundred  years  of  U.S.  -  Mexico  relations  have  been 
deeply  affected  by  nationalism  and  stereotypes  we  have 
built  about  each  other. 

While  there  will  always  be  some  outstanding  issues 
between  us,  as  there  will  between  any  neighbors,  our 
relationship  today  is  the  best  it  has  ever  been.  When 
disagreements  arise,  there  is  a  desire  to  discuss 
these  differences  and  a  will  to  resolve  them  rapidly 
and  amicably. 

Such  a  relationship,  in  a  world  where  regional 
conflicts  abound  and  international  relationships  have 
become  increasingly  complex,  is  of  critical 
importance . 

We  need  a  strong  and  stable  relationship  with  Mexico 
to  complement  our  domestic  efforts  to  combat  the  costs 
of  illegal  immigration,  drug  smuggling  and  illicit 
drug  use,  and  border  environmental  problems. 

In  closing,  I  would  like  to  say  that  it  is  difficult 
for  some  to  overcome  the  patterns  of  history,  to  break 
with  the  past.  But  with  courage,  initiative  and 
determination,  we  can  move  beyond  outmoded  stereotypes 
and  assumptions. 
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There  have  been  times  when  we  have  made  nationalism 
and  individualism  synonymous  with  isolationism.  The 
results  of  that  confusion  have  not  been  good  ones,  but 
we  have  learned  important  lessons  from  those 
experiences.  We  now  realize  that  political  boundaries 
and  respect  of  national  sovereignty  need  not  cause  us 
to  emphasize  our  independence  and  uniqueness,  but 
instead  challenges  us  to  enhance  international 
cooperation  and  to  surpass  the  limits  and  markers  of 
the  past.  Differences,  conflicts,  and  prejudices  are 
not  to  be  suppressed,  but  rather  should  be  understood, 
overcome,  and  resolved  to  achieve  greater  economic 
growth. 

We  have  a  rare  opportunity.  By  implementing  the 
NAFTA,  we  can  expand  exports,  provide  more  jobs  for 
Americans,  encourage  greater  economic  growth  and 
stability  in  Mexico,  and  build  a  solid  foundation  for 
our  relationship  in  the  twenty-first  century. 


75-904  -  94  -  17 
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Thundar,  SepteaW  9, 1993 


Europe's  promising  example 


CRITICS  of  the  North  Amaian 
Free  Tnde  Agreanent,  iocludinf 
the  bombastic  H.  Roo  Perot,  taj 
the  treaty  would  result  b  hundreds  of 
thousuids,  if  not  millioftt,  of  US.  Job* 
ttampcdinf  to  low-wi|e  Mexicn.  That 
-pant  tucking  found,-  ii  bow  Perot 
indebcatcly  puts  h.  b  ^ob*  jobj  wutb  of 
the  border." 

Proponent*  of  the  treaty,  however, 
«ay  that  lowerini  the  barriers  to  com- 
mcrce  with  Mexico  wiD  result  b  a  net 
increase  b  Jobs  in  the  United  SUtes, 
Mexico  and  Canada.  The  huge  commoo 
market  of  some  360  millicii  consuinen, 
treaty  backers  tay,  win  boost  the  econo- 
mies of  an  three  countries. 

Who's  correct?  No  one  can  say  for 
sure.  But  if  world  history  b  a  reOable 
*>«>«^mark,  the  expansion  of  mtematJooal 
commerce  has  typkaJly  made  global 
Xradinf  partners  more  prosperous.  Indeed, 
»  recent  case  study  of  what  has  occurred 
when  rich  and  poor  natioas  unite  b  a 
free-lradinj  arrangement  ought  to  go  a 
long  way  toward  dispeffing  the  economic 
horror  stories  being  voiced  by  NAFTA 
opponents. 

Prior  to  1986,  notes  ttiL  News  Jb 
World  Report,  "alarmed  Europeans 
warned  of  'social  dumping'  —  the  flight  of 
Jobs  to  nadons  with  low  wages  and  skimpy 
social  programs-  —  if  Spain  and  Portugal. 
^  .^5*^  ^^^^  «^'°®  domestic  products  of 
5*.860  and  $2»250  respectively,  were  let 
into  what  was  then  called  the  European 
Economic  Community.  But  the  resulto 
have  been  altogether  diflercat 

""Wage  and  economic  growth  took  off 
«»  the  Iberian  Peninsula,  while  the 
afflneat  nadoos  of  the  north  gained 
lucrative  export  maricet^-  tayi  ttA 
ffcwx  TTjere  was  no  rush  of  joba  across 
the  borden  to  the  south.  In  fact.  Job 
^doa  hi  wealthy  nations  tudi  as 
Germany  and  France  actuaOy  accelerated 
•fter  I98«.  UoemploynxBt  stm  remains 
highd^  today  b  k^Wage  Spda  tSifa 
other,  mote  proq>eroQS  ECnadoos. 

What  the  cdmmoa  market  did  for 
Spam  and  Pprtugal  was  tojnmp-ttait  thdr 
economies.    US.     Scwt    says.     Spain's 


economy  grew  at  a  remarkable  4.6  percent 
rate  for  the  Qve  yean  after  it  entered  the 
EC  and  PortugaTs  grew  at  4.5  percent 
The  results  .of  the  bcreased  ecooooie 
activity  b  Spain  and  Portugal  were  mo(« 
consumer  demand  and  new  markets  tat 
exports  from  other  EC  countrfat. 

Imports  b  Spab  and  Poctopt,  whiek 
had  been  growing  at  a  rate  of  less  than  I 
percent  annnany  during  ^  early  1980^ 
eEmbcd  by  more  then  14  percent  afW 
they  Joined  the  common  market  Some  70 
percent  of  the  foreign  goods  purchased  b 
the  two  countries  came  from  tbcfr 
European  neighbors  aixl  trading  partaea. 

Competitioa  from  Spab  and  Poctnpd 
«fid  not  depress  wages  b  Che  weahto 
nations  of  the  common  market  «ltb«s. 
Though  the  woridwide  recessioo  has  takes 
a  ton  oo  Europe's  economies^  wages  h 
France  and  Germany,  for  Instance;  man 
than  doubled  b  the  Ave  years  after  (he 
common  market's  expansion.  Not  sorprb* 
>08^i  wages  b  Spab  and  Portugal  abe 
have  sea  considerable  growth. 

In  short,  the  ECs  experience  witk 
<^>ening  its  market  shows  that  the  fbass 
about  expandbg  free  trade  never  mateibl- 
ized.  As  the  World  Bank's  Anne  Knecv 
told  US.  Sews,  -Ahead  of  time,  people 
said  terrible  thinp  would  happen.  And 
then,  rf  course,  nothing  terrible  h»> 
pcncd."  ^^ 

Proponents  of  NAFTA  agree  that 
some  Jobs,  particuhtfly  low-sfcOIed  and 
low-income  ones,  are  Ekely  to  be  lost  is 
the  U^  as  a  result  of  lowered  trade 
barrien.  Over  time,  howew.  k  b 
expected  that  NAFTA  win  result  1b  a  act 
increase  b  high-tedi,  hightf  paid  Job*. 
Federal  Job-training  programs  and  <««fctr 
worker-dislocatloa  bceadvcs  expected  to 
be  approved  by  Congress  should  help  case 
any  cconomle  pab  during  NAFrA*8 
10-year  phase-b  period. 

What  America  stands  to  gab  ftea 
NAFTA  fa  hardly  bsignifkant  —  saon 
cconomle  growth  and  reduced  sodal  eosti 
resulting  from  Degal  mlgradoo.  We 
nmply  cannot  a/Totd  to  pass  np  soek  a 
promising  opportunity. 
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Chairman  Gibbons.  Thank  you,  Jim.  It  was  a  good,  stimulating 
statement.  I  am  sure  you  have  got  a  lot  of  people  who  are  sitting 
right  behind  you  who  are  going  to  disagree  with  you  very  vigor- 
ously this  morning. 

Mr.  KOLBE.  I  am  sure  you  are  going  to  hear  from  them  very 
quickly. 

Chairman  Gibbons.  And  I  want  to  make  this  announcement.  We 
have  got  a  lot  of  witnesses  today  and  I  have  got  a  4:30  appointment 
to  go  down  to  my  district  with  the  President  and  I  want  to  get  you 
all  in  before  that  time.  If  I  am  not,  somebody  else  is  going  to  have 
to  sit  here  and  listen.  Everybody's  statement  in  full  will  be  put  in 
the  record. 

I  would  ask  everyone  to  please  try  to  summarize  and  keep  it 
within  a  reasonable  time  limit,  and  the  exhibits  that  you  asked  to 
have  placed  in  the  record,  without  objection,  we  will  accept  in  the 
record.  I  just  want  to  commend  you,  Jim,  for  the  vigorous  job  you 
have  been  doing  for  a  number  of  years  to  bring  to  the  Members  of 
Congress  the  truth  as  you  see  it  on  this  situation. 

Mr.  Kolbe.  Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Your  conduct  and  the  vigor  and  the  polite- 
ness and  everything  else  that  you  bring  to  this  argument  is  very 
refreshing. 

Mr.  Kolbe.  I  appreciate  your  comments.  Thank  you  very  much, 
Mr.  Chairman. 

Chairman  Gibbons.  Mr.  Coyne,  do  you  have  questions? 

Mr.  Coyne.  No. 

Chairman  Gibbons.  Bill. 

Mr.  Thomas.  Thank  you,  Mr.  Chairman. 

Jim,  I  too  want  to  commend  you.  Those  of  us  from  the  Southwest 
obviously  have  a  concern  and  a  stake  in  the  outcome  of  this  per- 
haps more  so  than  many  other  areas  of  the  country,  but  I  think  for 
some  different  reasons  than  people  might  immediately  assume,  and 
that  is  immediate  economic  gain. 

When  you  look  at  the  history  of  the  United  States,  especially  the 
latter  portion  of  the  completion  of  the  continental  expansion  of  the 
United  States  under  the  term  manifest  destiny,  a  significant  por- 
tion of  the  United  States  was  physically  taken  from  the  same  peo- 
ple as  late  as  the  1870's. 

We  purchased  a  piece  of  Mexico  and  then  there  were  military 
interventions  in  the  20th  century  into  Mexico.  So  you  and  I  come 
with  a  perhaps  more  complete  understanding  of  the  Mexican  psy- 
che in  relations  with  the  United  States  than  many  of  our  friends 
who  didn't  grow  up  in  the  southwest  atmosphere  in  terms  of  an  un- 
derstanding and  the  proximity  of  the  country  and  the  people  who 
come  from  that  country  to  the  United  States. 

And  for  some  people  to  say  that  this  is  a  trade  agreement,  if  we 
didn't  get  it  right,  we  can  do  it  again,  I  don't  think  fully  appreciate 
the  conceptual  framework  under  which  the  Mexicans  decided  to 
move  forward.  I  very  much  appreciate  your  statistics  from  basically 
the  Salinas  presidency. 

As  we  know,  they  have  a  single-term  presidency  over  6  years  and 
given  their  ability  to  effect  change  in  the  system,  the  most  appro- 
priate examination  of  the  Mexican  economy  would  be  under  the 
term  of  the  most  recent  presidency. 
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But  I  invite  your  brief  reaction  to  the  statements  that  have  been 
made  by  the  majority  leader  and  are  going  to  be  made  by  others 
in  terms  of  what  is  going  to  happen  to  the  U.S.  economy  if  we  enter 
into  this  trade  agreement  with  a  country  whose  gross  domestic 
product  is  somewhere  around  4  or  5  percent  of  the  United  States. 

Now,  I  know  h3rperbole  is  allowed  in  these  kinds  of  activities,  but 
at  some  point,  I  do  hope  that  the  majority  leader  adheres  to  his 
own  argument,  and  that  is,  we  need  to  look  at  the  facts.  From  your 
perspective  as  a  border  State  between  Texas  and  California,  the 
two  large  population  States  along  the  border,  are  we  all  really  ex- 
pecting way  too  much  from  this  particular  agreement? 

Obviously  it  is  going  to  have  a  positive  effect  and  it  is  a  signifi- 
cant relationship  change,  but  when  you  look  at  the  size  of  the 
Mexican  economy  and  some  of  the  statements  that  have  been  made 
and  are  going  to  be  made  about  the  impact  across  the  board  to  the 
American  economy  if  we  open  up  trade  with  Mexico,  don't  you 
think  it  is  a  slight  overstatement  in  terms  of  either  the  positives 
or  the  negatives  in  terms  of  this  agreement? 

Mr.  KOLBE.  Well,  I  think  there  is  truth  to  that  statement,  Mr. 
Chairman,  that  as  you  have  pointed  out,  the  Mexican  economy  is 
about  4  percent  the  size  of  ours.  Their  total  exports  into  our  mar- 
ket amount  to  less  than  one-half  of  1  percent  of  our  GDP.  I  don't 
think  that  that  represents  a  major  threat  to  the  U.S.  economy. 

I  think  the  advantages  of  NAFTA  clearly  are  in  the  future  in  the 
growth  that  we  see,  the  prospects  for  greatly  increasing  our  mar- 
kets in  Mexico,  and  the  United  States  is  going  to  have  to  look  for 
opportunities  to  do  that  throughout  the  world. 

I  think  also — and  this  is  outside  the  purview  of  this  committee, 
I  realize  that — ^but  I  think  you  also  have  to  be  candidly  looking  at 
the  political  and  foreign  policy  ramifications  of  a  defeat  of  NAFTA, 
not  just  on  Mexico,  and  it  would  be  enormous  in  Mexico. 

Let's  dispel  once  and  for  all  the  notion  that  somehow  we  could 
defeat  this  and  go  back  and  negotiate  another  Free-Trade  Agree- 
ment. No  Mexican  President  could  possibly  have  any  credibility  for 
at  least  a  generation  in  beginning  negotiations  with  the  United 
States  on  a  Free-Trade  Agreement,  having  put  all  their  eggs  in  this 
basket,  and  then  having  been  rejected  by  the  United  States. 

So  I  think  it  is  safe  to  say  it  will  be  at  least  a  generation  before 
I  would  see  such  an  attempt  again.  But  I  think  the  implications  for 
the  rest  of  Central  and  Latin  America  are  tremendous.  We  have 
framework  agreements  with  every  one  of  those  countries. 

They  expect — ^they  have  been  told  that  if  they  would  make  these 
changes  to  their  economy,  if  they  would  privatize,  if  they  would  re- 
duce their  public  debt  and  public  spending,  that  there  would  be  re- 
wards at  the  end  of  this  and  it  would  come  in  the  form  of  increased 
trade  with  the  United  States,  and  basically  by  rejecting  NAFTA, 
we  would  be  rejecting  that. 

I  think  we  also  need  to  look  at  what  I  think  is  another  very  real 
possibility,  and  that  is  that  Mexico  could  become  a  platform  for  ex- 
ports into  the  United  States  from  Asian  countries.  And  there  is  no 
reason  that  Mexico  could  not,  for  example,  enter  into  a  Free-Trade 
Agreement  with  Japan  for  imports  of  their  goods  into  the  country 
and  then  by  transforming  them  into  other  products  and  using  only 
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our  very  limited  4  percent  average  tariff  that  we  have,  use  that  as 
a  platform  for  exporting  them  into  the  United  States. 

There  are  many  in  Japan  and  other  countries  of  Asia  that  are 
looking  very  much  at  that  prospect  and  hoping  of  course  that 
NAFTA  would  be  defeated  and  that  they  would  have  that  oppor- 
tunity to  do  just  that,  so  I  think  there  are  some  real  trade  as  well 
as  political  implications  to  the  rejection  of  NAFTA. 

Mr.  Thomas.  Thank  you  very  much. 

Chairman  Gibbons.  Thank  you,  Jim;  appreciate  your  statement. 

Mr.  KOLBE.  Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Next  we  have  Mr.  Donahue,  Secretary- 
Treasurer  of  the  AFL-CIO.  Mr.  Donahue  is  an  old  friend  and  we 
welcome  you  here  this  morning,  Tom.  Take  off  and  go  as  you  wish. 

STATEMENT  OF  THOMAS  R.  DONAHUE,  SECRETARY-TREAS- 
URER, AMERICAN  FEDERATION  OF  LABOR  AND  CONGRESS 
OF  INDUSTRIAL  ORGANIZATIONS  AND  CHAIRMAN,  LABOR 
ADVISORY  COMMITTEE  ON  TRADE  NEGOTIATIONS  AND 
TRADE  POLICY,  ACCOMPANIED  BY  MARK  ANDERSON,  DI- 
RECTOR, AFL-CIO  TASK  FORCE  ON  TRADE  AND  DEPUTY  DI- 
RECTOR, DEPARTMENT  OF  ECONOMIC  AFFAIRS 

Mr.  Donahue.  Thank  you  very  much,  Mr.  Chairman.  I  should 
note  for  the  record,  I  am  accompanied  this  morning  by  Mark  An- 
derson, the  director  of  the  AFL-CIO  task  force  on  trade  and  the 
deputy  director  of  our  Department  of  Economic  Affairs. 

Mr.  Chairman,  we  thank  you  for  the  opportunity  to  present  our 
views  on  this  subject.  Briefly  stated,  the  AFL-CIO  believes  that  the 
interest  of  American  companies  in  this  agreement  is  great. 

We  believe  that  the  consequences  of  NAFTA  are  not  minuscule 
and  we  believe  that  the  adoption  of  this  agreement  would  seriously 
harm  the  U.S.  economy,  resulting  in  the  loss  of  hundreds  of  thou- 
sands of  American  jobs  and  a  decline  in  the  Nation's  standard  of 
living. 

Last  week  the  President  contended  that  the  debate  was  about 
whether  or  not  we  will  embrace  change.  Others  argue  in  the  terms 
of  the  past  about  protectionism  versus  free  trade,  about  looking  to 
the  future,  to  the  past. 

Nothing  could  be  further  from  the  truth.  The  question  is  not 
whether  we  change  or  whether  we  stagnate.  It  is  whether  our  Grov- 
ernment  is  capable  of  shaping  change  so  that  it  benefits  the  major- 
ity of  citizens  and  not  just  powerful  elites.  That  is  what  democratic 
government  is  for. 

Trade  and  investment  relationships  have  to  be  structured  so  that 
the  benefits  of  economic  activity  are  spread  as  widely  as  possible. 
Workers  learned  long  ago  that  market  forces  left  to  their  own  de- 
vices cannot  be  expected  to  bring  sustained,  equitable  economic 
growth  and  social  progress.  Free  markets  need  to  be  civilized.  They 
need  to  be  channeled  in  democratically  agreed  upon  directions  if 
the  economy  is  going  to  serve  the  people. 

Take  a  look  at  some  of  the  greatest  achievements  of  this  Nation 
in  terms  of  using  this  Nation  to  benefit  its  people.  Look  at  the  es- 
tablishment of  the  minimum  wage,  the  abolition  of  child  labor,  the 
development  of  workplace  health  and  safety  laws,  collective  bar- 
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gaining,  environmental  protections,  all  things  intended  to  temper 
and  to  restrain  some  of  the  most  brutal  defects  of  the  free  market. 

What  is  at  stake  is  not  more  or  less  trade  with  Mexico,  but  the 
nature  and  the  quality  and  the  results  of  that  trade.  As  written, 
NAFTA  contains  no  protections  against  a  further  dein- 
dustrialization  of  the  American  economy. 

There  are  no  protections  against  the  transfer  of  our  technological 
edge.  There  are  no  counterincentives  to  massive  transfers  of  invest- 
ment and  production  to  Mexico.  There  are  no  provisions  for  caring 
for  American  workers  displaced  by  the  NAFTA  agreement,  and 
there  are  no  protections  for  Mexican  workers  to  ensure  that  they, 
and  not  their  employers,  are  going  to  reap  benefits  from  increased 
investment. 

There  is  no  doubt  that  U.S. -based  multinational  corporations  are 
going  to  benefit  from  NAFTA.  The  United  States  as  a  whole,  how- 
ever, stands  to  lose  an  enormous  amount.  Ultimately,  the  support- 
ers of  the  NAFTA  have  one  very  simple  argument.  All  things  being 
equal,  increased  international  commerce  results  in  greater  general 
prosperity. 

For  the  moment,  I  won't  disagree  with  that  statement  at  all,  but 
the  fact  of  the  matter  is  that  there  is  very  little  that  is  now  equal 
between  the  United  States  and  Mexico  and  indeed  between  the 
United  States  and  all  of  the  other  nations  which  manage  trade  to 
their  advantage,  Japan  and  the  EC  included. 

You  all  know  the  statistics  on  wages.  United  States  average, 
manufacturing  wage,  $16.17  an  hour.  Mexican  average,  $2.35  an 
hour.  In  the  maquiladora,  $1.64  an  hour.  The  Mexican  consumer 
market,  much  flaunted  in  this  discussion,  the  addition  of  90  million 
eager  consumers.  The  reality  is  that  consumer  market  is  depress- 
ingly  small  and  the  labor  market  is  depressingly  large. 

Mexico  is  a  country  with  more  than  a  third  of  our  population,  but 
5  percent  of  our  buying  power.  It  currently  has  a  40-percent  pov- 
erty rate,  a  20-percent  unemployment  rate,  and  a  gross  domestic 
product  one-twentieth  of  ours. 

Many  Mexican  workers,  particularly  maquila  workers,  live  in 
cardboard  shanties  without  electricity  or  running  water,  and  drink 
and  bathe  in  unfiltered  streams  filled  with  toxic  runoff  from  nearby 
plants.  The  average  Mexican  family  simply  cannot  afford  to  pur- 
chase the  products  that  they  make,  much  less  contribute  to  Amer- 
ican prosperity  by  buying  goods  made  in  the  United  States. 

That  is  not  demagoguery,  that  is  a  fact. 

Take  a  look  at  the  existing  trade  patterns.  We  are  told  we  have 
a  big  surplus  with  Mexico.  Well,  we  had  a  $5.4  billion  surplus  we 
are  told  last  year.  For  the  first  6  months  of  1993,  just  incidentally, 
that  trade  surplus  has  been  cut  in  half. 

But  what  about  the  trade  that  we  do  have?  Capital  goods  and  in- 
termediate products,  those  that  get  shipped  back  to  us,  account  for 
more  than  80  percent  of  what  we  sent  to  Mexico  in  1992.  The  vast 
majority  of  those  finished  products  flow  back  to  the  United  States 
and  to  Canada  where  workers  earn  enough  to  be  consumers. 

Our  exports  to  Mexico  of  consumer  and  agricultural  products  ac- 
counted for  19  percent  of  the  total  trade  in  1992.  So  much  for  the 
consumer  market. 
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Once  the  peso  is  devalued,  a  move  generally  talked  about  for 
next  year  but  certainly  likely  within  the  next  2  years,  Mexican 
workers  are  going  to  be  even  poorer  relative  to  the  United  States 
dollar  and  therefore  far  less  capable  of  buying  products  manufac- 
tured in  the  United  States. 

We  should  be  very  clear  about  this  point.  Mexico  is  not  a  huge 
market  for  United  States  exports.  NAFTA  will  not  make  it  so.  It 
is  a  low  wage  production  location  for  United  States  factories. 

The  current  NAFTA  was  not  designed  to  improve  that  but  to  ex- 
pand on  it.  President  Clinton  previously  acknowledged  this  is  really 
an  effort  to  increase  and  protect  United  States  investments  in  Mex- 
ico and  I  submit  to  you  that  the  agreement  meets  that  test  with 
flying  colors. 

NAFTA  guarantees  absolutely  the  repatriation  of  profits,  divi- 
dends and  capital  gains,  guarantees  the  convertibility  of  currency 
at  market  rates,  guards  against  the  expropriation  of  property  and 
it  guarantees  prompt  compensation. 

It  is  fascinating  to  take  a  look  at  the  enforcement  of  those  protec- 
tions for  business  and  compare  them  with  the  enforcement  of  the 
rights  of  working  people,  or  more  precisely  the  lack  of  that  enforce- 
ment. NAFTA  spells  out  in  exquisite  detail  the  remedies,  including 
trade  sanctions,  that  can  be  taken  for  any  purloining  of  intellectual 
property,  the  remedies  are  clear  and  precise. 

The  men  and  women  who  make  those  products,  however,  are  of- 
fered no  guarantees  of  their  right  to  a  fair  wage  or  to  decent  work- 
ing conditions. 

The  labor  supplemental  agreement,  rather  than  advancing  labor 
rights  and  standards,  actually  represents  a  weakening  of  existing 
remedies  now  available  under  U.S.  law.  The  accord  contains  no 
agreement  on  or  definition  of  minimal  worker  rights  and  standards. 
Remedies  can  only  be  sought  for  persistently  poor  enforcement  of 
a  very  narrow  group  of  labor  standards,  not  for  gross  violations  of 
labor  rights. 

No  remedies  are  offered  for  the  infringements  against  workers' 
rights  to  free  association,  to  collective  bargaining,  or  those  who 
withhold  labor  through  strikes,  those  protections  being  denied 
Mexican  workers  every  day. 

The  consultation  and  dispute  resolution  procedures,  even  for  the 
few  things  that  are  covered,  is  so  protracted  and  tortious  as  to 
make  the  timely  resolution  of  disputes  almost  inconceivable.  For 
the  covered  practice,  practice  covered  and  subject  to  complaint 
under  the  labor  supplemental  agreements,  the  enforcement  process 
could  take  more  than  1,225  days  after  the  agreement  that  there  is 
a  problem,  after  two  nations  agree  we  ought  to  take  a  look  at  this, 
1,225  days  are  possible  in  the  exhaustion  of  that  calendar.  It  is  a 
lawyer's  delight. 

Mexico's  chief  trade  negotiator  assured  the  Mexican  Congress 
when  they  were  dealing  with  this  agreement,  he  said  the  process 
is,  "So  exceedingly  long  that  it  is  very  improbable  that  the  stage 
of  sanctions  could  be  reached." 

We  agree  with  him.  We  agree  totally.  It  is  exceedingly  straining 
and  exceedingly  improbable  that  sanctions  could  ever  be  reached. 

Even  with  the  many  inadequacies  that  it  has,  the  supplemental 
agreement  on  the  environment  is  far  stronger  than  the  labor  agree- 
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ment.  One  has  to  ask,  why  is  the  protection  of  workers  less  impor- 
tant than  the  protection  of  business  owners  or  the  protection  of  the 
environment. 

Quite  beyond  the  inadequacies  of  the  supplemental  agreement, 
the  NAFTA  contains  dozens  of  specific  provisions.  We  have  ap- 
pended to  our  testimony  a  list  of  25  items  on  which  we  sought 
change  in  the  agreement.  Over  25  items,  over  25  places  in  which 
the  agreement  is  simply  inadequate  and  which  would  be  extremely 
harmful  to  U.S.  domestic  employment. 

Weak  rules  of  origin,  inadequate  safeguard  procedures,  inequi- 
table rules  for  investment,  inequity  market  access  are  but  a  few  of 
the  provisions  that  will  be  detrimental  to  U.S.  workers.  Our  writ- 
ten testimony,  Mr.  Chairman,  describes  the  situation  specifically  in 
auto,  apparel  and  land  transport,  and  the  sections  of  the  agreement 
on  temporary  entry  for  business  persons. 

But  let  us  take  a  look  at  the  key  questions,  the  question  of  in- 
vestment possibilities.  Last  year  the  Wall  Street  Journal  published 
a  survey  of  455  senior  executives  of  manufacturing  companies. 
Fifty-five  percent  of  executives  from  companies  with  at  least  $1  bil- 
lion a  year  in  sales  said,  if  this  agreement  goes  through,  it  is,  "very 
likely  or  somewhat  likely  that  they  would  shift  some  production  to 
Mexico  within  the  next  few  years." 

That  is  what  this  agreement  is  about.  That  is  what  it  is  about, 
making  us  competitive  means  giving  us  a  low-wage  partner.  Twen- 
ty-four percent  of  those  executives  said  it  was  likely  that  they 
would  use  the  threat  of  job  loss  to  Mexico  to  bargain  down  the 
wages  and  benefits  of  United  States  employees.  I  believe  them.  It 
happens  every  day. 

There  is  a  conference  board  report,  said  that  during  the  next  2 
years,  business  spending  will  grow  almost  three  times  faster  in 
Mexico  than  in  the  United  States.  I  do  not  understand  why  we 
don't  take  these  people  at  their  word,  why  we  ignore  history  and 
why  we  ignore  the  stated  intentions  of  American  business. 

The  AFL-CIO  will  support  any  new  framework  for  trade  and  in- 
vestment that  truly  protects  the  jobs  of  those  who  need  them  but 
strengthens  the  democratic  rights  of  workers  throughout  North 
America,  promotes  economic  development  in  the  poorer  areas  of  the 
continent  and  that  ensures  that  we  will  all  have  a  healthy  and  safe 
environment,  but  when  NAFTA  and  the  side  accords  are  measured 
by  those  criteria,  they  fail. 

Contrast  our  performance.  Mention  was  made  by  Congressman 
Kolbe  of  the  European  Community.  Take  a  look  at  what  the  EC  did 
when  they  were  asked  to  integrate  Greece  and  Spain  and  Portugal. 
The  European  Community  and  the  United  States  in  these  negotia- 
tions both  claimed  we  want  to  promote  democratization.  The  EC 
demanded  it,  achieved  it.  We  never  tried. 

Both  the  EC  and  the  United  States  said  in  their  respective  nego- 
tiation that  is  we  want  higher  living  standards  for  our  poorer  part- 
ners. The  EC  protected  workers'  rights  to  form  independent  unions, 
negotiate  for  higher  wages  and  back  that  up  with  developmental 
assistance. 

Both  the  EC  and  the  United  States  in  their  respective  negotia- 
tions were  said  to  want  to  prevent  social  dumping,  not  allowing 
competition  based  on  low  wages  to  result  in  lost  jobs  and  reduced 
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wages  in  the  richer  nations.  The  EC  tried  to  raise  up  the  poor,  pro- 
vided disincentives  against  job  flight.  We  never  tried. 

Change  is  indeed  the  inevitable  result  of  these  failures  to 
confront  the  political  and  social  effects  of  economic  globalization, 
but  the  change  is  regressive.  The  real  story,  Mr.  Chairman,  is  not 
that  NAFTA  has  the  support  of  five  former  Presidents.  Rather,  it 
is  the  fact  that  NAFTA  is  understood  and  opposed  by  the  majority 
of  American  citizens.  Auto  workers,  truck  drivers,  maritime  work- 
ers, all  the  people  who  make  this  country  move. 

NAFTA,  for  the  first  time,  moves  the  trade  debate  in  this  country 
away  from  the  economists  and  the  former  Presidents  and  moves  it 
to  the  people.  The  debate  will  be  carried  out  in  terms  that  the  peo- 
ple understand  and  the  people  are  going  to  decide  the  outcome. 

NAFTA,  indeed,  I  submit,  does  for  trade  what  televising  the  Viet- 
nam conflict  did  for  war.  It  is  now  seen  and  understood  by  people 
for  whom  a  deficit  with  the  Japanese  in  our  trading  patterns  for 
the  last  12  years  didn't  have  much  significance. 

The  people  see  and  understand  trade  in  the  Mexican  context. 
They  know  that  no  promise  of  worker  retraining,  no  breakthroughs 
in  technology,  no  business  investment,  partnership  gains  are  going 
to  bring  back  the  jobs  and  investment  dollars  that  NAFTA  will 
take  from  the  United  States  under  the  conditions  which  it  en- 
shrines. 

The  people  have  a  right  to  expect  better  from  the  people  whom 
they  elect  to  represent  their  interests.  I  believe  with  Congressman 
Gephardt  that  this  country  can  and  must  do  better. 

Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Thank  you,  Mr,  Donahue. 

[The  prepared  statement  and  attachments  follow:] 
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STATEMENT  OF  THOMAS  R.  DONAHUE,  SECRFTARY-TREASURER 
AMERICAN  FEDERATION  OF  LABOR  AND  CONGRESS  OF  INDUSTRIAL  ORGANIZATIONS 

AND 

CHAIR,  LABOR  ADVISORY  COMMITTEE  ON  TRADE  NEGOTIATIONS  AND  TRADE  POLICY 


SUBCOMMITTEE  ON  TRADE,  COMMITTEE  ON  WAYS  AND  MEANS 

U.S.  HOUSE  OF  REPRESENTATIVES 

ON  THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

September  23,  1993 


Mr.  Chairman,  on  behalf  of  the  AFI^CIO,  I  welcome  this  opportunity  to  present 
our  views  on  the  proposed  North  American  Free  Trade  Agreement  and  its  supplemental 
accords. 

In  brief,  the  AFL-CIO  believes  that  the  adoption  of  this  agreement  would  seriously 
harm  the  U.S.  economy,  resultmg  in  the  loss  of  hundreds  of  thousands  of  American  jobs 
and  a  decline  in  the  nation's  standard  of  living. 

Last  week  the  President  of  the  United  States,  flanked  by  three  of  his  predecessors, 
made  an  impassioned  plea  for  the  congressional  adoption  of  the  North  American  Free 
Trade  Agreement.  President  Clinton's  central  contention,  is  that  the  debate  over  NAFTA 
is  fundamentally  "a  debate  about  whether  or  not  we  will  embrace  change."  Others  have 
said  that  the  supporters  of  NAFTA  look  to  the  future,  while  opponents  look  to  the  past. 
Nothing  could  be  further  from  the  truth. 

The  question  is  not  whether  we  change  or  stagnate.  It  is  whether  or  not  our 
government  is  capable  of  shaping  change  so  that  it  benefits  the  m^ority  of  citizens,  not  just 
powerful  elites.  That  is,  after  all,  the  reason  that  democratic  government  was  brought 
forth. 

Trade  and  investment  relationships  must  be  structured  so  that  the  benefits  of 
economic  activity  are  spread  as  widely  as  possible.  In  ignoring  this  imperative,  NAFTA 
represents  the  most  recent  manifestation  of  "triclde-down"  economic  theories,  coupled  with 
reliance  on  the  "free  market"  as  the  only  path  to  economic  progress.  It  has  not  worked 
over  the  last  12  years,  and  it  won't  work  now. 

Workers  have  long  since  learned  that  when  market  forces  are  left  to  their  own 
devices  they  cannot  be  expected  to  bring  siistained,  equitable  economic  growth  and  social 
progress.  Many  of  the  m^or  achievements  of  this  nation  —  the  establishment  of  the 
minimum  wage,  the  abolition  of  child  labor,  the  development  of  workplace  health  and 
safety  laws,  collective  bargaining,  and  environmental  protections  —  were  intended  to  temper 
and  restrain  some  of  the  most  brutal  effects  of  the  free  market.  Free  markets  literally  need 
to  be  civilized  —  channeled  m  democratically  agreed-upon  directions  if  the  economy  is  to 
serve  the  people. 

What  is  at  stake  is  not  more  or  less  trade  with  Mexico,  but  the  nature  and  quality 
of  that  trade.  As  drafted,  NAFTA  contams  no  protections  against  a  further 
deindustrialization  of  the  American  economy.  There  are  no  protections  against  the  transfer 
of  our  technological  edge.  There  are  no  counter-incentives  to  massive  transfers  of 
investment  and  production  to  Mexico.  And  there  are  no  protections  for  Mexican  workers 
to  help  ensure  that  they  —  and  not  just  their  employers  —  will  reap  benefits  from  increased 
investment. 

There  is  no  doubt  that  U.S.-based  multinational  corporations  would  benefit  from 
NAFTA.   The  United  States  as  a  whole,  however,  stands  to  lose  an  enormous  amount. 
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Ultimately,  NAFTA  supporters  have  one  very  simple  argument:  all  things  being 
equal,  increased  international  commerce  results  in  greater  general  prosperity.  We  do  not 
disagree  on  this.  But  the  fact  of  the  matter  is  that  there  is  very  little  that  is  now  "equal" 
between  the  United  States  and  Mexico  -  and,  indeed,  between  the  U.S.  and  all  of  the  other 
nations  which  manage  trade  to  their  advantage. 

In  1992,  the  average  hourly  compensation  for  American  manufacturing  workers  was 
$16.17,  for  Mexican  manufacturing  workers  it  was  $2.35.  According  to  the  Bureau  of 
Labor  Statistics,  compensation  in  the  U.S.-dominated  maquiladora  sector  was  even  lower, 
averaging  just  $1.64  an  hour. 

As  a  result,  the  Mexican  consumer  market  is  depressingly  small.  Mexico  is  a 
country  with  more  than  one-third  our  population,  but  only  5  percent  of  our  buying  power. 
Currently,  Mexico  has  a  40  percent  poverty  rate,  a  20  percent  unemployment  rate,  and  a 
gross  domestic  product  one-twentieth  of  ours.  Many  Mexican  workers  —  particularly 
maquila  workers  —  live  in  cardboard  shanties  without  electricity  or  running  water,  and 
drink  and  bathe  in  unfiltered  streams  filled  with  toxic  runoff  from  nearby  plants.  The 
average  Mexican  family  simply  cannot  afford  to  purchase  the  products  that  they  make, 
much  less  contribute  to  American  prosperity  by  buying  goods  made  in  the  United  States. 

This  is  not  demagoguery,  it  is  fact. 

Existing  trade  patterns  underscore  this  reality.  While  it  is  true  that  we  now  have 
a  small  trade  surplus  with  Mexico,  there  is  every  reason  to  believe  that  it  is  only 
temporary.  Capital  goods  (manufacturing  plants  and  equipment)  and  intermediate  goods 
(parts  used  to  make  flnal  products  which  are  sent  back  to  the  U.S.  market)  accounted  for 
more  than  80  percent  of  all  U.S.  exports  to  Mexico  in  1992.  The  vast  m^ority  of  Fuiisbed 
products  from  these  plants  flow  back  to  the  United  States  and  Canada  where  -  for  now  - 
workers  earn  enough  to  also  be  consumers.  U.S.  exports  to  Mexico  of  consumer  and 
agricultural  products  accounted  for  only  19  percent  of  the  total.  Once  the  peso  is  devalued 
(a  move  rumored  for  next  year  and  certainly  likely  within  the  next  two  years),  Mexican 
workers  will  be  even  poorer  relative  to  the  U.S.  dollar,  and  far  less  capable  of  buying 
products  manufactured  in  the  United  States. 

We  should  be  clear,  Mexico  is  not  now  a  huge  market  for  U.S.  exports,  and  NAFTA 
will  not  make  it  so.   It  is  a  low  wage  production  location  for  U.S.  factories. 

The  current  NAFTA  was  not  designed  to  improve  this  picture,  but  to  expand  on  it. 
As  President  Clinton  previously  acknowledged,  this  Is  really  an  effort  to  increase  and 
protect  U.S.  investment  in  Mexico,  and  the  agreement  meets  this  goal  with  flying  colors. 

NAFTA  guarantees  the  repatriation  across  borders  of  profits,  dividends,  and  capital 
gains.  It  guarantees  the  convertibility  of  currency  at  market  rates.  It  guards  against  the 
expropriation  of  property  and  it  guarantees  prompt  compensation. 

It  is  fascinating  to  compare  the  enforcement  of  these  protections  for  business  with 
the  enforcement  of  the  rights  of  working  people  -  or  more  precisely,  the  lack  of 


NAFTA  spells  out,  in  exquisite  detail,  the  remedies  -  Including  trade  actions  -  that 
can  be  taken  by  inventors  or  invention  owners  whose  trademarks,  copyrights  or  patents  are 
exploited  by  those  who  refuse  to  pay  a  fair,  negotiated  price. 

Hie  men  and  women  who  make  these  products,  however,  are  offered  no  guarantee 
of  their  right  to  a  fair,  negotiated  wage  or  decent  working  conditions. 

Hie  labor  supplemental  agreement,  rather  than  advancing  labor  rights  and 
standards,  actually  represents  a  weakening  of  existing  remedies  available  under  U.S.  law. 
The  accord  contains  no  agreonent  on  or  definition  of  minimal  worker  rights  and  standards. 
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Remedies  can  only  be  sought  for  persistentiy  poor  enforcement  of  a  narrow  group  of 
standards,  not  for  gross  violations  of  labor  rights.  No  remedies  are  offered  for 
infringements  against  workers'  rights  to  free  association,  to  collective  bargaining,  or  to 
withhold  labor  through  strikes. 

The  consultation  and  dispute  resolution  procedures,  even  for  the  little  that  is 
covered,  is  so  protracted  and  tortuous  as  to  make  the  tunely  resolution  of  disputes  almost 
inconceivable.  For  covered  practices,  it  appears  that  the  enforcement  process  would  take 
more  than  1,210  days.  Mexico's  chief  trade  negotiator  assured  the  Mexican  Congress  that 
the  process  was  so  "exceedingly  long,"  that  it  is  "very  improbable  that  the  stage  of  sanctions 
could  be  reached."   We  agree. 

Even  with  its  many  inadequacies,  the  supplemental  agreement  on  the  environment 
is  far  stronger  than  the  labor  agreement.  Why  is  the  protection  of  workers  less  important 
than  the  protection  of  business  owners  or  the  envu-onment?  (See  attached  preliminary 
analysis  of  the  labor  side  accord.) 

Beyond  the  inadequacy  of  the  labor  supplemental  agreement,  the  NAFTA  contains 
dozens  of  specific  provisions  (see  attached)  which  also  would  be  extremely  harmful  to 
domestic  employment.  Weak  rules  of  origin,  inadequate  safeguard  procedures,  inequitable 
rules  for  investment,  and  inequitable  market  access  —  these  are  but  a  few  of  the  provisions 
that  would  be  detrimental  to  U.S.  workers. 

In  the  automotive  sector,  NAFTA  would  let  Mexico  retain  protections  for  its 
domestic  producers  for  at  least  10  years,  and  even  longer  if  the  Mexican  government 
demands  future  commitments  from  the  companies.  It  would  permit  the  Canadian 
government  to  retain  the  safeguards  of  the  Auto  Pact  -  but  the  United  States  would  have 
no  comparable  protection  for  either  parts  production  or  assembly. 

In  the  apparel  sector,  where  80  percent  of  what's  left  of  the  work  force  is  female  and 
20  percent  is  of  Hispanic  origin,  the  agreement  would  result  in  massive  job  dislocation 
without  offering  any  prospect  of  reemployment. 

In  the  land  transportation  sector,  NAFTA  would  allow  Mexican  carriers  to  operate 
in  U.S.  border  states  in  three  years,  and  it  would  give  Mexican  carriers  access  to  all  of  the 
United  States  for  transporting  freight  and  persons  originating  south  of  the  border  in  six 
years.  But  even  though  Mexican  truck  drivers  and  bus  drivers  might  work  full  time  in  the 
U.S.,  they  would  not  be  protected  by  our  minimum  wage  laws. 

In  its  chapter  on  "temporary  entry  for  business  persons,"  NAFTA  departs  from  one 
of  the  cardinal  principles  of  U.S.  immigration  policy,  which  is  that  employers  can  hire 
temporary  entrants  only  when  they  show  that  they  are  unable  to  recruit  workers  here. 

We  have  already  seen  the  unportation  of  nurse  strike-breakers  from  Canada,  and 
now  we  propose  to  add  Mexican  nurses  to  the  labor  pool. 

Last  year,  the  Wall  Street  Journal  published  a  survey  of  455  senior  executives  of 
manufacturing  companies.  Fifty-Hve  percent  of  executives  from  companies  with  at  least  $1 
billion  a  year  in  sales  said  that,  if  this  agreement  goes  through,  it  is  very  likely  or  somewhat 
likely  that  they  shift  some  production  to  Mexico  within  the  next  few  years.  Twenty-four 
percent  said  that  it  was  likely  that  they  would  use  the  threat  of  job  loss  to  Mexico  to 
bargain  down  the  wages  and  benefits  of  U.S.  employees.  And  according  to  a  Conference 
Board  report,  during  the  next  two  years,  business  spending  will  grow  almost  three  times 
faster  in  Mexico  than  in  the  United  States. 

I  believe  that  we  should  take  these  business  leaders  at  their  word. 

The  AFLrCIO  will  entbusiastkally  support  any  new  framework  for  trade  and 
investment  that  truly  protects  the  jobs  of  those  who  need  them,  that  strengthens  the 
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democratic  rights  of  workers  throughout  North  America,  that  raises  living  standards  and 
promotes  economic  development  in  the  poorer  areas  of  the  continent,  and  that  ensures  that 
we  will  all  have  a  healthy  and  safe  i 


But  when  NAFTA  and  its  side  accords  are  measured  by  those  criteria,  they  are  a 
complete  failure. 

Contrast  our  nation's  performance  with  that  of  the  European  Community,  when 
asked  to  integrate  economically  with  less-developed  Greece,  Spain  and  Portugal. 

Both  the  EC  and  the  U.S.  claimed  to  want  democratization.  The  EC  demanded  and 
achieved  it.   We  never  tried. 

Both  were  said  to  want  higher  living  standards  in  the  poorer  partners..  The  EC 
protected  workers'  right  to  form  independent  unions  and  negotiate  for  higher  wages,  than 
backed  it  up  with  a  development  fund.  We  never  tried. 

Both  were  said  to  want  to  prevent  "social  dumping,"  not  allowing  competition  based 
on  low  wages  to  result  in  lost  jobs  and  reduced  wages  in  the  richer  nations.  The  EC  tried 
to  raise  up  the  poor  and  provided  disincentives  for  job  flight.  We  never  tried. 

"Change"  is  the  inevitable  result  of  this  failure  to  confront  the  political  and  social 
effects  of  economic  globalization.  But  it  is  change  that  is  regressive. 

In  1914,  Henry  Ford  raised  the  wages  of  his  workers  so  that  they  could  afford  to  buy 
the  cars  that  they  made.  He  reasoned  that  if  he  did  not,  there  would  be  too  many  Fords 
and  too  few  consumers.  At  the  time,  the  editors  of  the  Wall  Street  Journal  declared  this 
to  be  an  "economic  crime." 

In  the  1930s,  U.S.  auto  workers  fought  for  and  won  the  right  to  negotiate  a  decent 
standard  of  living  for  themselves.  Like  Wall  Street,  the  Washington  establishment  was 
aghast. 

By  1993,  both  Ford  and  GM  had  established  Mexican  maquiladora  plants  to 
manufacture  cars  for  the  U.S.  market.  Their  workers  achieve  productivity  levels  close  to 
or  equal  to  those  in  U.S.  and  Japanese  auto  factories,  yet  their  wages  are  a  fraction  of  U.S. 
wages.   Most  are  prevented  from  joining  independent  unions. 

When  American  workers  object  to  a  global  economy  based  on  this  type  of  systemic 
inequity,  pundits  and  politicians  accuse  us  of  being  economic  criminals. 

The  real  story  is  not  that  NAFTA  has  the  support  of  Ave  former  presidents.  Rather, 
it  is  the  fact  that  NAPTA  is  understood  and  opposed  by  the  m^ority  of  American  citizens 
—  auto  workers  in  Illinois,  truck  drivers  in  California,  maritime  workers  on  the  East  Coast. 

They  know  that  no  promise  of  worker  retraining,  no  breakthrough  in  technology, 
no  government-business  partnership  scheme,  can  bring  back  the  jobs  and  the  investment 
dollars  that  NAFTA  will  take  from  the  U.S.  under  the  conditions  enshrined  by  NAFTA. 

They  have  a  right  to  expect  more  from  those  they  elect  to  represent  their  interests. 
This  country  can  and  must  do  better. 
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Attachment  1 
Preliminary  Analysis 

THE  NAFTA  SIDE  ACCORD  ON  LABOR 


The  AFL-CIO  believes  that  the  North  American  Free  Trade  Agreement,  as  drafted  by 
the  Bush  administration,  would  be  ruinous  to  the  U.S.  economy,  resulting  in  the  loss  of 
hundreds  of  thousands  of  American  jobs  and  a  general  decline  in  wages.  One  of  the 
agreements'  primary  -  though  far  from  only  -  flaws  is  its  complete  failure  to  promote  the 
upward  harmonization  of  living  standards  by  linking  market  access  with  the  enforcement  of 
worker  rights  and  labor  standards. 

During  the  1992  presidential  contest,  the  Clinton  campaign  promised  to  solve  the 
problem  by  negotiating  a  side  agreement  with  strong  'dispute  resolution  powers'  and 
"effective  remedies.'  Unfortunately,  the  final  product  negotiated  by  the  Clinton  administration 
falls  far  short  of  its  stated  purpose.  In  fact,  this  labor  accord  actually  represents  a  weakening 
of  existing  remedies  available  under  U.S.  trade  law. 

1)  The  accord  contains  no  agreement  on,  or  definition  of,  minimal  international 
worker  rights  and  labor  standards. 

The  accord  simply  refers  to  such  standards  and  commits  each  nation  to  promote  them 
"in  accordance  with  its  domestic  laws."  In  other  words,  if  internationally-recognized  rights 
and  standards  -  as  defined  by  other  international  treaties.  International  Labor  Organization 
Conventions,  the  U.N.  Declaration  on  Human  Rights,  U.S.  law  or  common  sense  -  are  not 
adequately  protected  under  one  country's  laws,  this  agreement  offers  no  recourse. 

2)  Remedies  can  only  be  sought  for  poor  enforcement  of  labor  standards,  not  for 
gross  violations  of  worker  rights. 

Freedom  of  association  is  the  bedrock  liberty  upon  which  trade  unions  are  built,  as  are 
all  other  civil  institutions  in  a  democratic  society.  It  affirms  the  right  of  citizens  to  form  and 
join  organizations  of  their  own  choosing,  hold  meetings,  speak  and  operate  without  fear  of 
reprisal.  This  fundamental  freedom  is  not  protected  by  the  accord.  Neither  are  citizens'  rights 
to  bargain  collectively,  to  withhold  labor  through  strikes  or  to  be  free  from  being  forced  to 
provide  labor  (slavery  and  prison  labor). 

Action  may  only  be  sought  if  a  nation  'has  engaged  in  a  persistent  pattern  of  failure 
to  effectively  enforce  its  labor  laws  with  respect  to  health  and  safety,  child  labor  and 
minimum  wage."  In  addition,  the  non-enforcement  must  'relatlel  to  a  situation  involving 
mutually  recognized  labor  laws  and  related  to  trade.' 

Under  existing  U.S.  law  -  the  Generalized  System  of  Preferences,  the  Caribbean  Basin 
Initiative,  the  Overseas  Private  Investment  Corporation,  amendments  to  Section  301  of  the 
1988  Trade  Act,  regulations  on  trade  with  South  Africa,  and  some  foreign  assistance 
programs  -  a  violation  of  any  of  these  labor  rights  and  standards  is  defined  as  an  unfair 
trading  practice.  If  they  are  infringed,  trade  and  investment  benefits  can  be  removed.  Why 
is  this  accord  weaker  than  what  is  already  defined  by  law? 

3)  The  consultation  and  dispute  resolution  procedures  on  labor  standards  are  so  long 
and  tortuous  as  to  discourage  complaints  and  petitions. 

The  accord  establishes  a  'trinational  Labor  Commission'  with  four  separate 
bureaucratic  layers:  1)  a  Ministerial  Council,  consisting  of  the  labor  ministers  of  each  nation, 
2)  an  International  Coordinating  Secretariat  (ICS),  which  assists  the  Council  and  carries  out 
"day-to-day*  activities,  3)  the  National  Administrative  Offices  (NAOs),  which  will  act  as  a 
point  of  contact  between  nations  and  provide  information  on  domestic  laws,  and  4)  Evaluation 
Committees  of  Experts  (ECEs),  which  will  be  convened  on  an  as-needed  basis  to  deliver 
technical  advise  and  analysis. 

The  NAOs  could  "receive*  and  'conduct  preliminary  reviews'  of  'public 
communications."  If  the  national  NAO  finds  that  there  is,  indeed,  a  problem,  then  there  would 
be  "consultations'  between  NAOs.  Then  the  ministers  would  'consult.'  Then  the  ministers 
could  ask  for  an  ECE  report.    Only  after  consultations  and  a  report  can  one  of  the  parties 
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request  further  action.  Then  two  of  the  three  ministers  must  vote  to  convene  and  arbitration 
panel.  Then  this  panel  must  meet  and  write  a  second  report.  If  the  second  panel  also  finds 
non-enforcement  of  labor  laws,  then  the  guilty  party  would  be  given  60  days  to  begin  an 
agreed-upon  plan  of  enforcement.  If  they  do  not,  then  up  to  1 20  days  after  the  second  panel 
meets,  it  will  be  reconvened  to  decide  on  a  plan,  and  perhaps  to  levy  a  fine  of  up  to  $20 
million. 

In  the  words  of  Mexico's  Commerce  Secretary,  Jaime  Serra  Puche,  "The  time  frame 
of  the  process  makes  it  very  improbable  that  the  stage  of  sanctions  could  be  reached.*   At 

each  step  in  the  process,  it  must  be  demonstrated  that  a  'persistent  pattern"  of  non- 
enforcement  exists.  What  constitutes  "persistent"  behavior?  Would  it  be  necessary  to  prove 
5,  25,  or  2,500  unpenalized  violations  of  basic  labor  standards  before  action  could  be  taken? 


And  finally,  laws  which  are  simply  inadequate  would  not  qualify  for  any  corrective 
action  at  all. 
4-1    The  only  enforceable  remedies  are  ineffective. 

The  offending  government  will  be  given  six  months  to  implement  the  enforcement  plan 
and  pay  any  fines.  If  it  refuses,  the  complaining  parties  have  very  few  options.  Those  that 
exist  are  asymmetrical  and  nonreciprocal. 

If  the  case  is  against  Mexico  or  the  United  States,  their  NAFTA  benefits  could  be 
suspended  through  the  imposition  of  penalty  duties,  quotas  or  investment  limits  based  on  the 
amount  of  the  fine.  If  the  case  is  against  Canada,  the  Labor  Commission  must  file  suit  in  the 
Federal  Court  of  Canada  to  recover  the  fine  or  have  the  action  plan  instituted. 

No  matter  how  fair  the  nation  of  Canada  and  Its  court  system  may  be,  it  is  difficult  to 
believe  that  the  cases  against  it  will  be  judged  with  the  same  impartiality  as  the  cases  it 
brings.  It  is  also  difficult  to  believe  that  persistent  labor  standards  violations  by  one  company, 
no  matter  how  egregious,  would  be  allowed  to  impede  cross-border  trade  with  the  offending 
nation. 

The  NAFTA  provisions  governing  intellectual  property,  such  as  patents,  copyrights  and 
trademarks,  stand  in  stark  contrast.  Not  only  is  fast  action  possible,  but  specific  corporate 
violators  can  be  targeted  by  having  contraband  goods  stopped  at  the  border.  Why  is  the  labor 
of  workers  given  lesser  protection  than  the  labor  of  inventors,  businessmen  and  invention 
owners? 
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Attachment  2 
NAFTA  --  What  American  Workers  Asked  For  and  What  They  Got 

In  February  1993,  the  AFL-CIO  called  on  the  Clinton  administration  to  renegotiate 
President  Bush's  flawed  North  American  Free  Trade  Agreement,  in  order  to  protect  labor 
rights  and  standards,  the  environment,  consumer  health  and  safety  and  American  jobs. 

How  does  the  final  NAFTA  package  (including  the  side  agreements  on  labor,  the 
environment  and  import  surges)  compare  with  what  American  workers  asked  for? 

WE  ASKED  FOR:  A  measure  whereby  infractlor)s  of  labor  rights  or  workplace  standards  can 
be  enforced  by  trade  actions.  Areas  to  be  addressed  include  the  right  to  organize  and  bargain 
collectively,  the  establishment  of  strong  workplace  heath  and  safety  standards,  appropriate 
minimum  wage  structures,  the  elimination  of  child  labor,  a  prohibition  on  forced  labor,  and 
guarantees  of  non-discrimination  in  employment. 

DID  WE  GET  IT?    NQ. 

The  NAFTA  side  accord  on  labor  Is  actually  weaker  than  existing  U.S.  trade  law. 
Remedies  can  only  be  sought  for  poor  enforcement  oi  labor  standards,  not  for  gross  violations 
of  worker  rights.  Freedom  of  association— the  bedrock  liberty  upon  which  unions  and  all 
other  civic  institutions  are  built— is  not  covered  by  the  side  accord.  Neither  are  citizens' 
rights  to  bargain  collectively,  to  withhold  labor  through  strikes,  to  be  free  from  workplace 
discrimination,  or  to  be  free  from  being  forced  to  provide  labor  (slavery  and  prison  labor).  The 
few  penalties  are  ineffective,  and  can  only  be  imposed  if  it  can  be  proven  that  there  is  a 
"persistent  pattern"  of  poor  enforcement  of  minimum  wage,  health  and  safety  or  child  labor 
laws.  In  addition,  the  procedures  to  impose  these  weak  sanctions  are  so  long  and  tortuous 
that  Mexico's  Commerce  Secretary  was  able  to  reassure  colleagues  that  it  was  "improbable" 
they  could  ever  be  enforced.  ^ 

WE  ASKED  FOR:  Provisions  to  address  the  existing  environmental  degradation  of  the  border 
area,  based  on  the  "polluter  pays'  principle,  as  well  as  provisions  to  permit  trade  actions  to 
address  violations  of  environmental  standards. 

DID  WE  GET  IT?   NQ 

Many  corporations  have  circumvented  U.S.  environmental  laws  by  moving  to 
Mexico  where  environmental  laws  are  not  enforced.  While  they  have  prospered,  they 
have  also  turned  much  of  the  border  area  into  what  Business  Week  calls  a  "2,000- 
mile  garbage  dump."  The  side  accord  on  the  environment  does  nothing  to  force  these 
companies  to  clean  up  the  environmental  mess  they  have  made.  Instead,  the  U.S. 
government  will  use  a  bond  issue,  backed  by  U.S.  taxpayers.  The  amount  of  money 
being  considered  is  inadequate.  There  are  loopholes  that  leave  U.S.  environmental 
laws  vulnerable  to  challenge.  And,  like  the  side  accord  on  labor,  the  environmental 
side  accord  has  an  enforcement  process  that  is  so  long  and  cumbersome  that  it  is 
doubtful  whether  any  polluters  will  ever  be  called  to  account. 

WE  ASKED  FOR:     Tougher  rules  of  origin,  so  that  any  benefits  derived  from  an 
agreement  will  accrue  to  workers  and  producers  located  in  the  three  countries. 

DID  WE  GET  IT?  MQ. 

The  AFL-CIO  believes  that  an  80%  rule  of  origin  would  be  an  appropriate  level 
to  assure  that  the  benefits  of  the  agreement  accrue  to  workers  and  companies  located 
in  the  three  signatory  nations.  The  final  level,  as  negotiated  by  the  Bush 
administration,  is  set  at  60%  of  the  transition  value  or  50%  of  the  'net  cost'  of  the 
product  being  traded.  Even  this  50%,  however,  can  include  administrative  costs  and 
a  variety  of  other  non-production-related  costs.  In  other  words,  a  product  could  have 
a  substantial  amount  of  parts  made  in  China  or  Japan  and  still  be  considered  'made 
in  Mexico'  for  the  purposes  of  this  agreement. 

WE  ASKED  FOR:    The  immediate  elimination  of  duty-drawback  programs. 
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DID  WE  GET  IT?    NQ. 

This  is  a  program  whereby  a  Korean  company  could  import  parts  into  Mexico 
or  Canada,  assemble  them  there,  export  the  final  product  to  the  U.S.,  and  then  have 
Mexican  or  Canadian  customs  duties  kicked-back  to  company  headquarters  in  Korea. 
Under  NAFTA,  this  practice  would  continue  until  the  year  20001 . 

WE  ASKED  FOR:   The  immediate  elimination  of  export  performance  requirements  and 
import-licensing  schemes. 

DID  WE  GET  IT?    NQ- 

In  effect,  Mexico's  export  performance  requirements  mandate  that  some 
multinationals  sell  their  Mexican-assembled  goods  on  the  American  market.  Under 
NAFTA,  this  program,  whereby  foreign-owned  companies  are  required  to  export  the 
same  amount  as  they  import,  would  not  be  phased  out  for  10  years.  By  requiring 
import  licenses,  Mexico  has  closed  its  markets  to  many  types  of  American-made 
goods.  Under  NAFTA,  Mexico  will  be  allowed  to  continue  protections  on  a  significant 
list  of  products  for  up  to  25  years. 

WE  ASKED  FOR:    The  requirement  that  all  internationally-traded  goods  are  marked 
with  their  country  of  origin. 

DID  WE  GET  IT?    MOSTLY.  YES. 

However,  there  are  significant  exemptions  for  transistors,  semiconductors, 
integrated  circuits  and  ceramic  bricks,  together  with  their  respective  containers.  This 
loop-hole  will  make  it  more  difficult  to  spot  third-country  circumventions  of  existing 
trade  treaties. 

WE  ASKED  FOR:    Safeguard  provisions  that  protect  U.S.  workers  against  import 
surges. 

DID  WE  GET  IT?   NQ. 

The  Clinton  administration's  side  accord  on  import  surges  is  only  an  agreement 
that  the  signatory  nations  will  "monitor"  and  "consult."  No  additional  safeguards 
were  ever  on  the  table.  Under  Bush's  NAFTA,  it  would  be  very  difficult  to  protect 
workers  from  an  unexpected  onslaught  of  imports.  As  written,  the  rules  make  any 
case  very  difficult  to  prove.  Even  if  more  than  one  industry  could  prove  its  case,  only 
one  remedy  is  allowed  during  the  transition  period.  Thereafter,  any  action  would 
require  the  consent  of  the  exporting  nation.  No  remedy  can  last  for  more  than  three 
years,  down  from  the  eight  years  currently  allowed.  And  the  only  possible  remedy 
is  a  "snap-back"  to  previous  tariff  levels.  Without  the  possibility  of  a  more  measured 
response,  it  is  improbable  that  any  action  would  ever  be  taken. 

WE  ASKED  FOR:    TTte  continuation  of  federal,  state  and  local  "Buy  American  "  laws 
and  regulations. 

DID  WE  GET  IT?   NQ- 

Under  NAFTA,  federal  government  purchases  over  a  certain  dollar  limit  will  be 
open  to  suppliers  from  other  NAFTA  countries,  and  signatories  are  obligated  to  seek 
to  extend  these  provisions  to  states  and  localities.  For  the  first  time  In  any  American 
trade  agreement,  the  procurement  of  services,  as  well  as  goods,  will  be  covered.  It 
is  unclear  what  this  change  will  mean  for  the  federal,  state  and  local  governments  in 
their  attempts  to  deliver  services  in  ways  that  most  benefit  the  community  of 
taxpayers. 

WE  ASKED  FOR:    The  enforcement  of  strict  sanitary  and  phyto-sanitary  standards 
with  no  restrictions  on  improvements  in  those  standards. 
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DID  WE  GET  IT?    NQ. 

As  written,  NAFTA  would  allow  strong  American  consumer-protection  laws  to 
be  challenged  as  barriers  to  trade.  This  section  of  the  agreement  (on  pesticides,  plant 
and  animal  pests,  and  diseases  that  threaten  food  safety)  promotes  the  equalization 
of  standards  among  the  parties  at  the  local,  state  and  national  levels.  Since  the  text 
recognizes  international  rules  that,  in  many  cases,  are  weaker  than  U.S.  law,  this  may 
mean  a  significant  harmonization  downward. 

WE  ASKED  FOR:  The  continuation  of  necessary  federal  and  state  regulations 
concerning  the  provision  of  financial  and  insurance  services. 

DID  WE  GET  IT?   NQ. 

In  fact,  NAFTA  may  open  a  pandora's  box  in  financial  services.  Given  the 
fragility  of  the  U.S.  financial  sector  and  the  catastrophic  costs  borne  by  taxpayers  as 
a  consequence  of  1 980s'  bank  and  savings-and-loan  deregulation  schemes,  we  do  not 
believe  that  Congress'  ability  to  regulate  financial  institutions  should  be  limited.  The 
NAFTA,  however,  attempts  to  "disciplinle]  government  measures  regulating  financial 
services."  It  is  also  unclear  how  Mexican  and  Canadian  financial  companies  will  be 
treated  under  U.S.  law,  and  whether  or  not  they  will  be  subject  to  the  same 
regulations  as  domestic  institutions. 

WE  ASKED  FOR:  Strict  limitations  on  the  'temporary  entry'  of  persons  to  provide 
services,  including  transportation  services,  and  the  prohibition  of  entry  to  affect  a 
labor  dispute.  Any  temporary  entrant  must,  at  a  minimum,  be  paid  and  work  under 
conditions  prevailing  in  the  host  country. 

DID  WE  GET  IT?   NQ- 

In  fact,  the  NAFTA  greatly  expands  temporary  entry  and  weakens  current  U.S. 
immigration  laws.  Under  current  procedures,  employers  must  show  that  they  cannot 
find  domestic  workers  before  hiring  outside  of  the  country.  Under  NAFTA  there  is  no 
such  limitation.  NAFTA  would  also  allow  for  grossly  unfair  competition.  Mexican 
truck  drivers,  for  instance,  could  work  virtually  full-time  in  the  U.S.,  while  being  paid 
Mexican  wages  and  operating  under  Mexican  safety  standards. 

WE  ASKED  FOR:  A  prohibition  on  transferring  work  or  workers  across  borders  in  the 
event  of  a  labor  dispute,  and  a  prohibition  on  trade  while  a  labor  dispute  is  in 
progress. 

DID  WE  GET  IT?   NQ. 

None  of  these  issues  is  addressed  in  the  NAFTA  or  in  any  of  the  side  accords. 
There  is  certainly  nothing  that  would  prevent  the  work  of  strikers  from  being 
contracted-out  across  borders,  and  there  is  nothing  to  prevent  employers  from 
importing  strikebreakers.  The  latter  has  already  been  done  with  strikebreaking  nurses 
from  Canada,  now  Mexico  will  also  be  a  hiring  ground  for  scabs. 

WE  ASKED  FOR:  The  ability  of  government  to  adopt  standards  and  related  measures 
to  protect  public  safety  or  the  environment. 

DID  WE  GET  IT?  NOT  REALLY. 

New  standards  can  be  adopted,  however,  as  detailed  above,  U.S. 
environmental  and  food-safety  will  be  subject  to  challenge  as  unfair  barriers  to  trade. 
U.S.  highway-safety  laws  will  be  almost  impossible  to  enforce. 

WE  ASKED  FOR:  Reciprocity  in  the  treatment  of  foreign  investment. 

DID  WE  GET  IT?  NQ- 
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Chairman  Gibbons.  Mr.  Coyne,  do  you  have  any  questions  or 

Mr.  Coyne.  Yes.  Thank  you,  Mr.  Chairman. 

You  cited  in  your  testimony  the  labor  conditions,  the  working 
conditions  in  Mexico  and  the  poor  environmental  conditions  that 
exist  for  the  people  of  Mexico.  We  have  had  people  come  before  the 
committee  and  tell  us  that  that  is  exactly  why  we  ought  to  pass 
NAFTA,  to  improve  those  conditions.  I  just  wonder  what  your  re- 
sponse to  that  testimony  might  be. 

Mr.  Donahue.  Well,  if  I  believe  that  NAFTA  would  do  that,  I 
would  support  that  view,  but  I  don't  know  what  the  evidence  is, 
Mr.  Coyne,  for  the  proposition  that  NAFTA  will  improve  the  condi- 
tions of  Mexican  workers. 

The  evidence  which  is  before  us  is  25  years  of  United  States  in- 
vestment in  maquilas  with  £in  average  wage  rate  of  $1.64  or  70 
cents  below  the  Mexican  manufacturing  average.  That  is  the  evi- 
dence of  United  States  performance  in  Mexico.  That  is  the  evidence 
provided  indeed  by  those  who  may  have  come  before  you  to  say 
that  they  want  this  so  they  can  an  improve  conditions  for  Mexican 
workers. 

They  are  paying  them  70  cents  less  an  hour  than  the  average 
wage  in  Mexican  manufacturing.  So  I  just  don't  see — I  mean,  I 
have  to  look  at  their  promises  against  their  performance. 

Mr.  Coyne.  Another  point  in  your  testimony  was  that  you  are 
not  opposed  to  an  agreement  if  the  agreement  can  be  worked  out 
in  a  way  that  benefits  both  nations  and  that  you  would  be  for  a 
negotiated  trade  agreement  at  some  point. 

If  NAFTA  is  defeated,  how  would  you  see  that  playing  itself  out 
as  another  agreement  coming  to  the  Congress? 

Mr.  Donahue.  Well,  I  think  that  Congressman  Gephardt  ad- 
dressed that  issue  the  other  day  in  his  remarks.  I  thank  appro- 
priately. He  said  that  what  we  ought  to  do  is  be  looking  at  a  hemi- 
spheric framework  for  trade,  perhaps  not  just  three  nations,  but 
the  rest  of  Latin  America. 

I  submit  to  you  that  one  of  the  problems  with  NAFTA  is  that, 
to  a  certain  extent,  we  are  going  to  make  Mexico  our  broker  to  the 
rest  of  Latin  America  and  we  are  setting  a  pattern  which  will  be 
carried  out  just  kind  of  willy-nilly  country  by  country. 

We  really  haven't  addressed  in  a  systematic  fashion  the  question 
of  hemispheric  trading  bloc  if  we  conclude  that  a  hemispheric  trad- 
ing bloc  is  the  way  we  should  go. 

So  I  believe  that  what  we  ought  to  do  is  turn  down  this  agree- 
ment. I  believe  we  ought  to  then  go  back  to  discussions  in  a  larger 
framework  on  a  hemispheric  agreement.  If  it  is  deemed  to  be  advis- 
able only  to  go  to  the  three  nations,  then  it  ought  to  be  an  agree- 
ment which  advantages  each  nation  and  doesn't  disadvantage  one 
against  the  others. 

It  ought  not  to  be  an  agreement.  As  this  one  is,  which  provides 
aid  to  Mexico  by  giving  them  our  jobs.  We  didn't  give  them  devel- 
opmental funds  as  the  EC  did  to  poorer  nations.  We  have  a  written 
agreement  in  a  fashion  to  encourage  United  States  investment,  the 
creation  of  employment  in  Mexico  by  United  States  companies. 

I  don't  think  we  ought  to  do  that.  I  don't  think  that  is  in  our  in- 
terest. I  believe  there  is  a  finite  amount  of  money  available  for  in- 
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vestment  in  the  world  and  it  is  either  going  to  be  put  here  or  some- 
where else. 

Mr.  Coyne.  Thank  you. 

Chairman  Gibbons.  Mr.  Payne. 

Mr.  Payne.  Thank  you,  Mr.  Chairman,  and  thank  you  very 
much,  Mr.  Donahue,  for  your  very  comprehensive  and  excellent  tes- 
timony. 

Inherent  in  the  testimony  is  the  assumption  that  if  this  NAFTA 
agreement  fails,  we  will  be  able  to  come  up  with  a  better  agree- 
ment. Yet,  the  Trade  Representative  has  said  he  fears  that  if  this 
fails,  that  we  would  be  unable  to  come  up  with  a  better  agreement 
with  Mexico. 

How  would  you  respond  to  this  statement  by  the  person  whose 
responsibility  it  is  to  negotiate  this  agreement? 

Mr.  Donahue.  Well,  that  is  what  makes  horse  race  betting,  I 
guess,  you  know,  people  disagree  on  what  the  future  may  be  about. 
The  U.S.  Trade  Representative  obviously  wants  to  defend  this 
agreement  and  therefore  it  is  propitious  to  say  that  you  can't  do 
better  than  this. 

I  just  don't  think  agreements  of  any  kind  ought  to  be  sold  on  that 
basis.  They  ought  to  stand  on  their  own  two  feet.  Is  this  a  good 
agreement  or  bad  agreement,  does  this  advance  the  interests  of 
i^erica  or  not,  not  what  is  going  to  happen  hereafter,  what  are 
the  consequences  of  tearing  it  down. 

If  you  operate  on  that  basis,  then  you  have  to — then  I  submit  you 
will  have  to  approve  a  lot  of  things,  a  lot  of  laws  which  come  before 
you,  a  lot  of  agreements  that  are  negotiated,  and  I  don't  think  it 
is  the  function  of  the  Congress  to  take  what  is  given  to  you  and 
say,  oh,  it  must  be  good,  the  Government  did  it,  so  I  just  disagree 
with  Mickey  entirely. 

Mr.  Payne.  It  seems,  though  it  is  appropriate  for  us  to  give  some 
thought  as  to  what  happens  if  this  agreement  does  fail.  Just  as  you 
made  some  assumptions  about  what  we  do  next,  we  need  each  to 
come  to  those  conclusions,  and  so  it  seems  to  me,  this  is  an  appro- 
priate thing  for  us  to  look  at  as  we  try  to  analyze  this  agreement 
or  any  other  trade  agreement. 

Mr.  Donahue.  One  of  the  things  which  plays  into  that,  Mr. 
Payne,  is  what  is  going  to  happen  with  the  GATT  negotiations  be- 
tween now  and  December,  and  I  don't  know  the  answer  to  that 
question. 

It  may  well  be  that  a  GATT  negotiation  unsuccessfully  concluded 
or  not  concluded  successfully,  makes  all  trade  negotiations  more 
difficult  in  the  future.  It  may  well  be  that  a  GATT  agreement  suc- 
cessfully concluded  makes  a  Mexican  agreement  less  necessary. 

What  is  on  the  table  in  GATT  as  you  well  know  are  tariff  cuts 
of  about  30  percent  or  so  across  the  board.  That  is  a  substantial 
cut  in  terms  of  the  current  Mexican  tariffs  and  would  change  the 
dynamics  of  the  trade  agreement. 

I  think  that  the  question  of  what  happens  in  GATT  is  also  a 
question  of  what  the  Mexican  positions  are.  Up  to  now  in  the 
GATT,  quiet  as  it  has  been  kept,  Mexico  and  India  in  the — cer- 
tainly for  the  first  several  years  of  the  GATT  negotiations  have 
been  two  of  the  more  difficult  negotiating  partners  and  two  of  those 
most  insisting  on  advantage  for  their  nations. 
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I  think  you  have  to  look  at  the  trade  negotiations  in  that  larger 
context  if  you  want  to  think  through  what  would  happen  if  this 
agreement  goes  down. 

Mr.  Payne.  Well,  thinking  in  that  larger  global  context,  do  you 
think  that  the  failure  of  a  NAFTA  agreement  will  make  it  more  dif- 
ficult for  us  to  have  a  successful  conclusion  of  the  Uruguay  round 
oftheGATT? 

Mr.  Donahue.  I  am  sorry.  Do  I  think 

Mr.  Payne.  The  failure  of  the  NAFTA  and  the  signal  that  it 
might  send  to  other  nations  would  have  a  detrimental  effect  on  our 
ability  to  conclude  the  GATT  round. 

Mr.  Donahue.  I  don't  think  so,  since  what  I  read  in  the  paper 
is  that  the  Ambassador — U.S.  Special  Trade  Representative,  Am- 
bassador Kantor,  believes  that  they  can  conclude  the  negotiating  by 
December  14. 

My  understanding  is  that  the  Congress  is  going  to  deal  with  this 
NAFTA  sometime  in  early  December.  I  think  the  timing  is  going 
to  be  too  close  for  it  to  affect  one  way  or  the  other. 

Now,  maybe  if  people  read  the  tea  leaves  in  October  or  November 
and  say  that  this  agreement  is  not  going  to  be  adopted  or  ratified, 
maybe  that  will  affect  the  GATT  negotiations.  I  just  don't  know.  I 
just  don't  know. 

Mr.  Payne.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Nancy. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

I  regret,  Mr.  Donahue,  that  I  wasn't  able  to  be  here  for  your  tes- 
timony, but  to  follow  onto  the  preceding  question,  if  NAFTA  is  de- 
feated and  that  defeats  GATT,  what  will  be  the  consequences  for 
your  constituents? 

Mr.  Donahue.  I  am  sorry.  Could  I  ask  you  just — I  didn't  hear  the 
first  part  of  the  question. 

Mrs.  Johnson.  If  NAFTA  is  defeated 

Mr.  Donahue.  Yes. 

Mrs.  Johnson  [continuing].  And  that  in  fact  defeats  GATT,  as  I 
believe  it  will,  what  will  be  the  consequences?  The  reason  that  I 
believe  it  will  defeat  GATT,  and  let's  get  this  absolutely  clear  in 
the  record,  the  only  way  there  will  be  a  GATT  agreement  is  if  in 
the  11th  hour — the  negotiators  make  on  behalf  of  their  countries 
very  tough  decisions  that  are  going  to  hurt  some  of  their  people, 
including  America,  and  nobody  is  going  to  make  that  kind  of  deci- 
sion and  let  it  go  public  around  their  nation. 

The  French  aren't.  The  Cxermans — I  mean,  there  isn't  anyone. 
The  Japanese  certainly  aren't.  Americans  certainly  aren't.  You  are 
not  going  to  get  the  llth-hour  agreement  that  this  6-year  negotia- 
tion requires.  We  already  see  that.  We  are  deadlocked.  We  are 
deadlocked  because  people  are  going  to  be  deeply  affected  in  each 
country  by  what  is  required  to  consummate  this  agreement,  and 
yet  in  my  district  we  have  lost  more  jobs  to  the  pirating  of  Amer- 
ican inventions  than  to  any  other  source.  Protection  of  intellectual 
property  rights  is  important  because  America  loses  at  least  $60  bil- 
lion every  year  because  our  products  are  copycatted. 

The  very  countries  that  are  the  best  at  copycatting  are  also  the 
ones  that  are  not  in  GATT.  If  we  want  China  not  to  copycat,  and 
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there  are  growing — I  mean  think  of  the  potential  of  China,  not  only 
as  a  consuming  but  as  a  producing  nation,  and  if  we  don't  get  them 
under  intellectual  property  rights,  where  we  depend  for  our  bread 
and  butter  on  invention,  I  mean  that  is  the  only  thing  that  keeps 
us  No.  1,  the  consequences  in  my  mind  will  be  big. 

Anyway,  I  think  that  there  will  be  no  GATT  if  we  let  NAFTA  go 
down  because  nobody  is  going  to  make  the  llth-hour  sacrifice  that 
you  need  to  make  to  get  this  round  consummated  because  they  will 
have  no  reason  to  believe  that  the  hardship  that  will  be  created 
won't  result  in  America  rejecting  the  agreement. 

Now,  you  are  an  old  bargainer.  You  know  well  that  in  labor  nego- 
tiations, at  the  last  minute,  you  have  to  do  things  that  your  work 
force  isn't  going  to  like  and  management  has  to  give  up  things  that 
they  thought  they  would  never  in  their  right  mind  give  up,  and 
that  is  the  way  you  finally  get  parties  to  say  we  are  going  to  go 
forward. 

Now,  if  this  is  defeated  beforehand,  there  is  no  way  in  my  mind, 
and  as  a  negotiator,  I  can  tell  you,  I  wouldn't  make  an  agreement 
that  one-fifth  of  my  population — and  remember,  France  has  not  un- 
dergone what  America  has  undergone. 

America  has  already  undergone  the  demise  of  its  small  agricul- 
tural industries,  and  with  that  the  demise  of  small  farm  town  life. 
In  France,  that  life  is  still  vital.  It  is  a  way  of  life — same  as  in 
Japan. 

So  change  on  the  big  issues  at  the  end  are  going  to  have  pro- 
found consequences  for  these  societies,  and  yet  if  they  don't  go  for- 
ward, that  has  profound  consequences  for  them  and  that  is  why 
they  are  willing  to  risk  that  change  in  village  life,  because  they 
know  if  it  doesn't  come  through  GATT,  it  will  come  through  some- 
thing else. 

For  us,  and  for  me  and  my  district,  I  can  tell  you,  we  will  not 
survive  not  getting  intellectual  property  rights  protections  across 
the  world  trading  community.  So  I  don't  see  how,  after  America  has 
gone  through  the  11th  hour  with  the  Mexicans,  made  some  tough 
deals,  and  yes,  there  are  some  tough  deals  in  here  for  American 
workers  and  American  industry,  but  we  have  never  had  such  good 
transition,  we  have  never  had  such  good  snap  back,  good  rules  of 
origin,  such  good  tracing,  we  have  never  had  the  components  issue 
addressed,  as  a  bearings  person,  I  can  tell  you. 

It  is  far  better  for  Ainerican  basic  manufacturing  than  any  trade 
deal  we  ever  had.  I  don't  see  how  those  GATT  nations  are  going 
to  get  to  the  table  at  the  11th  hour  and  crack  heads  and  it  is  the 
only  way  you  are  going  to  get  GATT. 

Now,  if  we  tube  NAFTA,  tube  GATT,  how  many  of  your  workers 
will  suffer?  I  watched  Stanley  practically  go  under  because  the  Tai- 
wanese put  out  tape  rules  that  were  the  same  black  and  yellow 
label  but  stamped  s-t-a-n-1-y  instead — I  mean,  bad  stuff. 

Now,  if  we  can't  stop  the  Chinese  and  the  rest  of  the  world  from 
using  our  research  and  development,  we  cannot  stop  them  because 
we  don't  have  the  system  to  do  it.  They  are  using  our  retail  system. 
If  we  don't  get  GATT,  the  future  of  basic  manufacturing  in  Amer- 
ica, in  my  mind,  is  in  jeopardy  like  it  has  not  been  since  the  early 
1970's  but  on  a  far  larger  scaJe  from  far  more  countries  than  Tai- 
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wan  and  Japan  and  far  more  powerful  countries  and  bigger  coun- 
tries. 

So  I  don't  see  how,  if  we  tube  NAFTA,  we  are  going  to  get  GATT, 
and  I  don't  see  how  if  we  don't  get  GATT,  we  survive.  So  I  would 
like  you  to  spell  out  for  me  why  you  think  we  can  survive  GATT, 
the  loss  of  GATT,  and  particularly  how  your  workers  are  going  to 
benefit  from  not  having  a  GATT  agreement. 

Mr.  Donahue.  The — I  believe,  Mrs.  Johnson,  that  in  the  final 
analysis,  there  will  be  a  GATT  agreement,  that  it  will  be  a  very 
small  one,  it  will  be  reached  at  the  level  of  the  current  lowest  com- 
mon denominator,  and  everybody  will  call  it  an  enormous  victory. 

Ms.  Hills  used  to  say,  no  agreement  is  better  than  a  bad  agree- 
ment. That  was  our  battle  cry  for  all  of  her  years  as  USTR.  No 
agreement  is  better  than  a  bad  agreement. 

Well,  the  truth  is,  nobody  signs  a  bad  agreement.  If  you  sign  it, 
you  proclaim  it  as  a  good  agreement.  By  signing  it,  you  say  I  be- 
lieve this  is  a  good  agreement  and  you  then  therefore  claim  tri- 
umph. 

So  I  believe  there  will  be  a  GATT  agreement.  It  will  be  at  low 
level,  and  we  will  kind  of  muddle  through.  The  GATT  structure, 
which  has  existed  all  of  these  years,  will  remain  in  place. 

What  we  are  doing  in  the  round  is  improving  the  structure,  so 
while  it  may  be  deficient,  it  will  remain  in  place  as  a  trading  dis- 
cipline. 

With  respect  to  the  intellectual  property  issues,  I  submit  to  you 
that  a  creation  of  a  new  organization  in  that  field  may  not  be  the 
only  way  to  do  with  that  problem.  There  is  a  current  world  organi- 
zation on  intellectual  property,  as  you  well  know,  inadequate  for 
the  current  chores. 

It  is  possible  for  people  to  conduct  negotiations  on  that  single 
issue,  to  try  to  find  accommodation.  It  is  possible,  in  the  absence 
of  revisions  of  the  GATT,  for  us  to  take  trade  actions  against  people 
who  violate  intellectual  property  concepts  or  standards. 

It  is  possible  for  our  Nation,  for  our  corporations  to  sue  and  to 
recover  under  our  current  laws,  and  so  there  are  other  ways  of 
dealing  with  the  intellectual  property  thing.  I  don't  think  intellec- 
tual property  by  itself  should  drive  the  GATT  agreement  or  the 
GATT  closure,  nor — anymore  than  I  think  that  an  agreement  on 
agriculture  should  drive  that  agreement. 

I  think  the  current  view  is  that  if  we  can  only  get  the  French 
to  be  less  obstinate  on  agriculture  issues,  everything  is  taken  care 
of  with  GATT,  all  things  are  done.  Well,  that  is  simply  not  true. 
The  current  GATT  is  not  a  good  agreement  as  where  it  stands  now 
at  least.  It  has  major  deficiencies. 

We  have  offered — the  Labor  Advisory  Committee  on  Trade  has 
offered  pages  of  criticism  of  the  current  posture  of  those  GATT  ne- 
gotiating parties.  There  are  lots  of  issues  to  be  addressed  there.  I 
think  we  should  be  very  careful  in  the  GATT  and  not  have  a  bad 
agreement. 

Mrs.  Johnson.  Thank  you,  Mr.  Donahue,  I  absolutely  agree  with 
you  that  no  agreement  is  better  than  a  bad  agreement.  I  also  be- 
lieve that  there  are  very  high  stakes  for  America  in  the  GATT  ne- 
gotiations and  in  getting  a  GATT  agreement,  but  I  would  point  out 
one  thing,  that  if  we  get  minimal  GATT  agreement  dependent  then 
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on  bilateral  agreements  and  a  bilateral  enforcement  mechanism, 
then  the  world  will  move  more  rapidly  than  it  is  currently  moving 
toward  trading  blocs  and,  in  fact,  the  Japanese  are  working  very 
hard  to  organize  the  Asian  market  around  them. 

They  are  better  positioned  to  do  so.  They  are  culturally  more  ca- 
pable of  doing  so,  and  we  are  having  a  hard  time  keeping  up  with 
them,  although  we  are  doing  a  pretty  good  job  hanging  in  there. 
The  European  market,  the  Germans  are  doing  a  far  better  job  of 
penetrating  Eastern  European,  the  former  Republics  of  the  Soviet 
Union,  and  we  again  will  not  be  positioned  to  do  as  good  a  job 
there  languagewise,  and  for  a  lot  of  other  reasons.  Yet,  we  will  be 
there,  but  not  in  large  measure. 

South  America  represents  the  richest  underdeveloped  market  in 
the  world.  In  other  words,  it  is  the  market  that  is  not  yet  heavily 
into  consumer  buying,  and  yet  the  richest  and  most  able  and  ready 
to  do  so.  That  has  two  implications  for  us. 

First  of  all,  they  are  the  ones  we  are  most  able  to  do  business 
with.  We  have  the  language  capability.  We  are  blessed  with  an  ex- 
traordinary number  of  bilingual  Americans  spread  all  over  the 
country  who  speak  Spanish,  so  we  have  a  trading  potential  with 
our  southern  hemisphere  that  no  other  of  the  bloc  areas  has. 

Furthermore,  it  is  the  biggest  buyer  in  the  near  future.  Eighty 
cents  of  every  Mexican  dollar  that  is  spent  on  imports  is  spent  on 
American  imports  because  it  is  not  only  a  buyer,  but  it  likes  Amer- 
ican products,  and  this  has  a  very  important  implication  for  the 
manufacturers  in  my  district. 

Americans  are  picky  consumers.  We  like  to  buy  the  most  recent. 
They  change  the  color  of  suits  and  we  buy  new  suits.  They  change 
the  color  of  decor  and  we  refurbish  our  drapes.  We  are  picky  buy- 
ers. In  the  manufacturing  area  we  want  state-of-the-art  stuff. 

The  rest  of  the  world  isn't  so  picky  and  one  of  the  things  recently 
that  has  come  to  my  attention  from  my  smaller  companies  is  that 
the  southern  market  will  allow  a  much  longer  product  life  to  many 
American  goods. 

In  other  words,  toasters  that  have  been  sold  in  America  for  gen- 
erations are  the  toasters  that  are  bought  in  many  of  these  coun- 
tries, and  so  it  extends  the  useful  life.  When  we  have  to  put  so 
much  R&D  money  into  new  products  because  their  dominance  of 
the  market  is  now  months,  or  maybe  IV2  years  and  not  5  and  10 
years,  so  the  amount,  the  percentage  of  money  we  have  to  pour  into 
R&D  to  keep  at  the  front  of  that  product  development  curve  is 
enormous. 

If  we  can  have  a  way  of  extending  that  product  life  profitability, 
it  is  very,  very  useful  to  our  workers  and  our  companies  and  that 
is  what  the  southern  market  will  represent  for  us. 

So  I  say  to  you,  if  we  get  minimal  GATT  agreement  and  we  be- 
come dependent,  as  we  very  well  may,  on  bilateral  arrangements, 
then  the  world  will  move  more  toward  trading  blocs  and  our  natu- 
ral bloc  is  our  own  hemisphere. 

If  we  defeat  NAFTA,  that  natural  bloc  will  disappear  because  the 
Mexicans  need  investment  and  they  will  invite  in  the  Japanese  and 
the  Taiwanese  on  the  terms  of  this  agreement.  Japan  would  sign 
this  agreement  tomorrow.  They  would  jump  at  the  chance.  They 
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are  banging  at  the  door,  they  are  begging  President  Salinas  to  be 
in  on  equal  terms. 

So  I  think  that  if  we  defeat  NAFTA,  we  defeat  GATT.  If  we  don't 
have  a  GATT,  we  will  need  the  southern  market  more  than  we 
need  the  southern  market  today,  and  NAFTA's  defeat  will  break  us 
off  from  that  southern  market. 

Make  no  mistake  about  it,  make  absolutely  no  mistake  about  it, 
this  will  be  read  by  our  Spanish-speaking  neighbors  as  racist,  and 
as  discriminatory,  and  as  deplorable  in  the  long  history  of  Amer- 
ican disregard  for  the  fundamental  interests  and  disrespect  for  the 
fundamental  humaneness  and  dignity  of  our  southern  neighbors. 
That  will  carry  heavy  weight,  not  just  with  Mexico,  but  with  the 
nations  of  South  America. 

So  I  appreciate  the  chairman's  indulgence  at  this  point  and  I 
won't  do  this  with  other  speakers.  But  I  am  very  concerned  that 
when  our  auto  manufacturers  say  that  they  sell  only  1,000  cars  in 
the  Mexican  market  because  the  tariffs  are  so  high,  and  when 
those  tariffs  are  down,  they  could  sell  60,000,  I  mean,  5  years  ago, 
for  same  of  the  bearings  workers  in  my  district  that  increase  would 
have  saved  the  plant  that  is  probably  going  to  go  under  that  makes 
those  kinds  of  auto  parts. 

So  I  worry  that  you  are  willing  to  run  the  enormous  risk  of  fail- 
ure and  that  you  are  not  willing  to  take  the  much  more  modest 
risk  of  making  NAFTA  a  real  success,  and  I  am  particularly  con- 
cerned that  you  apparently  aren't  concerned  with  the  trading  blocs 
that  are  developing  and  the  weakness  that  defeating  NAFTA  would 
give  us  in  expanding  trade  in  our  own  hemisphere. 

Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  I  think  the  gentlelad/s  time  has  expired. 
Mr.  Donahue,  would  you  care  to  respond? 

Mr.  Donahue.  Yes,  I  would  only  note  I  am  sorry,  Mrs.  Johnson, 
you  are  disappointed  in  our  views  on  NAFTA  and  I  am  dis- 
appointed too. 

I  am  disappointed  that  we  have  to  oppose  a — ^this  agreement  be- 
cause it  is  a  bad  agreement.  We  are  not  talking  about  a  good  agree- 
ment. I  submit  we  are  talking  about  a  bad  agreement,  bad  for 
America,  and  that  is  why  we  will  oppose  it. 

We  will  not  oppose  it  for  any  reasons  having  to  do  with  racism, 
for  any  reasons  having  to  do  with  anything  but  the  merits  of  the 
agreement,  and  I  am — with  all  due  respect,  I  think  the — ^that  argu- 
ment is  one  that  none  of  us  should  deal  in. 

That  can't  be  the  basis  upon  which  we  decide  the  future  job  op- 
portunities and  work  opportunities  for  American  workers.  I  think 
the  jury  is  still  out  on  the  question  of  trading  blocs,  and  I  wish  that 
this  committee  and  other  committees  of  the  Congress  were  debat- 
ing that  subject. 

Should  we  be  creating  blocs?  I  have  no  idea.  I  am  not  closed  one 
way  or  the  other  on  that.  But  apparently  we  have  concluded  we 
should,  and  we  will  create  our  trading  bloc.  We  are  doing  that,  I 
said,  to  the  disadvantage  of  the  rest  of  Latin  America,  to  the  mar- 
ket that  you  want  to  open  up  because  we  have  said  to  them,  while 
we  have  this  enterprise  for  the  Americas  thing  and  it  is  a  frame- 
work for  trade  and  we  will  talk  about  it,  but  the  last  administra- 
tion had  a  primary  interest  in  improving  the  political  advantage  of 
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the  party  in  Mexico,  and  therefore  we  went  ahead  and  negotiated 
a  NAFTA  with  Mexico,  instead  of  considering  the  impHcations  for 
the  rest  of  the  hemisphere. 

I  wish  we  had  considered  that.  What  is  happening  in  the  hemi- 
sphere, as  you  well  know,  is  we  are  creating — ^those  nations  are 
creating  other  blocs,  whether  it  is  the  southern  tier  or  the  Andean 
nations  or  anybody  else. 

Mexico  is  busy  negotiating  free-trade  agreements  with  other 
countries  there  and  giving  them  access  to  the  Mexican  market. 
This  agreement  does  nothing  at  all  to  deal  with  the  question  of  ex- 
ternal tariffs.  First  thing  the  EC  dealt  with  was,  how  do  you  deal 
with  the  issue  of  external  tariffs  so  no  one  of  us  cheats  the  other? 

We  didn't  deal  with  that  issue  at  all.  So  Mexico  can  offer  any 
kind  of  advantage  to  Japan  for  shipping  in  up  to — almost  to  50  per- 
cent, 40  odd  percent  of  the  components  of  any  manufactured  prod- 
uct and  still  meet  the  content  requirements  of  this  agreement. 

The  Japanese  will  be  suppljdng  that  Mexican  assembly  market 
and  the  products  will  then  be  flowing  into  the  United  States.  They 
are  doing  it  now. 

Mrs.  Johnson.  Mr,  Donahue,  I  believe  that  you  are  leaving  a 
misimpression  regarding  the  component  requirements.  Even  if  the 
Japanese  ship  components  into  Mexico,  the  percentage  of  Japanese 
components  in  a  Mexican  product  in  combination  with  other  foreign 
components  added  in  America  or  Canada  cannot  exceed  38  percent. 

So  because  of  the  62-percent  domestic  content,  even  if  the  Japa- 
nese shipped  parts  in,  the  total  of  Japanese  parts  added  in  Mexico, 
America,  or  Canada  and  other  foreign  content  cannot  exceed  38 
percent.  It  is  the  highest  standard  we  have  had. 

It  is  backed  by  tough  rules  of  origin  and  tough  tracing  require- 
ments, and  so  I  want  this  hearing  to  clarify  that,  in  fact,  NAFTA 
is  the  only  way  we  prevent  Mexico  from  becoming  a  large  export 
platform  for  our  global  competitors. 

Chairman  Gibbons.  Nancy,  I  got  in  a  discussion  with  staff  back 
here  and  I  had  kind  of  terminated  your  time.  I  regretted  to. 

Mrs.  Johnson.  Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  But  let's  go  to  some  of  the  other  Members 
now.  Mr.  Matsui. 

Mr.  Matsui.  Thank  you,  Mr.  Chairman. 

Chairman  GIBBONS.  Let  me  ask  you  all.  Really  I  have  got  an  ap- 
pointment with  the  President  this  afternoon  and  I  don't  want  to 
stand  him  up,  so  if  we  could  get  on  with  this,  I  would  appreciate 
it. 

Mr.  Matsui.  I  am  going  to  have  to  review  my  notes,  Mr.  Chair- 
man. I  can't  remember  exactly  what  I  was  going  to  ask  Mr. 
Donahue. 

Mr.  Donahue.  You  will  think  of  something,  Mr.  Matsui,  I  am 
sure. 

Mr.  Matsui.  Mr.  Donahue,  one  thing  that  I  want  to  clarify,  and 
perhaps  you  can  respond  to  this,  is  the  notion  of  the  common  mar- 
ket you  mentioned.  I  know  Mr.  Gephardt  and  others  have  men- 
tioned Spain  and  Portugal  and  the  fact  that  the  EC  did  quite  a  bit 
with  Spain  and  Portugal  before  they  actually  entered  the  common 
market. 
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My  understanding  is  that  a  common  market  ultimately  it  will 
lead  to  political  integration.  They  are  talking  about  using  a  com- 
mon currency.  They  are  talking  about  the  possibility  of  a  common 
passport  so  workers  can  go  back  and  forth  without  going  to  any  au- 
thorities of  the  entering  government. 

They  are  talking,  ultimately,  about  political  integration.  In  fact, 
that  is  what  the  Thatcher  government  was  really  arguing  about  in 
the  early  to  mid-1980's.  What  we  are  talking  about  with  the 
NAFTA  is  basically  a  reduction  in  tariffs  on  both  sides  of  the  bor- 
der, and  a  greater  opening  up  of  the  Mexican  market  for  United 
States  services  like  banking,  financial  institutions,  and  insurance 
and  these  kinds  of  things.  What  I  find  really  hard  to  understand 
is  how  we  can  say  that  this  is  comparable  to  a  common  market  and 
how  our  responsibility  to  Mexico  is  similar  to  the  Europeans  for 
Spain  and  Portugal.  It  is  somewhat  misleading. 

We  are  not  asking  for  political  integration  with  the  Mexicans. 
Nobody  is  supporting  that.  We  are  not  talking  about  merging  the 
peso  with  the  dollar.  We  are  not  talking  about  allowing  the  free- 
flow of  Mexican  or  United  States  citizens  back  and  forth  across  the 
border. 

Now,  those  are  major,  major  policy  decisions  and  I  can  under- 
stand why  in  Europe  they  wanted  to  make  sure  that  there  was 
some  coexistence  going  on,  therefor  funds  and  other  things  pre- 
ceded the  integration. 

Perhaps  you  can  respond  to  that  because  I  just  don't  see  the  com- 
parison. Now,  I  have  heard  some  suggest  that  we  should  enter  into 
a  common  market  with  Mexico  and  Canada,  but  I  don't  honestly 
think  that  this  is  something  that  this  country  is  ready  for. 

Mr.  Donahue.  I  share  with  Congressman  Gephardt  the  view 
that  this  country  is  not  ready  for  NAFTA,  so  I  certainly  would  join 
you  that  we  are  not  ready  for  total  economic  and  political  integra- 
tion. 

We  have  cited  the  EC  example  continuously  to  say,  this  is  what 
you  do,  this  is  what  sensible  people  have  done,  they  integrate 
economies  by  wiping  out  tariff  barriers. 

You  erect  certain  protections  then  for  the  players  in  that  new 
game  that  you  have  created.  Here  we  have  the  worst  of  both 
worlds.  We  have  said,  we  are  not  going  to  deal  with  the  questions 
of  currency  valuations,  we  are  not  going  to  deal  with  external  tar- 
iffs, we  are  just  going  to  talk  about  the  reduction  of  tariffs,  in  your 
words,  and  opening  up  the  Mexican  market  for  United  States  fi- 
nancial services. 

If  all  we  were  talking  about  was  the  reduction  of  tariffs,  if  that 
had  been  President  Bush's  intention  or  President  Salinas'  inten- 
tion, they  could  have  negotiated  that  without  a  NAFTA.  They  don't 
need  a  NAFTA  to  reduce  tariffs.  The  President,  as  you  well  know, 
has  the  authority  to  negotiate. 

Mr.  Matsui.  That  is  exactly  what  they  wanted  to  do  but  the  Ca- 
nadians wanted  to  come  in  and  it  basically  is  a  reduction  of  tariffs. 
It  opens  up  over  a  15-year  period  trade  on  two  sides  of  the  borders 
without  any  tariff's.  That  is  exactly  what  this  agreement  is  all 
about. 

It's  a  little  like  the  Caribbean  bases  and  the  Israeli-United 
States  Free-Trade  Agreement.  That  is  what  we  are  really  talking 
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about  here  and  we  put  the  side  agreements  in  because  labor  and 
the  environmentalists,  and  I  think  many  of  us  in  the  Congress, 
wanted  to  see  additional  protections,  but  this  is  really  a  trade 
agreement. 

Mr.  Donahue.  See,  I  insist  that  it  is  not  a  trade  agreement.  It 
is  an  investment  agreement.  It  is  an  agreement  desired  by  Amer- 
ican-based multinationals  and  by  the  Mexican  government  so  that 
they  could  draw  United  States  investment  into  Mexico  and  Cana- 
dian investment  into  Mexico  which  it  desperately  needs. 

That  is  what  the  agreement  is  about.  It  is  about  bringing  invest- 
ment into  Mexico. 

Mr.  Matsui.  Let's  talk  about  that  for  a  minute  because  I  believe 
one  of  the  other  gentlemen  asked  a  question  about  the  status  quo. 
What  Mr.  Gephardt  said,  and  what  you  are  saying  is  that  the  sta- 
tus quo  is  essentially  unacceptable  because  all  the  issues  that  you 
are  raising  in  terms  of  what  has  happened  over  the  last  decade  or 
a  few  years  since  the  maquiladoras,  and  Mexico  has  begun  lower- 
ing its  tariffs,  is  the  status  quo. 

Now,  you  want  the  status  quo  to  continue? 

Mr.  Donahue.  No,  sir;  the  status  quo  is  terrible  and  unaccept- 
able and  it  has  been  for  25  years.  We  have  not  succeeded,  however, 
in  changing  it  affirmatively. 

We  are  changing  it  negatively. 

Mr.  Matsui.  OK,  but  let  me  get  to  the  next  point  then.  You  men- 
tioned that  you  think  this  thing  could  be  renegotiated.  Yesterday 
or  the  day  before  yesterday  we  heard  from  some  environmental 
leaders.  They  are  divided,  as  you  well  know. 

Public  Citizen,  however,  and  the  Sierra  Club  actually  kind  of 
cavalierly  said,  we  are  going  to  renegotiate  this  agreement.  We  will 
go  back  and  bite  the  apple  a  third  time.  Almost  every  foreign  policy 
expert — I  shouldn't  say  almost — every  foreign  policy  expert  from 
Secretary  Christopher  to  Henry  Kissinger  to  Tony  Gillespie,  Sec- 
retary of  State  currently  in  the  State  Department,  every  one  of 
them  have  said  that  this  will  not  happen  again. 

In  fact  you  are  going  to  see  in  Mexico  a  nationalistic  backlash. 
So  I  find  it  incomprehensible  that  one  would  be  against  the  status 
quo  and  at  the  same  time  say  we  don't  want  the  NAFTA  because 
we  want  to  renegotiate,  and  at  the  same  time  know  that  this  thing 
is  not  going  to  be  renegotiated. 

And  I  know  you  have  said,  well,  things  happen,  but  I  don't  think 
we  can  just  rely  upon  things  happening  in  this  situation.  There  has 
to  be  a  reasonable  way  you  can  guide  me  and  other  Members  who 
support  the  NAFTA  through  a  scenario  where  we  can  actually  get 
a  renegotiated  agreement  because  I  think  that  is  just  impossible. 

Mr.  Donahue.  If  the  only  argument  or  the  principal  argument  to 
be  advanced  for  this  agreement  is  that  Mexico  won't  negotiate  an- 
other one  if  this  one  goes  down,  then  I  submit,  and  if  you— ^you 
know,  are  worried  about  that,  then  I  submit  we  can't  discuss  or  we 
shouldn't  discuss  at  all  the  contents  of  the  agreement. 

It  makes  no  difference — with  that  argument,  it  makes  no  dif- 
ference whether  this  is  a  lousy  agreement  or  a  good  agreement.  It 
is  just  that  if  we  turn  this  agreement  down,  the  Mexicans  won't  ne- 
gotiate with  us  or  the  Mexicans — ^we  will  cause  hard  feelings,  dif- 
ficulties across  the  borders  and  so  forth.  We  are 
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Mr.  Matsui.  I  am  sorry.  You  are  a  great  negotiator.  Now,  you 
come  to  completion  when  you  negotiate  or  when  you  did  negotiate 
contracts,  but  once  it  is  done  and  some  of  your  workers  would  come 
to  you  and  say,  we  are  a  little  unhappy  with  this,  we  think  we 
should  have  gotten  higher  insurance  benefits  on  health  care,  you 
would  say,  it  is  closed. 

They — ^you  know  they  negotiated  one  in  August  1992.  They  had 
to  complete  it  again  in  August  of  1993.  This  agreement  is  closed. 
Now,  why  do  we  think  all  of  a  sudden  30  days  later  that  we  are 
going  to  reopen  the  agreement  with  the  Mexicans  again? 

I  agree  with  you,  sure,  why  talk  about  what  we  have  already  ne- 
gotiated? We  have  already  negotiated  this  agreement.  I  can't  imag- 
ine going  back  to  the  Mexicans  and  now  saying  that  we  are  going 
to  renegotiate,  no  more  than  you  would  when  you  have  an  agree- 
ment with  one  of  the  employers  that  you  used  to  negotiate  or  Mr. 
Bieber  or  others  who  have  negotiated. 

Can  you  answer  that?  I  mean,  I  just  don't  understand  that. 

Mr.  Donahue.  If  you  put  to  me  the  question,  Mr.  Matsui,  how 
will  we  renegotiate  with  the  Mexicans  and  that  becomes  the  stand- 
ard for  whether  we  try  to  do  that  or  not,  then  you  will  accept  what- 
ever is  in  this  agreement  if  you  decide  it  is  only  marginally  of 
value. 

I  say  to  you  this  agreement  is  a  negative.  This  agreement  has 
negative  effects  for  the  United  States.  It  hurts  more  than  it  helps, 
and  therefore  it  should  be  rejected. 

Mr.  Matsui.  I  understand  that  and  I  understand  that  argument, 
but  how  do  you  take  the  leap  then  that  this  will  be  renegotiated. 
Do  you  think  that  the  Mexicans  then  will  renegotiate  the  agree- 
ment? You  say  the  status  quo  is  unacceptable. 

Well,  that  means  it  must  be — I  mean  they  must  think  it  is  pretty 
good,  status  quo. 

Mr.  Donahue.  I  regard  all  of  life  as  an  ongoing  negotiation.  If 
this  agreement  is  not  agreed  to,  then  there  will  be  another  agree- 
ment. There  will  be  discussions.  How  will  that  happen?  Well,  I 
don't  know. 

Obviously  over  the  first  few  months  the  Mexicans  would  chill  us 
and  not  want  to  talk  at  all.  Then  perhaps  some  imaginative  person 
will  talk  about  a  larger  hemispheric  negotiation. 

Maybe  later  the  Mexicans  will  come  back  to  the  table.  I  don't 
want  to  write  that  scenario.  I  only  know  that  the  Mexicans  want 
this  agreement  more  than  we  do.  There  is — ^this  debate  is  not  tak- 
ing place  in  Mexico. 

Mr.  Matsui.  There  is  a  misunderstanding.  I  think  that  is  really 
where  there  is  a  misunderstanding.  I  will  tell  you,  you  know,  there 
are  very  few  markets  available.  You  got  China,  as  Nancy  Johnson 
said. 

We  have  right  on  our  borders  80  million  people  that  are  part  of 
a  potential  market,  one  of  the  fastest  growing  countries  in  the 
world,  they  are  trying  to  develop  the  middle  class.  Admittedly  only 
about  27  percent  of  their  citizens  today  would  be  considered  mid- 
dle-class, but  it  is  a  market  that  we  can  ship  our  products  to.  They 
want  to  buy  our  United  States  products.  If  we  don't  go  in,  the  Japa- 
nese are  going  to  go  in. 
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Now,  let  me  just  add  another  facet.  You  indicated  that  GATT 
may  not  be  affected  by  this,  but  you  kind  of  assume  it  is  going  to 
be  a  small  GATT  in  December  if,  in  fact,  we  come  to  completion 
on  that.  I  would  imagine  you  are  also  saying  then  that  intellectual 
property  services,  agriculture  subsidies,  these  items  that  we  in  this 
country  have  been  fighting  for  the  last  6  years  since  the  Uruguay 
rounds  have  started  will  not  be  in  the  agreement. 

Is  that  what  you  are  saying? 

Mr.  Donahue.  No,  I  suspect  that  if  you  want  to  maintain  respect 
for  the  agreement,  you  put  as  much  into  it  as  you  can,  but  you 
rather  narrow  the  progress  or  the  change  that  the  agreement 
makes,  so  you  will  deal  with  services,  you  will  deal  with  agriculture 
and  so  forth,  but  you  will  deal  with  minimal  changes. 

Mr.  Matsui.  How  do  you  do  that?  I  mean,  why  no  more  than  us, 
would  the  French  politicians  be  willing  to  risk  their  political  ca- 
reers with  the  French  farmers  if  we  turned  down  NAFTA? 

I  mean,  because  don't  you  think  they  would  be  fearful  that,  by 
God,  if  this  powerful  country  that  has  led  the  world  in  the  last  50 
years  since  World  War  II  can't  even  pass  a  NAFTA,  which  Mexico 
is  about  2,  2.5  percent  of  our  GDP,  how  in  the  world  can  they  pass 
a  GATT? 

And  so  why  should  the  French  parliament  stick  its  neck  out  and 
support  the  Blair  House  agreement  for  fear  of  losing  support  from 
their  French  farmers?  That  goes  right  down  the  line,  intellectual 
property,  trade  and  services,  drugs,  you  name  them,  and  I  can  tell 
you  that  none  of  them,  none  of  them  would  want  to  risk  themselves 
on  that. 

Mr.  Donahue.  The  French  legislator  whom  you  cite  is,  I  think, 
being  properly  responsive  to  his  constituency,  and  I  think  that  that 
is  a  question  for  them  to  decide.  I  think  the  French  are  unlikely, 
in  my  view,  to  move  very  far  on  the  agricultural  issue  and  if  they 
move  that  much,  we  will  say,  OK,  this  is  a  good  deal,  this  is  the 
best  agreement  that  could  be  achieved,  it  is  a  good  agreement, 
therefore  we  are  accepting  it. 

I  think  that  the  questions  of  GATT  and  NAFTA  incidentally  or 
centrally  I  guess  to  your  question,  are  quite  distinct.  I  think  that 
when  this  body  dealt  with  the  extension  of  fast  track,  the  extension 
of  fast  track  for  GATT  was  never  an  issue.  Nobody  ever  raised,  to 
my  knowledge,  that  issue.  Everybody  in  this  body  I  believe,  and  ev- 
erybody in  the  nation  understands  that  these  are  two  different 
things. 

GATT  is  something  nobody  understands  and  NAFTA  is  some- 
thing everybody  understands. 

Mr.  Matsui.  I  am  not  suggesting  that  we  would  turn  down 
GATT.  I  am  saying,  why  would  the  French  and  why  would  other 
countries  come  to  completion  on  GATT  when  they  don't  think  that 
we  can  pass  an  agreement? 

That  is  the  concern  I  have. 

Mr.  Donahue.  I  submit  to  you  they  would  be  wrong,  Mr.  Matsui. 
If  they  look  at  our  Congress,  they  would  say,  those  people  will  pass 
a  GATT  agreement,  any  kind  of  GATT  agreement.  They  would 
question  only  if  you  were  going  to  accept  the  current  terms — or  the 
terms  of  the  current  NAFTA. 
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Mr.  Matsui.  Let  me  just  ask  one  more  question,  and  I  know  my 
time  is  running  out,  and  I  said  this  is  a  tariff  reduction  agreement 
and  I  wish  I  could  get  into  some  of  the  things  Uke  since  1987  Sali- 
nas has  taken  over  and  they  have  made  some  changes  there,  but 
I  can't,  we  won't  have  enough  time,  and  by  the  way,  I  watched  you 
with  Mickey  Kantor  on  the  debate  and  you  were  one  of  the  few  rea- 
soned persons  on  TV,  unlike  Ross  Perot  and  others,  but  at  least 
there  is  an  opportunity  to  have  an  honest  dialog  here  and  I  appre- 
ciate that,  one  of  the  few  times  on  this  debate  frankly. 

Mr.  Donahue.  Thank  you. 

Mr.  Matsui.  But  in  terms  of  the  tariff  reductions,  and  Mr.  Bieber 
is  here  and  he  will  be  testifying  next,  but  Ford  Motor  Co. — or  Gen- 
eral Motors,  yesterday  made  a  prediction  official  that  there  will  be 
15,000  new  U.S.  automobile  jobs  created  in  the  United  States  if  the 
NAFTA  is  approved  by  Congress. 

Bill  Hoagman,  the  GM  executive  vice  president,  said  that  the 
first  year  if  NAFTA  passes,  they  will  be  able  to  ship  an  additional 

1  million  units  to  Mexico,  the  Big  3  and  they  figure  that  will  create 
15,000  U.S.  jobs. 

Right  now  they  ship  1,000  because  they  cut  a  deal  with  the  Mexi- 
cans and  they  have  to  have  a  local  Mexican  content  so  they  have 
to  produce  cars  down  there.  The  tariff  right  now  is  20  percent  on 
automobiles,  15  percent  for  parts. 

Immediately  that  tariff,  if  NAFTA  passes,  will  go  down  to  10  per- 
cent and  then  over  a  5-year  period  it  will  be  zero,  zero.  Statis- 
tically, and  the  Commerce  Department  and  others  have  said  this 
and  the  Mexican  Grovemment  has  said  this,  Mexicans  per  capita 
are  the  fastest  growing  consumers  of  automobiles  in  the  world. 

The  Japanese  want  to  get  in  there  quickly.  Will  we  see  a  job 
loss?  How  could  we  possibly  see  a  job  loss  if  we  are  seeing  a  reduc- 
tion in  tariffs  and  U.S.  automakers  are  suggesting  that  we  will  cre- 
ate jobs  because  we  will  ship  1  million  U.S.  cars  down  there  in  the 
first  12  months  of  this  agreement? 

Mr.  Donahue.  Mr.  Bieber  will  certainly  be  happy  to  address  this 
question  in  much  more  detail  with  you,  but  let  me  just  note  that 
the  auto  executive  who  made  that  statement  obviously  hasn't  read 
the  agreement  because  he  hasn't  read  the  section  that  says  that 
the  export  performance  requirements  which  Mexico  currently  has 
will  be  phased  out  over  10  years,  not  in  the  first  year  of  the  agree- 
ment. 

So  if  we  sell  an  additional  1  million  cars  in  Mexico  in  the  first 
year,  Mexico  will — ^the  companies  will  have  to  ship  in  here  probably 

2  million.  I  don't  know  the  numbers  under  the  performance  re- 
quirements, but  those  performance  requirements  are  going  to  stay 
in  place  and  be  phased  out  over  10  years.  They  are  not  going  to 
disappear.  You  are  not  going  to  ship  1  million  new  cars  into  Mex- 
ico. 

Mr.  Matsui,  even  if  you  were,  this  whole  question  of— well,  Mr. 
Bieber  will  address  the  auto  questions  with  you,  and  I  don't  mean 
to  preempt  his  testimony,  but  the — a  good  bit  of  auto  components 
are  built  along  that  border  in  the  maquiladoras. 

Mr.  Matsui.  You  know,  that  will  be  eliminated  if  NAFTA  be- 
comes law. 
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Mr.  Donahue.  And  what  will  happen  is  that  you  will  open  the 
back  door  of  those  maquilas  and  they  will  be  able  to  push  their 
product,  those  components,  into  Mexico.  They  will  go  electronics, 
Electronico,  what  we  used  to  think  as  Delco-Remy,  but  Deltronco 
in  Mexico  makes  almost  99  percent  of  the  radios  GM  uses  in  this 
country.  They  make  them  in  Matamoros.  They  have  to  ship  them 
back  to  the  United  States. 

Under  this  agreement,  you  can  open  the  back-door  of  those 
plants  and  sell  those  Mexican-made  radios  in  Mexico  now.  Do  you 
seriously  believe  that  if  the  Mexican  auto  industry  booms  and  an 
assembly  plant  in  Mexico  wants  a  radio,  they  are  going  to  take  it 
from  the  United  States  or  do  you  believe  they  are  going  to  a  take 
it  out  of  the  Matamoros  plant  where  they  are  produced  at  $1.64  an 
hour?  They  are  going  to  take  it  out  of  the  Matamoros  plant.  Mrs. 
Johnson's  component  people  are  not  going  to  survive. 

Mr.  Matsui.  Here  is  where  we  also  disagree,  and  I  am  really 
overstepping  my  time  here,  but  here  is  where  we  also  disagree.  I 
concede  to  you  Mexican  wages  are  low,  anywhere  from  7  times 
lower  to  in  some  cases  10  times  lower  than  the  United  States. 

But  don't  you  agree  that  we  are  anywhere  from  7  to  10  times 
more  productive  than  the  Mexicans?  Well,  statistically  that  is  what 
we  are  seeing  right  now. 

Mr.  Donahue.  Absolutely  not  true,  Mr.  Matsui. 

Mr.  Matsui.  Almost  every  CEO  will  tell  you  the  cost  of  doing 
business  is  the  issue.  It  is  not  wage  rates  only  that  make  the  dif- 
ference in  these  things.  Otherwise  Haiti  would  be  the  fastest  man- 
ufacturing country  in  the  world  today. 

Mr.  Donahue.  They  didn't  go  to  the  Mexican  border  because  they 
like  the  weather,  Mr.  Matsui.  They  went  for  the  buck  an  hour 
wages. 

Mr.  Matsui.  That  is  because  that  has  been  set  up  as  a  staging 
ground  for  exports  in  the  United  States,  we  know  that,  you  know 
that  as  well,  but  that  is  going  to  be  limited.  That  is  what  we  are 
trying  to  change. 

Mr.  Donahue.  I  don't  mean  to  be  argumentative  but  I  know  that 
maquiladoras  or  twin  plants  were  set  up  as  an  opportunity  to  ad- 
vantage both  nations.  We  were  going  to  have  twin  plants.  They  got 
the  plant,  we  got  the  warehouse,  they  got  the  jobs,  we  lost  the  jobs. 
That  is  what  I  know  about  history.  That  is  the  last  20  years. 

That  is  what  is  going  to  be  expedited,  that  process  will  be  expe- 
dited by  the  adoption  of  this  agreement. 

Mr.  Matsui.  Thank  you. 

Chairman  Gibbons.  Thank  you.  Let  me  see.  I  have  almost  forgot- 
ten the  order  which  you  all  came  in.  Mr.  Coyne,  we  have  already 
been  to — ^yes.  Let's  see,  Mr.  Hoagland,  I  think  you  were  the  next. 

Mr.  Hoagland.  Thank  you,  Mr.  Chairman. 

Mr.  Donahue,  I  want  to  begin  by  thanking  you  for  your  very 
thoughtful  testimony  about  these  issues  today  and  I  appreciate — 
I  particularly  appreciate  the  work  that  you  and  Mr.  Bieber  and  the 
majority  leader  are  doing  in  analyzing  this  agreement  in  terms  of 
focusing  on  the  effect  it  is  going  to  have  on  working  families  in 
America  and  on  the  standard  of  living  of  working  families  in  Amer- 
ica and  focusing  on  the  effect  that  it  is  going  to  have  on  the  stand- 
ard of  living  and  the  conditions  of  Mexican  workers,  because  I 
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think  there  are  so  many  economic  theories  being  bandied  around 
and  so  many  claims  about  quadrupling  exports  of  American  cor- 
porations and  so  on  and  so  forth,  it  is  easy  to  lose  track  of  how  this 
is  going  to  affect  the  worker  in  America  that  loses  his  job  or  the 
worker  in  Mexico  who  is  inadequately  protected. 

I  think  the  figures  that  you  have  in  your  testimony  that  Amer- 
ican manufacturing  workers  average  $16.17  an  hour  while  Mexican 
manufacturing  workers  average  $2.35  an  hour  and  particularly  the 
compensation  and  the  U.S.-dominated  maquiladora  sector,  and  I 
know  many  people  listening  to  this  hearing  are  not  familiar  with 
the  whole  maquiladora  system  where  American  corporations  were 
allowed  to  operate  plants  near  the  border  and  parts  are  shipped 
into  those  plants  duty-free,  and  then  the  assembled  products  are 
shipped  back  out  into  the  United  States  duty-free,  and  the  fact  that 
people,  Mexicans  working  in  those  plants  average  just  $1.64  an 
hour  is  really  very  disturbing,  and  I  wonder  if  also — if  you  might 
share  with  us  why  it  is  that  these  wages  seem  to  be  so  low  in  Mex- 
ico. 

Are  they  held  artificially  low  by  the  political  system?  How  is  it, 
particularly  in  the  plants  run  by  American  corporations,  the  wages 
are  only  $1.64  an  hour?  It  seems  to  me  if  there  were  a  true  free- 
market  system  in  Mexico,  why  those  wages  would  be  considerably 
higher. 

Mr.  Donahue.  The  wages  in  Mexico  are  like  wages  in  any  other 
nation  at  Mexico's  stage  of  economic  development.  They  are  going 
to  be  very,  very  low.  That  is  a  function  of  the  total  economic  system 
of  the  nation  obviously. 

Are  they  held  low  purposely  by  governmental  decision?  The  an- 
swer has  to  be  yes.  They  are  held  low  in  the — in  what  used  to  be 
the  maquiladora  zone  along  the  border.  They  are  held  low  by  the 
special  provisions  that  the  maquilas  are  given  which  enable  them 
to  pay  these  rates  so  much  lower  than  the  average  Mexican  rates. 

They  are  held  low  currently  by  the  governmental  imposition  of 
wage  and  price  controls,  and  they  are  held  low  by  the  sheer  eco- 
nomics of  the  fact  that  you  have  a  work  force  which  is  variously 
estimated  to  be  between  25  and  40  percent  unemployed. 

That  is  the  aspect,  I  think,  of  the  theory  of  this  agreement  which 
nobody  wants  to  talk  about.  Everybody  talks  about — the  economists 
all  talk  about  this  brave  new  consumer  market  in  which  you  add 
90  or  95  million  new  consumers  and  you  don't  differentiate  as  to 
what  kind  of  consumers  they  are  capable  of  being,  but  nobody  talks 
about  the  work  force  implications  of  this  merger  of  two  economies. 

Nobody  recognizes  that  we  are  adding  50  million  workers  to  a 
U.S.  market  of  about  120  million  workers  and  they  are  going  to 
share  opportunities  for  employment  and  the  decisions  about  which 
share  goes  where  are  going  to  be  made  by  American  companies  de- 
ciding where  they  put  their  investment  dollar. 

They  will  make  that  decision  based  upon  where  they  are  going 
to  have  their  most  profitable  performance.  That  is  going  to  be  in 
Mexico  at  $1.64  or  $2.35  or  $3  an  hour.  That  is  where  they  are 
going  to  make  the  most.  Mr.  Matsui  said  that  their  productivity 
was  so  low.  That  is  simply  not  true. 

The  American  plants  in  Mexico  are  getting  70  to  80  percent  of 
U.S.  productivity  or  else  they  wouldn't  be  there.  They  are  getting 
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70  to  80  percent  of  the  U.S.  productivity  and  they  are  paying  one- 
eighth  of  our  wage  so  it  is  a  very  profitable  operation. 

The  entire  argument  for  this  agreement,  indeed,  is  that  it, 
"makes  us  competitive  in  the  world."  It  makes  us — I  don't  know 
who  the  us  is,  but  it  makes  American  companies  competitive  in  the 
world  by  giving  them  a  low-wage  opportunity,  by  giving  them  the 
opportunity  to  compete  against  others  who  have  plants  in  Asia  by 
having  their  plant  in  Mexico. 

What  benefit  that  is  to  the  United  States — ^the  benefit  to  the 
United  States  of  that,  I  submit,  is  very  small. 

Mr.  HOAGLAND.  Well,  I  think  it  is  particularly  hard  for  Ameri- 
cans to  understand  the  Mexican  system  that  artificially  depresses 
these  wages  because  our  system  is  so  different  £uid  we  have  become 
so  accustomed  to  it,  but  I  think  the  reality  is,  isn't  it,  that  political 
and  business  forces  in  Mexico  somehow  conspire  to  keep  compensa- 
tion levels  at  this  extremely  low  level  and  that  the  ultimate  effect 
of  that  is  going  to  be  a — to  place  a  real  hardship  on  American 
workers  that  have  to  compete. 

American  workers  now  averaging  $16  an  hour,  they  have  to  com- 
pete with  people  just  a  few  hundred  miles  away  that  are  making 
under  $2  an  hour. 

Mr.  Donahue.  Sure.  Mexico  is  not  alone,  Mr.  Hoagland,  in  its  ef- 
forts to  keep  wages  down  as  a  way  of  enticing  American  or  Japa- 
nese or  EC  investment.  The  creation  in  all  of  the  underdeveloped 
countries  of  export  zones  and  the  efforts  indeed  to  inhibit  the  orga- 
nization of  unions  in  those  zones  by  country  after  country  is  a  clear 
demonstration  of  a  governmental  decision  to  keep  wages  depressed 
because  that  is  what  brings  in  foreign  investment.  They  know  that. 

That  is  the  dirty  secret  of  all  of  this — ^these  trade  agreements. 
The  dirty  secret  is  that  low  wages  bring  in  foreign  investment. 

Mr.  Hoagland.  And  the  results  of  the  dirty  secret  in  part  are  the 
conditions  under  which  the  Mexican  workers  live.  Let  me  quote 
from  your  testimony  here  because  it  has  been  some  time  now  since 
you  delivered  it  and  I  think  it  bears  repeating. 

Mexico  is  a  country  one-third  of  our  population,  only  5  percent  of  oxir  buying 
power.  Mexico  has  a  40  percent  poverty  rate,  20  percent  unemployment  rate.  Many 
Mexican  workers,  particulsirly  maquiladora  workers  working  for  American  compa- 
nies near  the  border,  live  in  cardboard  shanties  without  electricity  or  running  water 
and  drink  and  bathe  in  vinfiltered  streams  filled  with  toxic  runoff  from  nearby 
plants. 

Obviously  they  don't  all  live  in  those  conditions,  but  I  took  a  trip 
to  Mexico  with  the  majority  leader  about  3  years  ago  and  saw  some 
of  those  conditions.  I  mean,  the  squalor  in  which  these  Mexican 
employees  live  near  the  border  is  extraordinary. 

It  seems  to  me  the  key  question  is,  and  my  question  of  the  Unit- 
ed States,  if  this  agreement  is  rejected  and  a  new  agreement  is  ne- 
gotiated, what  should  we  require  of  the  Mexican — ^what — and  you 
were  the  chief  negotiator — ^what  would  you  require  of  the  Mexican 
government  in  those  negotiations  to  establish  a  system  that  fairly 
sets  wages  in  a  way  that  can  realistically  be  negotiated  in  a  trade 
agreement? 

Mr.  Donahue.  Well,  I  think  that,  again.  Congressman  Gephardt 
cited  the  other  day  in  his  speech  the  conditions  that  ought  to  be 
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looked  to  and  that  we  ought  to  ask  Mexico  to  improve  and  he  cited 
the  EC's  movements  on  Spain,  Portugal,  and  Greece. 

One,  the  demonstration  of  an  increased  democratization  of  the 
society.  Second,  he  said  an  improvement  in  the — a  move  to  improve 
the  working  standards  and  the  conditions  and  the  regulation  of 
standards  for  people  who  work,  and  third,  he  said  an  improvement 
in  the  environmental  conditions  or  a  greater  dedication,  a  dem- 
onstrated dedication  by  the  Mexican  government  to  doing  some- 
thing about  cleaning  up  that  environment. 

On  the  first  of  those  points,  on  the  increasing  democratization, 
I  don't  think  that  can  be  done  across  a  negotiating  table  for  a  trade 
agreement,  but  I  do  share  Congressman  Gephardt's  view  that  that 
is  a  precondition  to  a  relationship  of  this  sort  which  links  our  two 
countries  so  closely  together. 

President  Salinas,  himself,  has  said  rather  clearly  that  conditions 
in  Mexican — the  democratic  conditions  which  he  would  like  to  see 
don't  now  exist  in  many  parts  of  Mexico.  Indeed  the  courts  have 
overturned  at  least  two,  if  not  three,  of  the  last  gubernatorial 
round  of  elections  there. 

So  Salinas  has  said  he  is  interested  in  doing  that  but  that  doesn't 
get  us  in  very  far.  What  Congressman  Gephardt  is  saying,  we 
ought  to  see  that.  We  ought  to  see  the  demonstrated  development 
of  greater  democratization  in  Mexico.  We  ought  to  see  improvement 
in  the  conditions  under  which  workers  seek  to  have  unions. 

In  the  current  situation,  the  workers  in  Mexico  who  seek  to  form 
an  independent  union  are  generally  crushed  in  the  effort  and  they 
have  been  crushed  by  Electrolux  and  they  have  been  crushed  by 
other  United  States-based  or  Geneva-based  multinationals  in  Mex- 
ico. 

There  is  no  demonstration  of  a  tolerance  in  Mexico  for  the  orga- 
nization, particularly  in  the  maquiladora  plants.  The  government 
appears  dedicated  to  protecting  the  nonunion  status  of  those 
plants. 

Yesterday  a  group  of  representatives  of  the  machinist's  union 
were  traveling  in  Tijuana.  They  went  to  Tijuana  to  talk  to  the 
workers  in  a — one  of  the  maquiladora  plants,  and  two  of  the  work- 
ers who  were  engaged  in  an  effort  to  form  a  union  in  that  plant 
were  going  to  meet  with  them. 

When  they  arrived,  the  bus  in  which  they  were  driving  was 
stopped  by  the  police  or  by  other  officers  who  later  identified  them- 
selves as  immigration  officers.  They  told  them  that  they  had  no 
right  to  talk  to  Mexican  workers.  They  told  them  that  they  were 
interfering  in  Mexico's  internal  affairs,  and  they  in  effect  kept  them 
in  the  bus  or  around  the  bus  for  about  3  hours,  and  I  won't  say 
they  arrested  them  because  there  was  no  formal  process,  but  they 
were  held  for  about  3  hours  and  then  escorted  back  across  the  bor- 
der. 

That  is  the  current  standard  that  the  Mexican  authorities  are 
applying  to  efforts  of  workers  to  organize  or  to  the — even  the  ex- 
pression of  interest  in  that  process  by  American  workers  or  rep- 
resentatives of  American  workers  who  were  in  Tijuana  to  talk  to 
those  workers. 

Our  people  literally  got  sequestered  in  a  bus  and  shipped  back 
across  the  border.  That  is  not  a  soundly  democratic  process. 
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Mr.  HOAGLAND.  So  as  I  understand  your  views  on  these  issues, 
those  corrections  need  to  be  made. 

Mr.  Donahue.  Indeed. 

Mr.  HOAGLAND.  But  a  trade  agreement  probably  is  not — doesn't 
give  us  sufficient  leverage  over  the  government  to  force  those 
changes? 

Mr.  Donahue.  I  think  that  is  clearly  true. 

Mr.  HOAGLAND.  So  your  sense  is  we  should  wait  before  negotiat- 
ing a  trade  agreement  until  those  changes  are  made? 

Mr.  Donahue.  Yes,  or  certainly  have  a  more  phased  approach  to 
the  development  of  a  trade  agreement.  Gephardt  suggests  that 
while  you  try  to  see  that  these  processes  go  forward,  you  can  offer 
them  small  benefits  of  10  percent  tariff  reductions  a  year  in  order 
to  keep  the  process  going. 

But  somehow  we  who  say  that  the  Ol3nnpics  shouldn't  go  to 
Beijing  because  of  the  denial  of  human  rights  in  China  and  the  ar- 
rest of  those  who  would  try  to  form  free-trade  unions  there  and 
who  support  the  development  of  human  rights  all  around  the 
world,  we  shouldn't  just  ignore  the  absence  of  the  protection  of 
those  rights  in  Mexico,  Mexico,  as  a  nation,  is  our  friend.  We  want 
it  to  be  a  closer  friend  and  a  better  ally. 

But,  you  know,  people  have  to  have  certain  standards  of  conduct 
to  rate  that. 

Mr.  HOAGLAND.  Well,  thank  you  again  for  your  testimony  today. 
Thank  you  for  focusing  on  these  issues  because  they  are  so  impor- 
tant to  American  and  Mexican  working  families  as  well. 

I  have  another  whole  set  of  issues  I  would  like  to  talk  to  you 
about  relating  to  the  adequacy  of  American  laws  to  retrain  workers 
who  lose  their  jobs  for  reasons  of  trade  changes  or  others,  but  let 
me  hold  those  for  Mr.  Bieber  because  my  time  is  up. 

So  thank  you. 

Chairman  Gibbons.  Mr.  Neal. 

Mr.  Neal.  Thank  you  very  much.  Mr.  Chairman. 

I  want  to  welcome  Mr.  Donahue  here  as  well  and  to  point  out 
that  I  thought  your  testimony  this  morning  was  exceptional. 

Mr.  Donahue.  Thank  you. 

Mr.  Neal.  I  understand  the  economic  dilemma  that  is  created  for 
all  of  us,  and  I  suspect  there  is  some  merit  to  the  argument  that 
the  Free  Trade  Agreement,  if  just  absorbed  as  textbook  theory,  may 
well  work,  but  for  those  who  sip  chablis  and  believe  that  just  let- 
ting the  market  take  its  course  is  going  to  be  beneficial  to  the 
American  economy  in  the  short  run,  I  would  like  to  take  them 
through  Chicopee,  MA,  so  they  could  visit  the  Uniroyal  plant  that 
used  to  employ  2,000  people,  and  we  could  go  to  the  Digital  plant 
in  Springfield  that  employed  700  people,  and  we  can  go  to  the 
Vann  Norman  plant  that  used  to  employ  thousands  of  people  or  to 
the  American  Bausch  where  4,000  or  5,000  people  were  employed. 
I  am  not  talking  about  50  years  ago.  I  am  talking  about  10  years 
ago. 

We  could  go  to  the  Easco  Hand  Tool  Co.  which  made  the  signa- 
ture tool  for  the  Sears  and  Roebuck  Co.  which  was  a  sign  of  excel- 
lence, and  I  would  like  to  suggest  to  them  at  that  time  that  we 
could  talk  about  the  merits  of  free-trade  and  then  to  ask  ourselves. 
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does  free-trade  mean  fair  trade  for  America?  And  I  think  that  is 
the  dilemma  that  is  created  for  all  of  us  today. 

I  understand  the  arguments  that  have  been  made  on  the  other 
side  of  this  issue,  and  some  people  have  done  it  eloquently,  but  not 
to  see  the  result  of  human  misery  where  we  ask  working  men  and 
women  who  for  years  sustained  their  families  in  the  manufacturing 
sector,  when  we  ask  them  to  accept  free  trade,  they  know  it  hasn't 
been  fair  trade,  and  the  greatest  hopes  that  we  perpetrate  here  is 
this  suggestion  of  retraining. 

I  have  watched  for  two  decades  now  in  my  area  as  we  have  spo- 
ken to  the  issue  of  retraining,  and  let  me  tell  you  something,  Mr. 
Donahue,  it  hasn't  worked  very  well,  and  how  you  tell  those  same 
people  who  are  trjdng  to  raise  families,  particularly  the  new  arriv- 
als in  recent  years  who  have  not  been  absorbed  into  the  economy, 
where  I  hear  people  say,  well,  geez,  this  is  going  to  help  software 
companies  in  Massachusetts. 

It  is  well-intentioned  and  well-stated  and  it  probably  will,  but 
those  software  companies  aren't  going  to  absorb  the  individuals 
that  need  work  in  the  old  cities  of  Massachusetts  today,  and  I  don't 
know  how  we  compete  with  a  country  that  offers  60  cents  an  hour 
in  minimum  wage,  and  I  thank  you  for  your  testimony  and  if  you 
would  like  to  comment,  that  is  fine.  If  you  don't  want  to  comment, 
that  is  fine  as  well. 

Mr.  Donahue.  Thank  you,  Mr.  Neal. 

If  I  may  impose  on  the  Chairman  just  to  say,  I  happen  to  share 
your  views  that  it  is  almost  evil,  but  that  is  to  overstate  it,  but  it 
is  wrong  to  hold  out  to  people  retraining  unless  you  first  answer 
the  question  for  what  and  you  demonstrate  to  us  that  there  is  a 
job  at  the  end  of  that  rainbow  and  there  is  a  place  to  go,  but  the 
historic  compact,  even  in  that  respect,  the  historic  compact  between 
American  workers  and  the  free-trade  advocates  was,  well,  we  will 
give  you  trade  adjustment  assistance.  We  will  give  you  that  re- 
training. We  will  give  you  allowances.  We  will  help  you  to  move 
from  one  place  to  another,  we  will  help  you  in  this  transition  pe- 
riod. 

Well,  you  know  the  history  of  trade-adjustment  assistance.  It  has 
gone  down,  down,  down,  until  it  has  almost  disappeared,  and  in 
every  discussion  that  we  have  had  about  the  NAFTA  since  the  de- 
bate began,  since  the  negotiations  began,  the  statement  was  that 
we  will  of  course  protect  workers  who  might  be  displaced  by  any 
relocation  of  employment  as  a  result  of  this  agreement,  and  there 
is  no  such  provision  as  we  sit  today  talking  about  this,  there  is  no 
provision  in  this  agreement  and  no  suggestion  yet  from  the  White 
House  that  there  will  be  a  trade  adjustment  assistance  program  for 
those  displaced  under  this  agreement. 

The  contrary,  rather,  is  true.  We  are  being  told  that  the  Labor 
Department  is  developing  a  dislocated  worker  program  which  will 
retrain  everybody  equally  regardless  of  whether  the  government 
puts  you  out  of  work  or  the  dry  cleaner  closed  because  he  died. 
That  is  just  wrong,  and  that  is — that  violates  everything  that  ev- 
erybody in  this  room  has  supported  for  20  odd  years. 

Mr.  Neal.  Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Mr.  Donahue,  I  can  remember  sitting  in  this 
room  20-odd  years  ago  promoting  trade  adjustment  assistance  and 
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your  union  talked  to  me  personally  that  they  didn't  want  any  bur- 
ial assistance,  and  that  is  what  I  considered  it  was. 

Mr.  Donahue.  You  are  absolutely  right.  We  lost  that  argument. 

Chairman  Gibbons.  The  trouble  is,  you  say  these  things.  I  re- 
member what  you  all  said  then.  You  all  said  you  didn't  want  trade 
adjustment  assistance  because  it  was  just  burial  insurance. 

Mr.  Donahue.  That  is  right,  and  we  lost  that  argument,  Mr. 
Chairman.  The  results  of  it  are  apparent  to  us  now. 

Chairman  Gibbons.  Well,  I  helped  trade  adjustment  assistance 
so  widely  at  that  time  that  the  administration  finally  called  a  halt 
to  it  because  they  thought  I  had  done — opened  it  too  widely.  Just 
about  everybody  that  got  dislocated  for  any  purpose  got  trade  ad- 
justment assistance,  which  was  far  greater  assistance  than  you 
could  get  in  any  other  retraining  program,  and  the  backlash  set  in 
and  that  is  what  happened  to  trade  adjustment  assistance. 

I  think  our  government  owes  an  opportunity  to  all  dislocated 
Americans  to  help  them  get  relocated  as  quickly  as  possible.  I  think 
that  is  one  real  shortcoming  that  we  have,  but  I  must  say  that  your 
union  has  to  me — personally  told  me  you  all  don't  want  that  burial 
insurance. 

Mr.  Donahue.  That  is  right,  and  we  argued  that  instead  you 
should  create  the  conditions  which  would  create  jobs  rather  than 
create  the  conditions  which  would  cause  the  loss  of  employment 
and  if  you  went  ahead  and  caused  the  loss  of  employment,  you  ar- 
gued that  you  would  take  care  of  us  by  creating  trade  adjustment 
assistance,  and  for  20  years  that  was  the  deal.  Well,  the  deal  has 
fallen  apart. 

Chairman  Gibbons.  Mr.  Donahue,  all  people  have  been  losing 
jobs  all  through  history.  The  reason  I  live  in  Florida  and  not  over 
here  in  Virginia  is  because  my  grandfather  lost  his  job.  I  regret 
that  he  lost  his  job,  but  I  am  awfully  happy  to  live  in  Florida. 

Adjustment  is  a  part  of  life  and  we  ought  to  meet  it  in  a  more 
humane  manner  than  we  Americans  meet  it.  I  agree  with  you  on 
that,  but  we  are  always — ^nobody  can  guarantee  the  future.  I  wish 
they  could. 

Thank  you  very  much.  You  have  earned  your  pay  today.  You  do 
a  fine  job  and  it  is  always  nice  to  talk  with  you. 

Thank  you. 

Mr.  Donahue.  Thank  you,  Mr.  Chairman. 

STATEMENT  OF  OWEN  BIEBER,  PRESmENT,  INTERNATIONAL 
UNION,  UNITED  AUTOMOBILE,  AEROSPACE  AND  AGRICUL- 
TURAL IMPLEMENT  WORKERS  OF  AMERICA,  ACCOMPANIED 
BY  ALAN  REUTHER,  LEGISLATIVE  DIRECTOR  AND  STEVE 
BECKMAN,  INTERNATIONAL  ECONOMIST 

Mr.  BiEBER.  Mr.  Chairman,  members  of  the  committee,  I  am 
joined  by  Alan  Reuther,  our  legislative  director,  and  by  Steve  Beck- 
man,  our  international  economist  here  this  morning. 

I  am  the  president  of  the  UAW  and  I  might  say,  Mr.  Chairman, 
I  heard  what  you  said  earlier.  I,  too,  have  an  important  appoint- 
ment this  afternoon,  a  place  I  want  to  be  at  so  I  am  going  to  try 
to  keep  my  remarks  very  brief  and  ask  that  my  full  text  be  put  as 
a  part  of  the  record. 
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Chairman  Gibbons.  When  you  get  to  that  point,  you  just  get  up 
and  walk  out. 

Mr.  BlEBER.  I  might  refer  to  what  I — I  love  to  watch  the  British 
parliament  on  cable,  and  I  like  that  bit  where  the  reference  is  to 
what  statement  I  made  just  a  few  minutes  ago,  and  I  think  per- 
haps in  some  of  these  questions  I  will  say  the  reference  that  Mr. 
Donahue  made  just  a  few  minutes  ago. 

Chairman  GIBBONS.  All  right,  fine. 

Mr.  BlEBER.  Without  burning  up  anymore  time,  I  do  appreciate 
the  opportunity  to  appear  before  this  subcommittee  to  discuss  the 
NAFTA  package  that  President  Clinton  will  present  to  Congress 
later  this  year. 

The  UAW  is  convinced  that  the  well-being  of  America's  workers 
and  the  prospects  for  beneficial  U.S.  economic  development  would 
be  seriously  worsened  by  the  adoption  of  that  NAFTA  proposal. 

The  UAW  has  previously  raised  five  specific  problems  with  the 
auto  provisions  in  the  Bush  negotiated  NAFTA.  One,  the  tremen- 
dous wage  differential  between  Mexican  and  American  workers  in 
the  automotive  industry  was  not  addressed.  Two,  NAFTA  fails  to 
protect  American  auto  production  while  allowing  such  protections 
for  both  Mexico  and  Canada. 

Three,  the  rule  of  origin  for  auto  production  is  inadequate.  Four, 
the  inclusion  of  Mexican  vehicles  and  parts  value  as  "domestic" 
under  the  United  States  corporate  average  fuel  efficiency,  CAFE, 
standards  will  facilitate  the  transfer  of  small  car  production  to 
Mexico  and,  five,  NAFTA  quickly  phases  out  the  25-percent  tariff 
on  light-duty  trucks  imported  from  Mexico  which  will  cause  job 
losses  here  as  production  shifts  south  of  the  border. 

All  of  these  concerns  remain  unchanged  today.  Unfortunately, 
the  side  agreements  on  import  surges  and  labor  rights  and  stand- 
ards do  not  solve  these  problems.  TTie  UAW  urged  the  Clinton  ad- 
ministration to  use  the  import  surge  negotiations  to  address  a  seri- 
ous inequity  in  the  Bush  negotiated  NAFTA  auto  provisions. 

In  Canada  and  Mexico,  automotive  production  has  been  raised  by 
national  restrictions  that  favor  local  production.  The  United  States 
has  had  no  local  production  incentives  and  would  remain  at  a  dis- 
advantage under  this  agreement. 

We  proposed  that  the  administration  include  a  guarantee  that 
the  United  States  would  retain  a  certain  share  of  total  North 
American  automotive  industry  production  so  that  production  could 
not  be  shifted  to  Canada  and  Mexico  at  the  expense  of  American 
auto  workers. 

Unfortunately,  the  administration  did  not  embrace  our  proposal, 
and  instead  accepted  an  "understanding"  on  import  surges  that 
merely  restates  the  weak  provisions  of  the  Bush  negotiated 
NAFTA. 

The  labor  supplemental  agreement  is  also  inadequate.  In  our 
judgment  at  least,  it  requires  only  the  enforcement  of  national 
laws,  not  their  upward  harmonization.  It  requires  only  consulta- 
tions between  governments  over  alleged  violations  of  the  rights  of 
workers  to  organize,  bargain  and  strike  with  no  recourse  to  inde- 
pendent review  or  trade  sanctions. 

It  establishes  no  process  for  reducing  the  wage  disparity  between 
the  NAFTA  countries  and  the  wage  depressing  competition  for  jobs 
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and  downward  pressure  on  living  standards  and  working  condi- 
tions that  accompany  it. 

In  fact,  the  worker  rights  provisions  in  the  NAFTA  labor  supple- 
mental agreement  are  more  restrictive  than  the  provisions  in  cur- 
rent U.S.  law,  and  this  is  simply  unacceptable.  For  labor  standards 
that  are  subject  to  the  labor  agreement's  review  and  dispute  settle- 
ment procedure,  the  conditions  that  must  be  met  to  initiate  reviews 
are  too  restrictive  and  the  dispute  resolution  process  is  too  cum- 
bersome and  time  consuming. 

To  reach  the  point  of  imposing  sanctions  against  the  government, 
so  many  steps  must  be  followed  that  years,  years  would  pass  from 
the  time  the  issue  was  raised. 

The  UAW  proposed  that  the  enforcement  mechanism  for  all  labor 
rights  and  standards  covered  by  the  labor  supplemental  agreement 
be  modeled  on  the  NAFTA  enforcement  mechanism  for  intellectual 
property  rights.  Ambassador  Kantor  cited  that  enforcement  mecha- 
nism as  an  example  of  one  that  had,  "teeth". 

Well,  sadly  the  labor  agreement's  enforcement  lacks  such  teeth. 
The  import  surge  and  labor  agreements  negotiated  by  the  Clinton 
administration  fail  to  remedy  the  Bush  negotiated  NAFTA  short- 
comings. They  do  not  lay  the  groundwork  for  raising  labor  stand- 
ards and  raising  wages  as  President  Clinton  promised  when  he 
spoke  to  the  UAW's  constitutional  convention  in  June  of  1992. 

Mr.  Chairman,  NAFTA  proponents  have  claimed  that  the  U.S. 
auto  industry  will  be  a  "winner"  if  the  agreement  is  implemented. 
This  I  would  submit  ignores  the  fact  that  the  United  States  compa- 
nies themselves  are  at  the  heart  of  the  Mexican  industry. 

Even  if  United  States  vehicle  exports  to  Mexico  do  increase,  we 
expect  even  larger  exports  of  vehicles  and  parts  from  Mexico  to  the 
United  States  as  the  auto  companies  integrate  their  North  Amer- 
ican facilities  under  NAFTA's  terms. 

The  UAW  believes  that  overall  the  NAFTA  auto  provisions  will 
accelerate  the  shift  of  production  for  the  North  American  market 
to  Mexico,  worsening  an  already  unacceptable  status  quo. 

We  believe  that  the  United  States  can  negotiate  a  better  deal  for 
American  auto  workers,  and  finally,  Mr.  Chairman,  to  those  that 
say  NAFTA  represents  a  "symbol  of  change  for  Americans,"  we  re- 
spond that  NAFTA  represents  the  status  quo  that  UAW  members 
and  workers  across  this  great  country  of  ours  rejected  when  they 
voted  for  change  last  November  and  elected  Bill  Clinton  as  Presi- 
dent. 

NAFTA  was  President  Reagan's  vision  and  President  Bush's  ac- 
complishment. It  represents  their  policy  to  the  hilt,  trickle  down 
economic  policies  that  falsely  assume  that  higher  profits  and  higher 
incomes  for  the  wealthy  will  translate  into  higher  living  standards 
for  workers. 

Mr.  Chairman,  the  UAW  is  convinced  that  NAFTA  poses  very 
real  dangers  for  American  workers.  The  deficiencies  of  the  Bush 
negotiated  agreement  that  we  have  pointed  out  during  the  past 
year  have  not  been  satisfactorily  addressed  by  the  supplemental 
agreements. 

The  UAW,  therefore,  strongly  opposes  NAFTA  and  we  urge  the 
House  to  reject  the  implementing  legislation  when  it  is  presented 
to  Congress  later  this  year. 
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Again,  we  thank  you  very  much  for  the  opportunity  of  appearing 
here  this  morning. 
[The  prepared  statement  follows:] 
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OWEN  BIEBER,  PRESIDENT 

INTERNATIONAL  UNION,  UNITED  AUTOMOBILE,  AEROSPACE  AND 

AGRICULTURAL  IMPLEMENT  WORKERS  OF  AMERICA  (UAW) 

before.the 

Subcommittee  on  Trade 

Committee  on  Ways  and  Means 

United  States  House  of.Representatives 

September  23, 1993 

Mr.  Chairman,  my  name  is  Owen  Bieber.  I  am  President  of  the  International  Union, 
United  Automobile,  Aerospace  and  Agricultural  Implement  Workers  of  America  (UAW).  The 
UAW  appreciates  the  opportunity  to  appear  before  this  Subcommittee  to  discuss  the  NAFTA 
package  that  President  Clinton  has  announced  he  will  present  to  Congress  later  this  year.  We 
are  convinced  that  the  well-being  of  America's  workers  and  the  prospects  for  beneficial  U.S. 
economic. development  would  be  seriously  worsened  by  the  adoption  of  that  NAFTA  proposal. 
We  urge  that  the  House  reject  the  implementing  legislation  when  it  is  presented. 

The  UAW  has  previously  presented  its  views  on  NAFTA  before  this  Subcommittee.  In 
March,  I  described  the  UAW's  opposition  to  the  NAFTA  signed  by  President  Bush  last 
December  and  explained  our  standards  for  judging  the  supplemental  negotiations  announced 
by  President  Clinton.  I  would  like  to  briefly  restate  the  UAW's  views  on  these  issues  and  then 
explain  why  we  find  the  supplemental  agreements  lacking. 

The  UAW  believes  that  the  NAFTA  signed  by  President  Bush  would  cause  the  loss  of 
thousands  of  decent  paying  American  jobs  in  the  auto  sector  and  in  other  American  industries. 
The  jobs  that  remain  will  continue  to  be  subjected  to  downward  pressure  on  wages,  benefits 
and  conditions  of  work. 

In  the  agreement's  auto-related  provisions,  we  have  raised  five  specific  problems: 

1 .  The  tremendous  wage  differential  between  Mexican  and  American  workers  in  the 
automotive  industries  was  not  addressed.  Many  wori^ers  in  Mexico  have  productivity  levels 
nearly  on  a  par  with  those  in  U.S.  facilities,  yet  their  compensation  may  be  as  little  as  one- 
twentieth  the  U.S.  level.  The  NAFTA  makes  no  effort  to  attack  this  wage  gap  by  pushing 
Mexican  wages  higher;  instead,  it  leaves  in  place  the  current  process  of  pulling  U.S.  wages 
down. 

2.  The  Bush  NAFTA  fails  to  protect  American  auto  production  while  allowing  such 
protections  for  both  Mexico  and  Canada.  Mexico's  protection  for  local  parts  producers  and  its 
protective  Auto  Decree  are  phased  out  over  ten  years  and  Canada  retains  the  domestic 
production  incentives  of  the  iJ.S-Canada  Auto  Pact.  We  expect  further  U.S.  job  losses  in  the 
U.S.  due  to  this  inequity  in  protections. 

3.  The  rule  of  origin  for  auto  production  is  inadequate.  The  UAW  believes  that  the 
62.5  percent  North  American  value  requirement,  which  does  not  go  into  effect  until  the  year 
2002,  permits  excessive  foreign  value  in  products  eligible  for  the  agreement's  duty  preference. 
The  special  deals  for  new  investments  and  products  and  the  new  definition  used  to  calculate 
the  rule  (broader  than  the  U.S.-Canada  FTA's  definition)  undermine  the  impact  of  the  increase 
in  the  percentage  from  the  50  percent  level  used  in  the  U.S.-Canada  FTA.  The  UAW  and  most 
U.S.  interests  in  the  industry  fought  for  a  far  higher  aile  than  the  one  adopted. 

4.  The  inclusion  of  Mexican  vehicles  and  parts  value  as  "domestic"  under  the  U.S. 
corporate  average  fuel  efficiency  (CAFE)  standards  will  facilitate  the  transfer  of  small  car 
production  to  Mexico,  leaving  U.S.  production  and  employment  vulnerable  to  substantial 
displacement  if  there  is  a  shift  in  demand  toward  more  fuel  efficient  vehicles. 

5.  The  Bush  NAFTA  quickly  phases  out  the  25  percent  tariff  on  light-duty  tmcks 
imported  from  Mexico,  which  will  cause  job  losses  here  as  production  shifts  south  of  the 
border.  The  elimination  of  the  truck  tariff  provides  a  direct  subsidy  to  U.S.  automakers  to  build 
new  tnjck  plants  in  Mexico. 

All  of  these  concerns  remain  unchanged  today.  There  has  been  no  effort  made  to 
remedy  the  problems  in  the  auto  provisions  that  we  have  cited  and  we  do  not  believe  the 
implementing  legislation  for  the  NAFTA  will  be  able  to  address  them. 

Because  many  of  the  claims  about  the  benefits  of  NAFTA  have  identified  the  auto 
industry  as  a  "NAFTA  winner",  I  would  like  to  address  some  of  the  arguments  that  have  been 
raised  by  NAFTA  advocates. 

First,  there  is  the  issue  of  jobs.  NAFTA  supporters  claims  that:  400,000  American  jobs 
have  been  created  in  recent  years  because  of  increased  U.S.  exports  to  Mexico;  an  additional 
200,000  Jobs  will  be  created  by  1995  If  NAFTA  Is  Implemented;  and  400,000  jobs  would  be  lost 
if  NAFTA  were  rejected.  The  assumption  underiying  all  of  these  claims  is  that  the  only  impact 
of  NAFTA  will  be  to  increase  U.S.  exports  to  Mexico;  there  is  absolutely  no  calculation  for  the 
effect  of  NAFTA  on  imports  from  Mexico  into  the  U.S.  The  Bush  Administration  used  this  very 
same  argument  to  sell  NAFTA  in  1992;  it  will  not  stand  up  to  even  cursory  examination.  U.S. 
imports  from  Mexico  have  Increased  without  NAFTA  and  they  will  Increase  more  under  the 
terms  negotiated  by  the  Bush  Administration.  Thus,  any  jobs  created  by  Increased  U.S. 
exports  to  Mexico  will  be  more  than  offset  by  the  loss  of  jobs  attributable  to  increased  imports 
from  Mexico. 
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Looking  at  the  export  argument  alone,  the  assumption  that  American  jobs  are  created 
when  U.S.  exports  to  Mexico  increase  is  simply  wrong.  Here  is  only  one  example  that 
demonstrates  this  point.  Many  of  the  engines  used  in  Ford  Escorts  and  Mercury  Tracers 
assembled  in  Hermosillo,  Mexico  are  shipped  from  the  Ford  Motor  Company's  Dearborn 
Engine  Plant.  Ford  assembles  Escorts  in  Wayne,  Michigan  as  well  as  in  Hermosillo;  however, 
Ford  previously  used  a  second  U.S.  plant,  in  Edison,  New  Jersey,  rather  than  a  Mexican  plant 
to  assemble  Escorts. 

None  of  the  vehicles  assembled  in  Hermosillo  is  sold  in  Mexico.  All  of  them  are  sent 
back  to  the  U.S.  or  Canada  for  sale.  If  Ford  had  retained  the  second  U.S.  plant  assembling 
Escorts  and  Tracers,  there  would  have  been  no  exports  to  Mexico.  We  would  still  have  the 
engine  jobs  in  this  country  and,  in  addition,  about  2,000  more  American  assembly  workers. 
Thus,  in  this  instance,  exports  to  Mexico  actually  meant  fewer  American  jobs. 

Relying  on  information  from  the  U.S.  Big  Three  auto  companies,  the  Administration 
believes  that  U.S.  exports  of  motor  vehicles  to  Mexico  will  dramatically  increase  in  the  first  year 
of  NAFTA's  implementation.  The  recent  improvements  in  quality  and  efficiency  by  the 
domestic  industry  have  been  cited  by  the  Administration  to  back  up  this  claim.  The  UAW 
certainly  shares  the  view  that  the  domestic  industry  has  made  tremendous  strides  and  we  take 
pride  in  the  role  we  have  played  in  that  progress.  We  understand  that  the  Mexican  market  for 
vehicles  has  been  growing  and  may  continue  to  grow.  But,  the  U.S.  companies  themselves 
are  at  the  heart  of  the  "Mexican"  industry.  They  will  not  jeopardize  the  profitability  of  their 
Mexican  operations  by  pushing  U.S.  production  at  the  expense  of  Mexican  production. 

If  U.S.  vehicle  exports  to  Mexico  actually  do  increase,  we  expect  exports  of  vehicles  and 
parts  from  Mexico  to  the  U.S.  to  grow  even  more,  as  the  auto  companies  integrate  their  North 
American  facilities  under  the  NAFTA's  terms.  This  process  has  already  begun.  U.S.  imports 
from  Mexico  stand  at  nearly  300,000  vehicles  annually.  The  UAW  believes  that,  overall,  the 
NAFTA  auto  provisions  will  accelerate  the  shift  of  production  for  the  North  American  market  to 
Mexico.  That  would  worsen  an  already  unacceptable  status  quo  situation.  We  believe  the 
U.S.  can  negotiate  a  better  deal  for  American  auto  workers. 

.  The  oft-cited  example  of  auto  production  returning  to  the  U.S.  from  Mexico,  the 
announcement  by  General  Motors  that  it  will  shift  production  of  Cavaliers  from  Mexico  to 
Lansing,  Michigan  in  1995,  is  misleading.  GM  has  said  that  Cavaliers  will  still  be  made  in 
Mexico  for  the  Mexican  market,  that  there  will  be  no  adverse  impact  on  its  Mexican  workforce 
and  that  this  was  a  unique  situation  that  has  no  implications  for  other  GM  operations.  This 
decision  was  made  with  no  reference  to  NAFTA  or  any  of  its  provisions;  it  will  not  be  affected 
by  NAFTA's  fate  in  Congress.  Therefore,  it  would  be  a  mistake  to  jump  to  any  conclusions 
about  any  NAFTA  impact  on  the  direction  of  job  and  production  shifts  between  the  U.S.  and 
Mexico  based  on  this  single  decision. 

Some  NAFTA  supporters  have  begun  to  argue  that  employers  are  not  interested  in 
moving  jobs  to  Mexico  solely  because  of  low  wages.  I  wish  these  people  could  talk  to  UAW 
members  who  have  sat  across  the  bargaining  table  from  companies  that  have  threatened  to 
move  jobs  to  Mexico  and  those  that  have  done  so.  We  do  not  pretend  that  NAFTA  will  be  the 
cause  of  employers  discovering  that  they  can  compete  through  low  wages  by  moving  to 
Mexico.  The  UAW  has  been  actively  opposing  the  pursuit  of  such  a  corporate  strategy  for 
years.  But  we  strongly  believe  that  NAFTA  will  add  to  the  already  intense  pressure  for 
companies  to  take  the  easy  road  to  lowering  costs  by  lowering  the  compensation  of  their 
workers. 

This  brings  me  to  a  second  issue:  "scare  tactics."  Opponents  of  NAFTA  have  been 
accused  by  some  NAFTA  boosters  of  using  false  information  to  scare  the  public  and  Congress 
about  potential  job  losses,  or  the  weakening  of  U.S.  environmental  and  labor  standards  and 
wages.  The  UAW  has  engaged  in  numerous  forums  with  NAFTA  supporters  and,  while  we 
have  deep  differences  with  these  individuals,  they  have  had  no  cause  to  accuse  us  of 
fabricating  information. 

It  should  be  duly  noted  that  NAFTA  proponents  have  engaged  in  serious  truth  stretching 
themselves.  When  they  talk  about  jobs  being  created  by  exports  but  not  job  losses  due  to 
increased  imports,  they  are  misleading  people;  when  they  say  that  the  stability  of  the  Mexican 
government  depends  on  passage  of  NAFTA,  they  are  misleading  people;  when  they  say  that 
progress  to  greater  democracy  in  Mexico  can  only  be  achieved  if  NAFTA  passes,  they  are 
misleading  people;  when  they  say  that  illegal  immigration  to  the  U.S.  will  mushroom  if  NAFTA 
is  rejected  and  sharply  decline  if  NAFTA  passes,  they  are  misleading  people;  when  they  say 
other  countries  are  waiting  on  Mexico's  doorstep  to  make  a  similar  trade  and  investment  deal 
with  Mexico  if  we  reject  this  one,  they  are  misleading  people.  Each  of  these  issues  is 
complicated  and  statements  made  by  NAFTA  proponents  ignore  these  complexities.  Thus, 
proponents  of  NAFTA  clearly  do  not  have  any  justification  to  complain  about  "scare  tactics"  by 
opponents  of  the  agreement. 

Third,  1  would  like  to  talk  about  the  relationship  of  NAFTA  to  a  willingness  on  the  part  of 
American  workers  to  recognize  and  benefit  from  "change."  The  UAW  strongly  disagrees  with 
Secretary  Reich's  assertion  in  testimony  before  this  Subcommittee  that  NAFTA  represents  a 
"symbol  of  change"  for  Americans.  Mr.  Chairman,  it  is  our  view  that  NAFTA  represents  a 
symbol  of  the  status  quo  for  workers  in  the  U.S.,  Canada  and  Mexico.  It  is  a  symbol  of  the 
status  quo  that  UAW  members  and  workers  across  the  country  rejected  when  they  voted  for 
change  last  November  and  elected  Bill  Clinton.  NAFTA  was  President  Reagan's  vision  and 
President  Bush's  accomplishment;  it  represents  their  policies  to  the  hilt  --  trickle-down 
economic  policies  that  falsely  assume  that  higher  profits  and  higher  incomes  for  the  wealthy 
will  translate  into  higher  living  standards  for  workers. 
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It  seems  that  proponents  of  NAFTA  are  unaware  of  the  efforts  of  American  workers  to 
deal  with  the  rapid  pace  of  global  economic  transformation  for  the  past  20  years  It  is  this 
global  process,  which  has  brought  American  workers  lower  real  wages,  increased  personal 
national  and  international  debt,  a  shattered  social  safety  net,  job  dislocation  on  a  massive 
scale  and  greatly  diminished  income  security,  that  American  workers  have  stmggled  to  control 
through  collective  bargaining  and  political  activity,  particularly  during  the  past  decade  For 
American  workers,  implementation  of  the  NAFTA  will  simply  strengthen  that  status  quo 

Amencan  wort^ers  want  change  from  these  global  processes  worthing  against  our 
interests  and  we  want  It  desperately  --  desperately  enough  to  oppose  an  Administration  we 
helped  elect,  desperately  enough  to  fight  with  some  very  good  friends  in  Congress 
desperately  enough  to  take  on  the  free  trade  dogma  that  is  recited  by  economists,  editorial 
writers,  political  pundits  and  multinational  corporations. 

Mr.  Chairman,  during  the  presidential  campaign.  President  Clinton  said  he  would  not 
submit  a  NAFTA  to  Congress  unless  it  was  accompanied  by  three  supplemental  agreements 
covering  labor,  environment  and  import  surges  which  would  mitigate  the  adverse  effects  of  the 
Bush-negotiated  NAFTA.  The  UAW  has  given  consideration  to  all  three  areas,  and  especially 
to  the  labor  and  import  surge  issues. 

The  UAW  believed  that  the  import  surge  negotiations  proposed  by  President  Clinton 
had  the  potential  to  address  a  serious  inequity  in  the  Bush-negotiated  NAFTA  auto  provisions. 
In  both  Canada  and  Mexico,  automotive  production  has  been  raised  by  national  restrictions 
that  favor  local  production.  Canada  retains  these  protections  in  NAFTA,  as  it  did  in  the  U.S.- 
Canada Free  Trade  Agreement  (FTA);  Mexico  established  protections  for  local  parts 
producers,  which  will  only  gradually  be  phased  out  along  with  its  Auto  Decree  provisions.  The 
U.S.  auto  industry  and  its  workers  have  had  no  local  production  incentives  and  would  remain  at 
a  disadvantage  under  the  agreement. 

Because  a  potentially  irreversible  shift  in  production  capacity  out  of  the  U.S.  would  take 
place  by  the  time  a  surge  in  imports  occurs,  we  proposed  that  the  Administration  include  in  the 
import  surge  supplemental  agreement  a  guarantee  that  the  U.S.  would  retain  a  certain  share  of 
total  North  American  automotive  industry  production.  This  U.S.  standard  would  ensure  that  the 
remaining  local  production  incentives  in  Mexico  and  Canada  do  not  result  in  relocating 
production  there  at  the  expense  of  American  auto  wort<ers.  If  there  is  growth  in  the  North 
American  martlet,  it  should  be  shared  fairly  among  the  three  countries. 

The  meager  safeguard  provisions  in  the  Bush  negotiated  NAFTA,  the  reimposition  of 
tariffs,  will  not  have  a  significant  impact  on  the  investment  decisions  of  the  auto  companies; 
more  explicit  disincentives  to  moving  production  out  of  the  U.S.  are  needed.  Establishing  a 
minimum  production  share  for  the  U.S.  would  restrain  companies  from  cutting  back  U.S. 
production  capacity  and  adding  capacity  elsewhere  in  North  America;  it  would  prevent  the 
surge  in  imports  from  occurring. 

Unfortunately,  the  Administration  did  not  embrace  our  proposal  for  a  mari<et  share 
agreement  in  the  automotive  sector.  Instead,  it  accepted  an  "understanding"  (its  impact  would 
be  too  limited  for  it  to  be  called  an  agreement)  on  import  surges  that  merely  re-states  the  weak 
provisions  of  the  Bush-negotiated  NAFTA.  The  "early  warning  system"  that  the  Administration 
claims  is  established  in  the  agreement  is  nothing  more  than  an  opportunity  for  government 
officials  to  talk  to  each  other  about  potential  uses  of  the  NAFTA  import  surge  measures  and 
the  effectiveness  of  measures  already  adopted.  Such  discussions  could  have  taken  place 
without  the  benefit  of  supplemental  negotiations.  Thus,  the  opportunity  to  address  the  UAW's 
serious  concerns  about  the  imbalance  in  the  NAFTA  auto  provisions  was  completely  lost. 

With  respect  to  worker  rights  and  standards,  the  UAW  has  been  pressing  for  the 
inclusion  of  worker  rights  provisions  since  the  NAFTA  negotiations  were  first  proposed.  This 
issue  must  be  successfully  addressed  if  economic  integration  is  to  improve  wort<ers'  lives  and 
raise  their  living  standards.  We  believe  that  workers  in  the  U.S.,  Canada  and  Mexico  can  all 
benefit  from  negotiations  that  identify  worker  rights  and  minimum  labor  standards,  such  as 
hours  of  work,  minimum  wages,  and  safety  and  health  standards,  as  required  elements  of  fair 
and  mutually  beneficial  trade. 

We  strongly  believe  that  violations  of  these  rights  and  standards  must  then  be  subjected 
to  trade  sanctions.  U.S.  trade  laws  have  incorporated  language  that  is  instructive  for  these 
negotiations.  Conventions  of  the  International  Labor  Organization  (ILO),  the  recognized 
authority  on  international  wori<er  rights  and  standards,  have  been  the  basis  for  this  language 
as  adopted  in  the  Generalized  System  of  Preferences,  the  Overseas  Private  Investment 
Corporation  and  Section  301  of  U.S.  trade  law. 

In  our  eariier  testimony,  we  stated  that  all  nations,  rich  or  poor,  have  the  same  obligation 
to  recognize  and  satisfy  the  rights  of  workers  to  freedom  of  association,  to  organize  wort<ers 
and  bargain  collectively,  and  to  strike  without  interference  from  employers  or  governments. 
We  acknowledged  that  nations  can  differ  in  the  precise  manner  in  which  these  rights  are 
implemented  and  guaranteed,  but  that  workers  must  be  assured  they  can  be  effectively 
exercised. 

The  labor  supplemental  agreement  did  not  fulfill  this  objective  with  respect  to  union 
rights:  it  requires  only  the  enforcement  of  national  laws,  not  consistency  with  the  rights 
contained  in  ILO  conventions;  it  requires  only  consultations  between  governments  over  alleged 
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violations  of  these  rights  without  any  recourse  to  independent  review  or  trade  sanctions;  it 
establishes  no  process  for  reducing  the  wage  disparity  between  the  NAFTA  countries  and, 
thereby,  reducing  wage-depressing  competition  for  jobs  and  the  downward  pressure  on  living 
standards  and  wori<ing  conditions. 

These  critical  labor  rights  are  fundamental  to  the  functioning  of  independent  trade 
unions  and  a  vibrant  labor  movement  that  can  effectively  win  a  fair  share  of  the  wealth 
generated  by  economic  activity  for  the  workers  who  produce  that  wealth.  The  provisions  in  the 
NAFTA  labor  supplemental  agreement  are  far  more  restrictive  than  current  U.S.  law.  If  NAFTA 
is  implemented  in  this  form,  the  trade  sanction  remedies  for  worker  rights  violations  available  to 
American  workers  through  the  petitioning  process  under  the  GSP,  OPIC  and  Section  301 
statutes  would  be  effectively  withdrawn  for  situations  involving  Mexico  and  Canada  and  any 
subsequent  NAFTA  signatories.  Last  week,  Ambassador  Kantor  described  the  "ground- 
breaking" nature  of  the  labor  agreement  before  this  Subcommittee.  We  differ  with  him  on  this 
issue.  It  is  simply  unacceptable  for  this  supplemental  agreement  to  be  the  vehicle  for 
weakening  the  ability  of  American  workers  to  defend  themselves  against  worker  rights 
abuses  in  IVIexico  and  Canada. 

The  UAW's  objective  for  the  discussion  of  labor  standard  issues,  such  as  minimum 
wages,  child  labor  and  safety  and  health  standards,  was  to  raise  them  to  the  highest  level 
among  the  NAFTA  countries,  not  to  harmonize  them  at  the  lowest  common  denominator.  The 
UAW  projDOsed  that  a  timetable  for  reaching  the  toughest  standards  should  be  set.  Once 
reached,  these  standards  would  become  minimum  levels  that  could  be  improved  upon.  The 
UAW  even  prepared  a  paper  on  appropriate  NAFTA  standards  for  health  and  safety 
protections. 

On  these  labor  standards  issues,  the  supplemental  agreement  negotiated  by  the 
Administration  requires  only  enforcement  of  existing  national  laws.  There  is  no  upward 
harmonization  process,  and  no  sanctions  against  individual  violators.  While  review  of  alleged 
non-enforcement  of  these  standards  is  covered  by  the  agreement,  the  conditions  under  which 
these  reviews  are  conducted  are  extremely  restrictive.  The  issue  must:  involve  the  failure  of 
governmental  enforcement  (not  simply  a  violation  of  the  laws);  not  be  due  to  the  government 
simply  having  higher  enforcement  priorities  in  other  areas;  be  related  to  trade;  be  related  to  a 
"mutually  recognized  labor  law"  (an  issue  addressed  specifically  by  laws  in  both  parties  to  the 
dispute),  and;  involve  a  "persistent  pattern"  of  non-enforcement  (not  isolated  incidents).  Since 
several  of  the  mandated  criteria  set  forth  are  subject  to  interpretation,  the  number  of  violations 
of  minimum  wage,  health  and  safety  and  child  labor  laws  that  will  be  scrutinized  is  likely  to  be 
miniscule. 

Furthermore,  adequate  enforcement  of  even  this  limited  range  of  labor  standards  cannot 
be  assured  by  the  restrictive  process  set  forth  in  the  supplemental  agreement.  To  reach  the 
point  of  imposing  sanctions  against  a  government  (not  a  violator  of  labor  laws),  numerous 
procedural  steps,  each  taking  a  substantial  amount  of  time,  must  be  followed.  The  first  of 
these  is  convincing  the  National  Administrative  Office  (NAO)  of  one's  own  country  that  an  issue 
is  important  enough  to  be  raised  with  one  of  the  other  governments.  Following  this  stage: 
there  are  consultations  between  NAOs;  then  consultations  between  labor  ministers;  then  an 
Evaluation  Committee  of  Experts  can  be  convened  to  look  into  the  enforcement  practices  of  all 
three  NAFTA  countries;  then  the  labor  ministers  of  the  disputing  countries  consult;  then  the 
Ivlinisterial  Council  (all  three  labor  ministers)  consults;  then  a  two-thirds  vote  of  the  Ministerial 
Council  can  send  the  matter  to  the  NAFTA  dispute  settlement  process;  then  a  dispute 
settlement  panel  is  convened;  then  their  report  is  the  subject  of  more  consultation;  then  an 
action  plan  is  drawn  up  and  discussed;  then  a  fine  can  be  imposed;  then,  if  the  fine  is  not  paid 
by  Mexico  or  the  U.S.,  trade  sanctions  can  be  imposed  (Canada  refused  to  allow  trade 
sanctions;  its  own  courts  will  enforce  the  payment  of  the  fine).  That  is  the  process  that 
Ambassador  Kantor  describes  as  "teeth".  Significantly,  Mexico's  chief  NAFTA  negotiator  has 
stated  that  he  does  not  expect  any  dispute  to  reach  this  conclusion. 

The  issue  of  minimum  wages  is  of  particular  interest  to  the  UAW  because  of  our 
insistence  that  the  wage  disparity  between  the  U.S.  and  Mexico  must  be  substantially 
narrowed.  With  the  inflation-adjusted  value  of  wages  in  both  Mexico  and  the  U.S.  lower  than  in 
the  past,  there  is  a  serious  need  to  create  upward  pressure  on  wage  levels  so  wori^ers" 
incomes  will  grow  and  economic  development  strategies  based  on  higher  wages  can  be 
pursued. 

President  Salinas  has  apparently  stated  that  he  will  recommend  a  change  in  Mexican 
law  that  would  tie  the  minimum  wage  to  productivity  increases.  The  UAW  is  not  privy  to  the 
details  of  President  Salinas's  intentions,  but  we  can  categorically  state  that  the  labor 
supplemental  agreement  contains  no  provision  that  requires  Mexico's  minimum  wages  to 
increase  in  relation  to  productivity  gains.  Unless  and  until  Mexico's  minimum  wage 
incorporates  such  a  change,  there  is  no  basis  for  concluding  that  Mexican  wages  will  keep 
pace  with  improvements  in  productivity.  The  agreement  is  also  silent  on  the  disastrous  decline 
in  the  buying  power  of  Mexican  wages  during  the  decade  of  the  1980's. 

In  earlier  statements,  the  UAW  proposed  that  the  enforcement  mechanism  for  all  labor 
rights  and  standards  covered  by  the  labor  supplemental  agreement  be  modeled  on  the  NAFTA 
enforcement  mechanism  for  intellectual  property  rights  in  the  three  countries.  These  NAFTA 
provisions  require  incorporation  of  equivalent  standards  of  protection  for  intellectual  property 
rights  in  the  U.S.,  Canada  and  Mexico.  We  firmly  believe  that  labor  rights  must  be  equally 
guaranteed.  Goods  produced  under  conditions  that  violate  the  labor  agreement  and  are 
shipped  to  another  NAFTA  country  should  be  stopped  at  the  border  and  prevented  from 
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entering  by  local  authorities.  Under  such  an  enforcement  mechanism,  the  worker  rights  and 
standards  included  in  a  labor  agreement  would  have  the  same  protections  as  intellectual 
property  rights  obtained  under  the  Bush  negotiated  NAFTA.  The  use  of  this  trade  sanction 
mechanism,  then,  would  give  workers  the  same  assurance  as  property  owners  that  economic 
integration  will  not  weaken  their  ability  to  promote  their  own  economic  interests. 

When  Ambassador  Kantor  first  embari<ed  on  the  labor  negotiations,  he  cited  the 
intellectual  property  rights  enforcement  mechanism  as  an  example  of  one  that  had  "teeth". 
Sadly,  the  labor  agreement's  enforcement  lacks  such  teeth. 

The  agreement  reached  is  a  failure  in  two  respects:  first,  it  failed  to  remedy  the  Bush- 
negotiated  NAFTA's  shortcomings  and;  second,  it  failed  to  satisfy  the  goals  set  by  the  Clinton 
Administration  itself.  This  agreement  does  not  set  the  groundwori<  for  raising  labor  standards 
and  raising  wages  that  President  Clinton  said  he  would  achieve  when  he  spoke  to  the  UAWs 
Constitutional  Convention  in  June  1992. 

In  conclusion,  Mr.  Chairman,  we  appreciate  your  holding  this  hearing  on  the 
Administration's  NAFTA  package.  The  dangers  it  poses  are  very  important  to  American 
wori<ers.  The  deficiencies  of  the  Bush-negotiated  agreement  that  we  have  pointed  out  during, 
the  past  year  have  not  been  satisfactorily  addressed  by  the  supplemental  agreements.  The 
UAW,  therefore,  strongly  opposes  NAFTA.  We  urge  the  House  to  reject  the  implementing 
legislation  when  it  is  presented  to  Congress  later  this  year.  Thank  you. 
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Chairman  Gibbons.  Mr.  Payne. 

Mr.  Payne.  Thank  you  very  much,  Mr.  Bieber,  and  I  appreciate 
the  excellent  testimony  that  you  have  just  given  to  us.  In  the  inter- 
est of  time,  I  have  no  questions  and  yield  back  the  balance  of  my 
time. 

Chairman  Gibbons.  Mr.  Hoagland. 

Mr.  Hoagland.  Mr.  Bieber,  let  me  first  ask  you  sort  of  the  final 
question  of  Mr.  Donahue,  and  of  course  you  were  here  during  his 
and  my  dialog. 

There  obviously  are  extraordinary  advantages  to  NAFTA  too  for 
certain  sectors  of  the  economy,  certain  groups  of  people.  I  am 
thinking  of  the  agricultural  sector  in  States  like  Nebraska,  among 
others,  and  the  sort  of  final  question  is,  is  it  worth  holding  up  all 
the  benefits  of  NAFTA  for  some  sectors  of  the  economy  while  Mex- 
ico makes  those  fundamental  democratic  and  economic  changes 
that  Mr.  Donahue  is  arguing  need  to  be  made  to  adequately  protect 
American  and  Mexican  workers? 

I  mean,  that  is  sort  of  the  balancing  question  I  think  we  have, 
and  I  would  be  interested  in  your  thoughts  on  that. 

Mr.  Bieber.  Well,  I  am  going  to  be  very  candid  in  saying  that 
with  the  lack  of  provisions  in  the  agreement  that  go  to  the  very 
heart  of  raising  wages  for  the  workers  in  Mexico,  which  are  terribly 
low,  raising  the  living  standards  for  workers  in  Mexico,  if  you  are 
asking  me  to  cast  my  lot  and  the  lot  of  the  people  that  I  represent 
on  the  assumption  that  something  will  be  done  short  of  this — of  an 
agreement,  say  it  has  to  be  done  by  the  Mexican  Grovemment,  I 
don't  want  to  wait  for  that. 

I  heard  the  question  you  asked  Mr.  Donahue.  We  don't  have  to 
go — let  me  say  this:  If  there  were  strong  worker  rights  that  were 
allowed  in  Mexico,  if  people  had  a  right  to  freely  organize,  if  they 
had  the  right  to  bargain  for  wages,  freely  bargain  for  wages,  it 
would  be  a  different  matter. 

That  is  not  the  case  and  I  do  not  believe  it  will  become  the  case 
unless  something  is  done  in  an  agreement  that  we  reach  with 
them.  I  don't  want  to  go  to  ancient  history.  Let  us  look  for,  I  think, 
the  shining  example,  which  took  place  less  than  1  year  ago,  and 
that  was  when  Mr.  Agapedo  Gonzalez,  the  representative  for  the 
workers  in  the  Matamoros  area  of  Mexico,  sat  down  and  negotiated 
some  fair  and  reasonable  agreements,  that  the  companies  agreed 
with  him  across  the  table,  including  General  Motors  being  one  of 
the  major  companies,  and  within  a  matter  of  a  few  hours,  the  gov- 
ernment forces  swooped  down  on  Mr.  Agapedo  Gonzalez  and 
hauled  him  off"  to  jail,  using  the  argument  of  some  outstanding  tax 
problem  that  he  had,  which  everybody  knew,  not  only  in  Mexico 
but  I  would  doubt  that  there  were  few  in  the  world  that  didn't 
know  that  situation  was  there,  but  they  swept  him  out  and  it  dis- 
mantled and  it  broke  those  negotiations,  and  the  subsequent  agree- 
ments were  for  much  less  money,  much  less  increase  in  wages. 

It  was  interesting  that  after  the  negotiations  were  completed, 
somehow  the  Mexican  Government  found  it  OK  for  Mr.  Agapedo 
to — Gonzalez  to  return  to  Matamoros.  They  didn't  prosecute  him, 
but  I  just  use  this  as  an  example. 

I  have  been  to  Mexico.  We  have  meetings,  worldwide  meetings 
with  Ford  workers  and  General  Motors  workers  throughout  the 
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country.  I  am  the  president  of  the  auto  section  of  the  International 
Metal  Federation  Union,  so  I  have  the  opportunity  to  discuss  this 
with  workers  all  over,  including  Mexico,  and  Mr.  Donahue  gave  you 
an  example  of  what  happened  yesterday. 

If  you  want  my  own  opinion,  I  am  not  too  comfortable  going  into 
Mexico  because  people,  when  I  speak  out,  have  accused  me  of 
somehow  trying  to  undermine  or  assist  those  workers. 

The  workers  there  don't  have  the  opportunity  for  free  collective 
bargaining.  There  is  an  agreement  reached  between  the  CTM 
union  and  the  government  as  to  what  the  wage  schedules  are  going 
to  be,  the  El  Pacto,  as  they  call  it,  and  wages  are  kept  very,  very 
low. 

I  have  heard  wages  referred  to  here  this  morning  of  what  they 
are  and  how  they  are  going  to  buy  all  of  these  American  goods.  I 
have  got  the  latest  figure  on  wages  from  the  Chrysler  plants  in 
Mexico  because  I  am  in  negotiations  with  them  now. 

Now,  let's  talk  about  what  money  they  have,  and  it  is  not  stag- 
gering if  you  add  the  others  to  it,  but  what  money  they  have  to 
take  home.  Workers  in  the  Talutna  car  assembly  plant,  $2.15  an 
hour,  $2.15  an  hour.  Now,  I  want  to  know  how  they  are  going  to 
buy — first  of  all,  those  60,000  cars  which  the  administration  and 
the  people  who  negotiated  the  treaty  said  was  going  to  be  available 
to  be  exported  to  Mexico.  I  don't  know, 

I  have  known  Bill  Hoagland,  the  vice  president  of  General  Mo- 
tors for  a  long  time.  I  haven't  seen  him  for  a  few  weeks.  I  hope 
nothing  seriously  has  happened  to  him  because  that  commitment 
or  that  statement  that  is  in  USA  Today  that  somehow  he  says  we 
are  going  to  export  1  million  cars  to  Mexico  the  first  year  that  this 
agreement  is  in  place  is  absolutely  ridiculous,  unless  you  are  going 
to  give  them  away  as  prizes  in  Cracker  Jack;  because  there  is  no 
one  there  that  can  buy  them. 

I  gave  you  $2.15  an  hour  for  that  plant.  The  Longola  Alberta 
truck  assembly  plant,  $2.88.  You  know  what  is  happening?  They 
are  closing  that  plant.  That  plant  is  going  to  be  closed.  They  are 
building  a  new  plant  which  is  going  to  be  more  highly  productive 
and  I  will  wager  anybody  here  this  morning,  small  wager,  that  the 
wages  in  that  new  plant  will  not  be  $2.88.  Amazing  how  the  high- 
est wage  plant  is  picked  out  for  replacement. 

Now,  let's  go  to  the  maquiladoras.  In  the  maquiladora  plants,  it 
is  from  a  low  of  87  cents  an  hour  to  $1.13  an  hour.  So  when  every- 
body plays  with  these  figures  how  great  it  is  down  there,  I  have 
been  there.  I  visited  the  workers  there.  I  have  had  meetings  with 
them  up  here,  I  have  seen  the  squalor  in  which  they  live  along  the 
Rio  Grande  river. 

I  have  been  to  South  Africa  twice  in  the  last  5  years  and  I  have 
told  my  friends,  you  don't  have  to  go  as  far  as  I  did  to  see  the 
squalor  in  the  black  townships  of  South  Africa.  Just  go  down  across 
the  Rio  Grande  River  and  you  will  see  like  situations,  and  I  think 
it  is  terrible  and  for  anyone  to  suggest  that  if  this  agreement  goes 
through  which  is  going  to  enhance  the  movement  of  capital  of 
American  industry  to  Mexico  because  they  will  now  be  protected, 
the  investment  is  no  longer  at  risk,  and  say  to  me  without  some 
very  strong  language  and  agreement  that  they  are  all  going  to 
change,  I  don't  believe  that,  because  when  you  go  down  in  that 
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maquiladora  section,  you  will  be  able  to  recognize  the  operators 
there. 

They  are  good  old  American  companies  which  have  let  this  thing 
get  to  the  point  it  is,  and  they  are  not  going  to  change,  and  if  this 
agreement  goes  through,  it  is  going  to  take  jobs  to  Mexico. 

I  have  to  sit  at  the  bargaining  table  day  after  day  for  the  people 
who  work  in  this  union,  and  in  the  Big  3  it  is  bad  enough.  I  just 
came  out  of  negotiations  in  Ford.  It  is  bad  enough  there,  but  in 
every  parts  plant  every  day  you  £ire  faced  with  the  threat  before 
NAFTA,  we  will  move  the  jobs  to  Mexico  unless  you  lower  these 
wages.  And  now  protect  their  investments  in  that,  they  are  going 
to  go,  and  you  will  see  the  downward  pressure  on  jobs  here,  and 
by  the  way,  those  are  not  $17  an  hour  jobs  in  those  plants.  Those 
are  more  like  $10  an  hour  jobs  competing  with  those  wages  and  the 
company  is  still  willing  to  move  them. 

I  took  a  little  long  to  answer  your  question. 

Chairman  Gibbons.  This  is  kind  of  a  long-winded  discussion 
today. 

Mr.  HOAGLAND.  Let  me,  if  I  might,  Mr.  Chairman,  ask  Mr. 
Bieber  just  a  question  or  two  on  another  subject  and  that  is,  do  you 
think  it  makes  sense  as  this  subcommittee  and  the  full  committee 
prepare  the  NAFTA  legislation,  which  we  are  required  to  do  under 
the  fast-track  procedures,  to  include  some  trade  adjustment  assist- 
ance or  some  other  forms  of  assistance  that  will  be  available  to 
workers  who  lose  their  jobs  in  the  event  that  the  accord  is  ratified? 

What  is  your  position  on  that?  Would  it  be  helpful  to  strengthen 
that  and  make  it  more  workable  and  beef  up  that  program  so  that 
people  can  be  trained? 

Mr.  Bieber.  Well,  I  would  start  off  by  repeating,  I  think  the 
exact  words  that  Mr.  Donahue  repeated.  First  of  all,  there  is  no 
substitute  for  good  jobs.  There  is  no  substitute  for  good  jobs.  Now, 
obviously,  as  the  chairman  pointed  out,  we  have  been  proponents 
over  the  years  of  assisting  workers  who  are  displaced. 

We  have  had  an  opportunity,  at  least  we  think  we  have,  to  hear 
some  of  the  things  that  the  administration  might  be  talking  about 
as  to  a  bill  to  help  dislocated  workers.  There  are  some  things  in 
there  and  not  in  there  that  are  very  discomforting,  and  I  don't 
know  how  I  respond  to  what  might  be.  I  don't  know  what  that  is 
going  to  be. 

Certainly  I  think  we  have  to  step  up  the  responsibility  of  retrain- 
ing workers  with  or  without  a  NAFTA,  but  I  would  submit  to  you 
in  all  honesty,  and  I  might  just  say,  my  union  has  been  involved 
with  the  auto  companies  in  extensive  retraining  programs.  We  took 
money  out  of  the  collective  bargaining  process,  money  that  other- 
wise would  have  went  into  worker's  pockets  in  1981  and  1982  to 
make  training  programs  available,  quite  frankly,  at  the  time  the 
Federal  Government  was  retracting  in  that  area.  We  have  had 
broad  experience  in  that. 

We  have  retrained  a  lot  of  people  and  we  have  helped  a  lot  of 
people,  but  I  have  to  repeat  again,  as  the  jobs,  good  jobs  continue 
to  shrink,  and  we  have  witnessed  a  great  deal  of  that  in  the  last 
10  years,  and  from  everything  I  can  see  in  this  NAFTA,  it  is  going 
to  accelerate  the  shrinkage  of  more  good  jobs  out  of  the  auto  indus- 
try and  other  industries. 
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Retrain  a  person  for  what?  I  mean,  there  is  a  limit  to  what  jobs 
are  available.  We  have  got  high  unemployment  today,  and  you  just 
make  that  problem  worse  by  this  type  of  agreement.  So,  you  know, 
with  or  without  it,  we  are  interested  in  retraining  programs.  I 
think  that  is  needed,  I  think  it  makes  much  more  sense  to  make 
people  useful  citizens  again  rather  than  trying  to  give  them  some 
meager  assistance  on  a  dole  to  keep  the  wolf  away  from  the  door. 

Mr.  HOAGLAND.  Well,  thank  you,  Mr.  Bieber,  for  your  thoughts 
and  thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Mr.  Neal.  Ms.  Kennelly — excuse  me,  Bar- 
bara. 

STATEMENT  OF  HON.  BARBARA  B.  KENNELLY,  A  REPRESENTA- 
TIVE IN  CONGRESS  FROM  THE  STATE  OF  CONNECTICUT 

Mrs.  Kennelly.  Thank  you,  Mr.  Chairman,  and  good  morning, 
Mr.  Bieber,  and  I  am  very  sorry  that  I  had  to  be  held  up  and  I 
could  not  hear  Mr.  Tom  Donahue. 

I  would  like  to  cite  for  the  record,  Mr.  Bieber,  that  I  haven't  seen 
you  for  a  very  long  time.  I  haven't  talked  to  Tom  for  a  very  long 
time.  In  fact,  the  gentleman  of  the  famous  Reuther  name  sitting 
next  to  you,  I  haven't  even  talked  to  him  for  a  very  long  time,  yet 
if  you  read  the  Washington  Post,  you  would  be  told  that  I  talk  to 
you  all  the  time,  that  we  are  so  close,  and  that  you  forced  me  to 
make  the  decision  to  be  against  the  NAFTA,  and  that  only  the 
pressure  of  the  labor  unions  made  me  make  that  decision,  and  so 
I  am  going  to  say  this  morning  to  you,  it  is  very  nice  to  see  you, 
but  you  are  not  the  reason  that  I  made  that  decision  and  I  would 
have  to  say  the  same  to  Alan  and  to  Tom,  they  are  not  the  reason. 

The  reason  I  have  made  the  decision  not  to  support  NAFTA  con- 
cerns two  different  groups  of  people.  The  first  group  is  the  group 
I  represent.  I  come  from  Hartford,  CT.  The  greater  Hartford  area 
has  had  incredible  layoffs  due  to  a  number  of  things,  the  defense 
setbacks  and  the  realignment  of  the  whole  world. 

We  are  in  the  process  of  having  7,500  layoffs  at  Pratt  &  Whitney. 
Our  insurance  industry  is  changing  in  front  of  our  eyes,  and  so  I 
know  one  thing:  I  know  that  we  don't  have  adequate  job  training 
set  up  right  now  to  take  care  of  these  people  being  laid  off  let  alone 
adding  a  whole  new  group  of  people  that  wait  in  line  for  that  re- 
training. 

The  other  group  of  people  were  the  people  I  saw  when  I  went  to 
Mexico.  I  did  all  the  reading.  Mr.  Neal  and  myself,  we  travel  back 
and  forth  to  New  England.  We  are  both  history  buffs,  American 
history  buffs,  and  we  talk  about  the  various  books  we've  read.  I  fol- 
lowed how  we  have  had  workers  increase  their  livelihood,  how  we 
created  the  middle  class  because  of  our  wage  increases  over  the 
years,  and  now  we  see  this  heartbreaking  situation  where  we  are 
holding  out  on  the  standard  of  living  in  this  country.  I  saw  people 
down  in  Mexico  being  exploited,  literally  exploited  with  no  protec- 
tion for  those  individuals,  none  whatsoever. 

I  have  had  people  say  to  me,  how  can  you  be  against  the  NAFTA 
because  the  NAFTA  helps  insurance  companies.  I  had  an  insurance 
executive  in  my  office  the  other  day  and  I  often  see  insurance  ex- 
ecutives and  I  work  very  hard  to  help  the  people  who  work  for  in- 
surance companies.  I  told  him  the  bad  outweighs  the  good.  He  says, 
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you  don't  have  to  feel  badly.  The  law  says  we  can  have  49  percent 
of  an  insurance  company  down  there,  but  they  look  the  other  way. 
We  already  own  79  or  80  percent,  I  don't  know  which  it  was  but, 
they  look  the  other  way. 

Well,  they  look  the  other  way  all  the  time  down  in  Mexico.  That 
is  why  some  of  us  who  have  read  this  agreement  have  had  a  feeling 
of  such  pain,  as  I  know  you  do,  Mr.  Bieber,  and  I  know  Tom 
Donahue  does.  I  also  know  so  many  people  who  belong  to  the 
Democratic  party  and  believe  in  the  Democratic  party  feel  so  much 
pain  because  we  thought  when  we  had  a  Democratic  administra- 
tion nothing  like  this  would  have  happened.  I  know  what  happened 
in  Mexico,  and  I  feel  badly.  I  spent  a  good  deal  of  time  yesterday 
with  a  man  that  I  admire  so,  Mr.  Kantor,  to  discuss  this  situation. 
I  know  this  is  not  the  time  for  this  particular  proposal  in  this  coun- 
try if  we  are  going  to  retain  the  standard  of  living  we  want.  I  ask 
the  chairman  now  if  I  may  submit  a  statement. 

I  know  that  the  questions  went  on  rather  long  this  morning  and 
I  know  that  there  have  been  differences  of  opinion  and  will  con- 
tinue to  be.  I  said  to  Mr.  Reich  the  other  day.  Bob  Reich,  I  said, 
"Bob,  if  you  had  been  Secretary  of  Labor  for  the  last  12  years,  we 
could  do  the  NAFTA  because  we  would  have  the  job  training  pro- 
grams." 

But  we  don't  have  these  programs  and  so  this  is  a  painful  time 
for  many  of  us.  We  all  have  to  respect  the  difference  of  our  opin- 
ions. Mr.  Chairman,  I  ask  to  submit  a  statement  for  the  record. 

[The  following  was  subsequently  received:] 
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STATEMENT  OF  THE  HONORABLE  BARBARA  B.  KENNELLY 
COMMITTEE  ON  WAYS  AND  MEANS 

Thank  you  Mr.  Chairman.   Today,  this  Committee  embarks  upon 
a  difficult  task.   And  while  many  of  us  approach  the  North 
American  Free  Trade  Agreement  with  different  perspective  and 
different  views,  I  think  we  all  do  so  with  what  we  believe  to  be 
in  the  interest  of  our  country  and  our  economy. 

Two  years  ago,  I  joined  many  of  my  colleagues  in  support  of 
fast  track  authority  for  the  NAFTA  and  the  GATT.   I  did  so 
because  I  realized  the  importance  of  GATT  and  I  hoped  that  NAFTA 
would  become  a  positive  agreement  for  both  the  United  States  and 
Mexico. 

But  since  that  time,  this  country  has  been  beseiged  with 
economic  crisis  and  rising  unemployment.   My  state,  Connecticut, 
experienced  the  recession  early  on  and  is  still  suffering  as  is 
the  rest  of  New  England.   We  have  seen  our  manufacturing  base 
decline,  our  real  estate  markets  and  banking  industry  collapse, 
and  the  defense  industry  significantly  downsized.   Connecticut,  a 
leader  in  each  of  these  areas,  has  suffered  dramatically.   Forced 
to  watch  their  livelihoods  deteriorate,  Connecticut  residents 
have  experienced  unprecedented  unemployment  and  dislocation. 
Manufacturing  in  our  region  began  leaving  years  ago  to  low  cost 
labor  areas;  the  defense  industry,  a  fundamental  part  of  our 
economy  is  being  downsized  with  the  end  of  the  Cold  War,  as  are 
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many  other  companies. 

Connecticut  manufacturing  is  currently  experiencing  dramatic 
changes.   In  fact,  in  recent  months  we  were  afraid  we  were  going 
to  lose  trade  adjustment  assistance  or  TAA.   TAA  for  workers  and 
employees  has  been  of  extreme  importance  to  those  who  have  lost 
their  jobs  to  outside  competition.   Yet  despite  forward  looking 
retraining  programs  and  the  real  underlying  strengths  of  our 
economy,  we  simply  cannot  absorb  mroe  dislocated  workers  at  this 
time.   This  is  one  of  the  reasons  I  am  against  NAFTA.   NAFTA  will 
exacerbate  our  economic  difficulties  for  us.    The  timing  is 
wrong . 

I  have  waited  to  see  the  side  agreements  before  making 
judgement.   I  wanted  to  be  hopeful.   But  I  am  disappointed.   I 
would  have  like  to  have  seen  a  stronger  accord  and  more  forceful 
and  concrete  supplemental  agreements  with  regard  to  labor 
standards  and  environmental  concerns.   I  have  seen  first  hand  the 
living  conditions  around  the  maquiladoras .   And  I  have  been  to 
the  border;  I  have  seen  the  sewage  and  trash  floating  in  water 
sources.   Air  and  water  pollution  is  substantial  in  these  areas. 
In  addition,  I  am  concerned  that  at  this  point  in  the  process  no 
mechanism  for  funding  this  kind  of  enormous  environmental  cleanup 
has  been  designated. 

Wage  competition  with  Mexico  will  result  in  undercutting 
U.S.  manufacturing  wages.   Many  companies  have  admitted  moving  to 
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Mexico  purely  for  the  low  cost  labor.   American  firms  maintain  an 
upper  hand  in  the  sense  they  can  reduce  wages  to  compete  or 
threaten  to  move  to  Mexico  to  manufacture.   Rather  than  move, 
rather  than  reduce  wages  to  reach  minimal  competitiveness,  it  is 
far  more  important  for  American  firms  to  upgrade  our  workers' 
skills  and  invest  in  more  productive  machinery  and  equipment  - 
machinery  and  equipment  that  is  made  in  the  U.S.A. 

One  of  the  main  reasons  I  am  opposed  to  this  agreement  is 
the  huge  disparity  in  wages  between  U.S.  and  Mexican  workers. 
NAFTA  does  not  provide  any  mechanism  to  increase  these  wages . 
There  is  no  allowance  for  a  bargaining  unit,  no  room  for 
independent  unions.   Existing  labor  groups  in  Mexico  face 
uncertain  relations  with  the  government.   Proposed  investment  in 
Mexico,  intended  to  bring  about  new  jobs  and  better  training, 
does  not  ensure  better  wages.   Wages  are  minimal  and  there  is  no 
guarantee,  no  assurance  that  these  wages  will  increase  when  only 
a  minimal  standard  is  set  by  the  Mexican  government.   Low  wages 
will  prevail.   Since  it  is  clear  these  workers  won't  get  better 
wages,  two  things  are  bound  to  happen  -  more  American  companies 
will  move  to  Mexico  and  more  American  workers  will  lose  their 
jobs.   Our  standard  of  living  will  go  down.   Mexican  workers 
would  stay  the  same.   The  United  States  already  has  sources  of 
low- cost  labor.   We  don't  need  to  go  to  Mexico  for  that.   Mexican 
workers  are  too  poor  to  buy  American  goods.   I  cannot  accept  that 
the  U.S.  standard  of  living  will  go  down  and  it  will  go  down  with 
the  changes  that  will  occur  under  this  agreement. 
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Our  national  economy  is  struggling  to  regain  stability. 
This  must  be  a  priority  if  we  are  to  maintain  a  competitive 
advantage  with  Mexico  and  the  world.   We  still  face  far  too  many 
problems  at  home.   The  long-term  potentials  of  this  agreement  are 
admirable  yet  minimal  in  comparison  to  our  partners'  gains.   I  am 
not  against  a  North  American  free  trade  zone.   I  am  not  against 
improving  our  competitive  standing  in  the  international 
marketplace.   But  I  do  contend  that  this  particular  agreement 
lacks  sufficient  benefits  for  American  workers  and  American 
citizens. 
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Mrs.  Kennelly.  Mr.  Bieber,  thank  you,  I  am  glad  to  see  you  but 
you  didn't  force  me  to  do  it. 

Mr.  Bieber.  Nor  would  I,  and  whoever  wrote  that  story  does  not 
know  you  very  well,  because  I  would  not  try  with — other  than  with 
facts,  to  try  to  convince  anyone  as  to  their  position,  but  I  think  the 
facts  are  overwhelming  and  I  appreciate  the  statement  you  just 
made  and  it  is  a  difficult  time. 

I  pointed  out  repeatedly,  I  have  supported  President  Clinton.  I 
think  he  is  a  great  President.  I  was  delighted  when  he  laid  out  his 
health  care  package  last  night  and  I  am  going  to  join  some  people 
this  afternoon  to  show  our  support  for  it  again.  We  are  totally  be- 
hind him  on  this  particular 

Mrs.  Kennelly.  Mr.  Bieber,  can  I  interrupt  1  minute  and  tell 
you  what  I  think  happened  because  I  am  a  woman  who  voted  for 
fast  track?  I  knew  we  had  to  have  the  GATT  and  so  I  voted  for  fast 
track.  I  had  to  take  a  better  look  at  NAFTA,  and  I  had  to  take  a 
lot  of  time  to  come  to  this  decision. 

I  had  to  do  an  immense  amount  of  reading  and  then  I  even 
said — I  don't  even  travel  anymore.  I  went  to  Mexico.  I  think  what 
happened  to  Bill  Clinton,  our  President,  was  that  he  was  on  the 
campaign  trail  and  he  was  so  busy  on  that  trail  and  all  of  a  sudden 
he  realized  he  had  to  make  a  decision  about  NAFTA  and  he  was 
talking  to  very  well-off  people.  He  was  talking  to  people  that  can 
give  a  lot  of  money — just  that  if  you  are  well  off,  you  can  give  and 
you  can  do  certain  things  you  get  access  to  somebody  to  talk  to, 
and  he  didn't  have  the  moment  to  talk  to  the  people  as  he  is  right 
in  doing  today  on  health  care. 

He  went  into  the  streets  to  talk  about  health  care.  He  went  into 
the  communities  to  talk  about  health  care.  If  he  had  gone  and 
talked  about  NAFTA,  he  would  have  come  to  a  different  conclusion 
I  think,  but  I  can't  condemn  him  for  that  because  I  made  that  mis- 
take once  and  had  the  opportunity  to  have  a  second  shot. 

Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Mr.  Levin. 

Mr.  Levin.  No,  I  really,  Mr.  Chairman,  came  to  listen.  As  always, 
I  appreciate  the  opportunity  to  participate  as  kind  of  one  ad  hoc 
Member  of  the  committee,  and  I  have  found  the  interchange  fas- 
cinating and  I  appreciate  the  chance  to  be  here. 

I  would  just  add  that  I  think  what  the  impetus  is,  with  all  due 
respect  to  the  leaders  in  this  country,  is  a  feeling  at  the  grassroots 
and  the  rank  and  file.  That  is  what  is  propelling  this  deep  concern 
about  putting  together  two  such  different  economies  and  a  concern 
we  have  no  real  strategy  in  this  country. 

We  are  kind  of  hoping  for  the  best,  and  people  fear  the  worst. 

Thank  you  very  much. 

Chairman  Gibbons.  Nancy. 

Mrs.  Johnson.  Thank  you,  and  thank  you,  Mr.  Bieber,  for  being 
with  us  this  morning. 

You  know,  the  Mexican  market  has  in  the  past  not  formally  al- 
lowed foreign  investment. 

Mr.  Bieber.  For  some  reason  there  is  an  echo  here. 

Mrs.  Johnson.  Does  that  help  if  I  get  a  little  closer  to  the  micro- 
phone? 

Mr.  Bieber.  OK,  thank  you. 
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Mrs.  Johnson.  Can  you  hear  better  now? 

Mr.  BlEBER.  I  think  so. 

Mrs.  Johnson.  In  the  past,  Mexico  has  not  allowed  foreign  in- 
vestment of  a  controlling  level,  and  while  they  may  be  looking  the 
other  way  occasionally  here  and  there,  it  is  a  difficult  environment 
in  which  to  do  business. 

Now,  Mexico  recognizes  that  and  without  NAFTA,  they  will  cer- 
tainly open  foreign  investment  opportunity  to  nations  that  compete 
with  us  very  aggressively  in  the  auto  sector.  We  have  essentially 
no  tariffs  with  Mexico. 

What  do  you  think  would  be  the  consequence  of  Japanese  auto 
companies  building  plants  in  Mexico  using  Japanese  parts  and 
Mexican  labor  and  sending  cars  into  our  market? 

Mr.  BlEBER.  Well,  let  me  say  this,  I  have  great  concern  that  if 
you  enact  NAFTA  and  if  you  lower,  for  instance,  the  25-percent  tax 
on  pickup  trucks,  this  has  been  one  piece  of  the  market  that  we 
have  been  very  successful  in,  and  with  the  low  content  and  the  ad- 
justment of  how  you  get  to  that  content  which,  by  the  way,  is  much 
softer  than  our  agreement  with  Canada,  the  mechanism  on  how 
you  measure  that,  I  am  very  fearful  that  you  will  see  the  Japanese 
come  into  Mexico  and  build  pickup  trucks  there. 

Just  a  minute.  You  asked  me  the  question.  Let  me  try  to  answer 
it. 

The  25-percent  tax,  as  you  know,  drops  to  10  percent  imme- 
diately, and  the  additional  10  percent  disappears  over  5  years.  I 
think  it  is  a  great  incentive  to — ^for  the  Japanese  to  locate,  espe- 
cially pickup  truck  assembly,  in  Mexico  as  opposed  to  the  situation 
that  we  have  now. 

Mrs.  Johnson.  I  guess  the  point  I  wanted  you  to  address  was  for 
most  of  the  automobile  sector,  the  tariffs  on  automobiles  coming 
from  Mexico  into  America  are  very  low. 

Now,  the  Mexicans  don't  make  very  many  cars  right  now  and 
they  don't  make  a  car  of  a  quality  that  is  popular  in  America,  but 
since  there  would  be  no  barriers  to  imports  into  America,  if  Mexico 
opened  its  market  to  foreign  investment  and  the  Japanese  came  in 
and  built  factories  in  Mexico  with  no  domestic  content  requirement, 
that  is  in  NAFTA,  that  is  not  in  Mexican  law. 

So  if  they  came  into  Mexico,  used  entirely  Japanese  parts,  and 
you  know  what  a  long  hard  battle  we  have  jointly  been  involved 
in  to  try  to  force  transplant  auto  companies  in  America  to  at  least 
open  their  bidding  to  American  parts,  and  we  have  made  a  lot  of 
progress  in  that  arena,  but  Japanese  investors  building  plants  in 
Mexico  importing  Japanese  parts,  100  percent  Japanese  parts,  and 
coming  into  our  market  with  essentially  no  tariffs. 

Now,  that  would  produce  a  significant  new  competitive  problem 
for  the  American  auto  industry.  Don't  you  think  it  would? 

Mr.  BlEBER.  Well,  first  of  all,  you  have  some  Japanese  plants 
there  now.  I  just  pointed  out  the  fear  I  have  under  NAFTA  and  the 
relaxation  of  the  25-percent  tariff  on  pickup  trucks.  In  addition  to 
that,  to  suggest  that  the  Japanese  would  locate  in  Mexico  and  ship 
all  their  parts  from  Japan,  I  see  nothing  that  would  support  that 
theory  because  there  are  Keiretsu  operations  in  the  United  States 
now  who  have  more  capacity  than  what  they  are  required  to 
produce  at  the  moment  for  their  transplant  home  plants. 
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In  addition  to  that,  because  of  the  yen  situation,  you  are  seeing 
more — ^you  are  going  to  see  more  movement  of  those  kind  of  plants 
to  the  United  States.  You  just  saw  the  announcement  on  the  part 
of  Honda,  so  that  I  don't  see  them  necessarily  coming  there  to  take 
advantage  of  sending  parts  in  from  Japan. 

The  other  thing  that  I  am  concerned  about  is  under  this  NAFTA, 
I  see  a  great  exodus  of  parts  operations  going  to  Mexico.  We  have 
seen  that  already  in  the  captive  plants,  but  there  is  great  pressure 
going  to  be  exerted  on  those  independent  part  suppliers  to  relocate 
in  Mexico  and  take  advantage  of  the  cheap  wages  and  ship  those 
parts  back  into  the  United  States. 

By  the  same  token,  they  are  available  then  to  build  parts  for  a 
Japanese  company  that  you  suggest  might  come  in  there.  I  think 
as  a  greater  invitation,  a  greater  invitation  for  the  Japanese  to  lo- 
cate facilities,  to  produce  the  pickup  truck  under  NAPTA  than  it 
is  for  them  to  come  in  there  under  any  other  circumstances  without 
the  NAFTA  agreement. 

Mrs.  Johnson.  The  pickup  truck  is  only  a  part  of  the  market  and 
that  is  a  special  case. 

Mr.  BlEBER.  It  is  a  big  part  of  the  market  though. 

Mrs.  Johnson.  But  the  biggest  part  of  the  market  is  automobiles 
and  the  reason  the  Japanese  haven't  built  more  plants  in  Mexico 
is  because  they  have  been  constrained  by  Mexican  law,  and  if  those 
constraints  are  lifted,  which  of  course  Mexico  would  do,  then  we 
are  going  to  have  far  more  autos  coming  in  made  in  Mexico  with 
no  tariff  barriers,  and  talk  about  challenge  to  your  workers  2ind 
lowering  America's  standard  of  living,  I  think  that  represents  a  far 
greater  threat. 

I  would  rather  deal  now,  as  we  ought  to  be  able  to,  with  the  job 
training  issue,  which  we  should  have  done  better  and  we  can  do 
better  and  we  can  get  those  resources  in  place  in  a  fairly  reason- 
able period  of  time,  but  when  I  look  at  the  small  companies  in  Con- 
necticut that  are  getting  new  orders,  they  can't  locate  in  Mexico. 
They  don't  have  the  resources,  but  they  can  supply  the  Mexican 
market,  and  the  Mexican  buyers  are  up  in  very  significant  numbers 
in  Connecticut  planning  deals  that,  if  NAFTA  doesn't  go  through, 
will  then  be  canceled. 

I  am  concerned  that  you  take  so  casually  the  threat  of  Japan  in- 
vesting in  Mexico  and  importing  the  parts  from  Japan,  because 
that  is  exactly  what  they  did  when  they  first  came  here.  It  is  pre- 
cisely what  they  did  when  they  first  came  here  and  we  had  to  bat- 
tle to  get  them  to  buy  American  parts. 

Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Thank  you. 

Mr.  BlEBER.  I  can  only  answer  you  this,  that  the  things  you  are 
talking  about,  I  would  submit  to  you,  that  the  Japanese  are  able 
to  do  that  now.  They  just  can't  sell  in  Mexico  unless  they  have  high 
local  content  and  I  think  the  proof  is  in  the  pudding. 

There  hasn't  been  a  great  exodus  or — there  hasn't  been  a  great 
influx  of  Japanese  companies  into  Mexico  now. 

Mrs.  Johnson.  The  point  I 

Mr.  BlEBER.  I  would  point  out  again  and  I  would  underscore 
again  when  you  talk  about  my  concern  and  the  workers  in  your 
area,  my  concern  is  that  under  NAFTA,  I  see  a  great  temptation 
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and  great  pressures  to  lower  the  wage  structure  of  the  workers  in 
your  area  as  well  as  in  the  Midwest,  and  I  see  a  great  exodus  of 
those  companies  going  to  Mexico  to  take  advantage  of  the  low 
wages. 

Mrs.  Johnson.  Well,  in  my  district,  Mr.  Bieber,  I  have  seen  com- 
panies come  back  from  Mexico  because  our  workers  are  so  much 
more  productive.  Such  a  better  work  force,  access  to  raw  materials 
is  so  much  better.  If  wages  were  the  only  thing  that  counted,  we 
would  have  seen  a  lot  more  exodus  than  we  have,  and  furthermore, 
if  wages  are  the  issue,  you  don't  need  to  go  to  Mexico.  You  can  go 
to  Haiti  or  anyplace  else  nearby  with  cheap  wages. 

Mr.  Bieber.  Can  I  just  mention 

Mrs.  Johnson.  Just  a  second,  let  me  get  back  to  the  point.  The 
trucks  that  you  talk  about  under  NAFTA  would  have  to  be  built 
with  stiff  domestic  content  requirements,  and  otherwise  they  won't. 

You  haven't  seen  a  lot  of  investment  by  the  Japanese  auto  com- 
panies in  Mexico  because  Mexican  law  makes  it  very  difficult,  but 
if  NAFTA  doesn't  go  through,  Mexico  will  change  its  law  in  regard 
to  the  Asian  producers  because  they  need  capital  to  produce  goods 
to  build  their  economy.  The  evidence  that  I  see  in  my  district  is 
new  orders  and  new  jobs  in  Connecticut  as  a  consequence  of 
NAFTA,  and  I  am  excited  about  that,  and  when  our  auto  compa- 
nies bring  plants  back  from  Mexico  and  say  their  exports  will  go 
from  1,000  to  60,000,  frankly  to  me,  60,000  cars  is  jobs. 

Mr.  Bieber.  Well,  let  me  just  answer  that.  First  of  all,  as  I  said 
before,  you  can  pluck  anything  off  of  the  tree  that  you  want  to.  I 
would  like  to  see  someone  show  me,  first  of  all,  where  you  get  the 
60,000  from — I  haven't  seen  those  figures.  Nobody  has  supplied 
them  to  me. 

Now,  we  have  Mr.  Hoagman  who  says  it  won't  be  60,000,  it  will 
be  1  million.  If  people  who  are  proposing  NAFTA  get  much  more 
worried,  we  will  probably  have  2  million  in  the  newspaper  tomor- 
row. Now,  you  know,  I  can  give  you  any  figure  you  want  as  well. 

I  heard  all  of  this,  this  bantering  around  about  1,000  jobs  that 
were  brought  back  to  Lansing,  Mich,  by  General  Motors.  We  are 
very  proud  that  those  1,000  jobs  producing  Cavaliers  for  Canada, 
sale  in  Canada,  not  in  Mexico,  was  brought  back  to  Lansing. 

Now,  when  you  talk  about  what  kind  of  numbers  this  means, 
let's  take  that  60,000  that  they  say  will  be  exported  to  Mexico  in 
the  first  year.  Let's  look  at  what  that  means  in  terms  of  workers. 

In  today's  modem  assembly  plants,  you  will  generate  about 
250,000  to  260,000  units  per  year  with  3,000  people  working  two 
shifts.  So  if  I  give  you  the  wide  side  of  the  math  on  both  of  them, 
that  would  tell  me  that  60,000  exports  to  Mexico  would  generate 
out  to  600  jobs  in  one  assembly  plant.  If  you  multiply  that  by  2V2 
times  and  assume  that  you  are  going  to  get  all  of  the  support  oper- 
ations in  the  United  States,  then  if  I  gave  you  the  long  end  of  that 
calculation,  you  are  talking  roughly  about  2,000  jobs. 

So  we  shouldn't  get  carried  away  on  that,  because  I  will  again 
bet  you  a  small  wager  that  you  will  have  far,  far  more  loss  of  jobs 
going  to  Mexico  than  that  what  is  entwined  in  that  60,000  cars,  but 
I  want  someone  to  tell  me  who  is  going  to  buy  those  60,000  cars. 
Who  is  going  to  buy  that  1  million  that  Mr.  Hoagman  talks  about 
today? 
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He  probably  won't  appreciate  it  when  I  move  over  to  his  location 
in  about  3  weeks  for  negotiations  when  I  keep  repeating  that  figure 
to  him.  I  hope  he  is  as  generous  with  me  at  the  bargaining  table 
as  he  is  with  this  suggestion  of  1  million  cars  going  to  Mexico. 

If  it  isn't,  my  life  will  be  much  better  off,  but  the  point  is,  this 
NAFTA  that  we  are  now  looking  at  is  not  the  best  we  can  do.  We 
can  do  better  than  that. 

I  heard,  I  think  it  was  Mr.  Matsui,  who  I  respect  totally,  this 
morning  make  the  statement,  well,  once  you  have  an  agreement, 
that  never  changes,  and  he  alluded  to  the  auto  industry.  Well,  I 
have  to  remind  some  people  here  that  they  apparently  forgot  about 
Chrysler.  We  had  an  agreement  there.  We  didn't  sit  there  when  it 
necessitated  change.  We  walked  up  to  the  table  and  we  made  con- 
siderable change. 

I  would  like  to  remind  people  in  1981  and  1982  the  same  was 
true  at  CJeneral  Motors  and  at  Ford.  I  would  tell  you  in  all  candor, 
I  am  faced  with  those  kinds  of  situations  every  day  where  I  have 
to  make  changes.  A  great  deal  of  them  because  the  pressure  on 
those  small  plants  to  reduce  wages,  to  reduce  health  care  benefits, 
to  reduce  every  kind  of  fringe  is  buttressed  in  99  percent  of  the  ar- 
guments with  the  threat  that  we  will  go  to  Mexico,  and  some  of 
them  have  gone. 

A  few  have  come  back,  a  very  few,  and  with  this  NAFTA,  with 
the  investment  protection  that  is  in  there,  it  won't  just  be  a  threat, 
it  will  be  the  doing  of  that,  and  we  are  going  to  lose  more  jobs  and 
I  pray  that  it  won't  be  up  in  your  area. 

By  the  way,  some  of  that  bearing  loss  up  there  in  all  candor  was 
due  to  change  of  product  as  well. 

Chairman  Gibbons.  Well,  can  we  go  on?  I  want  to  report  that 
your  alumni  associates  who  transplanted  to  Florida  is  alive  and 
healthy  and  appearing  at  all  my  neighborhood  meetings  and  mak- 
ing their  pitch.  They  are  right  in  there. 

Mr.  BlEBER.  I  have  told  them  that  we  have  had  at  times  maybe 
a  stormy  relationship,  but  we  have  respect  for  one  another,  and  I 
made  a  point  to  tell  them,  you  stop  and  talk  to  my  friend,  Sam  Gib- 
bons. 

Chairman  Gibbons.  They  do  and  it  helps  swell  the  ground  and 
I  appreciate  them  coming.  They  always  stir  up  a  little  controversy 
and  a  little  controversy  makes  those  meetings  better. 

Let  me  ask  you,  though,  I  have  been  listening  to  this  debate,  and 
I  understand  where  you  are  coming  from.  I  understand  what  I 
think  this  is  all  about,  but  it  seems  to  me,  one,  if  we  reject  NAFTA, 
all  the  things  that  you  are  complaining  about  are  still  going  to  be 
there,  but  if  we  accept  NAFTA,  we  have  got  an  opportunity  to  send 
American  assembled  cars  into  Mexico. 

Am  I  wrong? 

Mr.  Bieber.  Well,  if  we  say  would  there  be  some  number  of  addi- 
tional cars  exported,  if  I  conceded  that,  I  don't  know  whether  it  is 
1  or  it  is  50  or  what  the  number  might  be. 

I  know  that  the  numbers  that  are  being  talked  about  out  there, 
sir,  are  ridiculous. 

Chairman  Gibbons.  I  can't  argue  with  that  because  they  are  all 
kind  of  ridiculous. 
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Mr.  BiEBER.  My  point  is,  at  what  price?  At  what  price  do  we  do 
that?  And  the  price  in  my  opinion  under  this  NAFTA  is  extremely 
high.  It  is  extremely  high  in  the  loss  of  jobs  from  the  United  States 
going  to  Mexico,  and  I  think  we  can  do  better. 

You  know,  I  get  a  little  concerned  that  somehow  we  have  to  ad- 
just— accept  an  agreement  because  somebody  else  says,  well,  if  you 
don't  accept  this,  we  are  not  going  to  talk  to  you  and  we  are  not 
even  going  to  negotiate  that. 

If  I  had  done  that  in  Ford  Motor  Co.  1  week  ago,  you  know  where 
we  would  be?  We  would  be  out  on  the  street  if  they  had  done  that 
to  me.  Did  I  get  everything  I  wanted?  No.  How  did  we  do  it?  We 
brought  it  together.  It  is  a  good  contract  that  I  am  very  happy 
with,  but  the  point  that  I  keep  hearing  over  and  over  is,  well,  Mex- 
ico is  saying  if  you  don't  do  this,  we  are  not  going  to  talk  to  you 
again. 

I  would  submit  that  if  you  look  on  the  scales,  who  has  the  most 
to  gain?  It  is  the  Mexicans,  and  I  think  they  realize  that.  I  am  at 
a  loss  as  to  why  we  didn't  insist  on  some  of  the  things,  Mr.  Chair- 
man, that  I  pointed  out  here. 

I  cannot  understand,  for  instance,  how  we  come  to  an  agreement 
in  auto  which  says  the  Canadians  retain  the  auto  pact,  and  I  am 
not  opposed  to  that,  the  Mexicans  retain  the  support  of  the  Mexi- 
can auto  decree,  and  I  am  not  opposed  to  that,  if  we  are  given 
something.  But  we  are  left  for  everybody  to  pick  us  apart. 

People  say,  well,  this  is  a  win-win  situation.  Well,  if  it  is  a  win- 
win  situation,  if  the  market  goes  up,  then  shouldn't  we  all  be  able 
to  participate  in  that  equally?  And  that  isn't  what  is  done  here.  We 
have  been  left  hanging  here  and  we  are  going  to  lose  a  lot  of  jobs, 
my  friend,  and  that  is  why  I  am  opposed  to  it. 

I  have  good  friends  who  are  on  the  other  side  of  this  argument. 
We  are  going  to  continue  to  be  good  friends,  but  I  am  going  to  do 
everything  in  my  power  to  bring  our  side  of  the  argument  into  the 
open  because  I  think  it  is  legitimate  and  I  think  it  is  for  the  well- 
being  of  America. 

Chairman  Gibbons.  Let  me  leave  you  with  a  little  hope.  My 
automobile  dealers,  some  of  them  have  made  some  trips  to  Mexico 
as  tourists,  and  I  have  talked  to  a  few  of  them  when  they  have 
come  back  and  they  say,  you  know,  when  I  got  down  there  on  this 
holiday,  I  went  around  and  looked  at  the  Mexican  auto  sales 
places. 

I  don't  think  any  of  them  are  planning  to  move  there.  They  are 
kind  of  happy  where  they  are  in  the  United  States  here.  They  said 
they — ^you  Imow,  looking  at  the  prices  on  Mexican  cars,  Mexican  as- 
sembled cars,  they  can  sell  American  assembled  cars  there  cheaper 
than  those  Mexican  cars.  That  is  what  my  auto  dealers  tell  me. 

They  think  they  can  sell  American  assembled  cars  in  Mexico 
cheaper  than  those  Mexican  dealers  are  now  selling  Mexican  as- 
sembled cars.  That  is  what  they  are  telling  me.  I  don't  know 
whether  they  are  right  or  not,  but  most  of  them  make  pretty  good 
livings  and  they  are  pretty  good  business  folks. 

Mr.  BlEBER.  Well,  they  may — ^you  know,  they  may  be  right.  I  am 
not  going  to  argue  that  point  now  because  I  don't  know.  You  whet 
my  appetite.  I  will  do  a  little  checking. 
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But  my  point  still  is,  Mr.  Chairman,  you  know,  I  have  lived 
under  the  situation  now  where  automobiles  are  produced  down 
there  at  very  low  wages,  and  by  the  way,  I  should  say  this:  I  heard 
this  morning  about  the  type  of  plants  and  the  Mexican  workers. 

When  you  go  down  there,  if  you  have  a  chance,  go  into  those 
plants  and  you  will  see  that  in  those  plants  in  Mexico  that  are 
American-owned  plants,  the  latest  technology  is  in  those  plants.  I 
have  to  tell  you,  sir,  some  technology  that  we  do  not  have  in  our 
plants  in  America.  The  engine  plant  in  Cleveland,  the  Ford  engine 
plant  is  just  getting  in  a  new  line — some  of  the  technologies  that 
they  have  had,  and  I  would  never  suggest  that  the  Mexican  work- 
ers aren't  intelligent,  aren't  adaptable.  They  are. 

And  when  you  provide  for  them  this  type  of  latest  equipment  and 
these  low  wages,  it  is  an  impossible,  impossible  task  to  compete, 
and  yet  when  I  look  at  the  cars  that  were  built  down  there,  they 
are  shipped  back,  some  of  them  totally  for  sale  only  in  the  United 
States  and  Canadian  market.  They  aren't  a  dime  less  than  the  cars 
produced  here,  not  one  dime  less. 

You  know,  I  hear  all  these  figures  about,  well,  we  have  rolled 
this  back  and  forth.  You  have  to  understand  that  now  the  produc- 
tion in  Mexico — for  instance,  in  Ford  in  the  Escort,  a  lot  of  the  Es- 
corts are  now  produced  in  Mexico.  If  that  had  not  been  the  case, 
the  plant  up  in  New  Jersey  would  not  have — they  would  be  produc- 
ing that  car.  It  was  sent  to  Mexico. 

There  are  all  kinds  of  ways  how  we  have  lost  jobs,  but  I  keep 
coming  back  to  the  point  that  in  this  NAFTA  now,  the  investment 
is  protected.  They  don't  have  to  take  the  gamble  they  had  before, 
and  common  sense  tells  me  that  if  you  had  the  exodus  before  with- 
out that  protection,  you  are  going  to  have  it  far  greater  now. 

Chairman  Gibbons.  I  apologize  to  all  the  other  witnesses.  Let  me 
ask  you  this:  What  is  to  stop  the  Mexicans  from  unilaterally  doing 
on  investment  what  they  have  done  trilaterally  on  investment? 

It  is  totally  within  their  decision  as  to  whether  they  would  move 
to  protect  those  investments,  if  it  is  such  a  good  deal  for  them. 
They  don't  need  our  consent  to  protect  our  investments. 

Mr.  BiEBER.  Well,  I  can't  answer  what  the  Mexicans  might  or 
might  not  do. 

Chairman  Gibbons.  I  understand. 

Mr.  BiEBER.  But  I  do  come  back  to  my  premise.  The  Mexicans 
want  this  treaty  and  I  can  understand  why.  The  Mexican  Govern- 
ment is  spending  large  sums  of  money  for  lobbying  and  so  on  in 
this  country,  and  we  all  know  that. 

I  think  the  Mexicans  recognize  that  it  is  to  their  best  interest  to 
work  out  a  treaty  with  us.  I  am  sorry  that  we  didn't  do  a  better 
job  at  negotiating  that  treaty.  I  think  we  can.  I  honestly  know  that 
you  can  and  that  is  what  I  think  we  ought  to  do,  and  I  agree  with 
Majority  Leader  Gephardt's  statements.  I  think  he  is  absolutely 
right. 

Chairman  GIBBONS.  Well,  thank  you.  As  always,  you  are  a  good 
witness. 

Mr.  BiEBER.  Thank  you,  Mr.  Chairman 


STATEMENT  OF  JACK  H.  WATSON,  JR.,  CHAIR,  ABA  TASK 
FORCE  ON  NAFTA,  AMERICAN  BAR  ASSOCIATION 

Chairman  Gibbons.  Let's  go  now  to  the  American  Bar  Associa- 
tion, Mr.  Watson. 

Mr.  Watson.  Good  morning,  Mr.  Chairman,  Members  of  the  com- 
mittee. 

Chairman  Gibbons.  Good  morning,  Mr.  Watson.  It  is  afternoon 
now. 

Mr.  Watson.  It  is  about  afternoon,  yes,  sir. 

Chairman  Gibbons.  You  have  been  sitting  here  very  patiently.  I 
have  observed  you  over  there. 

Mr.  Watson.  It  is  an  important  subject,  as  all  of  us  know.  Mr. 
Chairman,  my  name  is  Jack  Watson,  I  am  a  practicing  lawyer  in 
Atlanta,  GA. 

I  am  here  to  testify  on  behalf  of  the  American  Bar  Association 
at  the  request  of  the  American  Bar  Association  president,  Mr.  Bill 
Ide.  The  ABA  supports  approval  of  NAFTA  because  it  advances  the 
goals  of  democratization,  more  open  markets  and  freer  trade  agree- 
ments that  the  United  States  has  been  promoting  and  pursuing 
consistently  since  1945,  and  also  because  it  extends  and  incor- 
porates respect  for  the  law,  respect  for  due  process,  for  the  rule  of 
law,  into  an  international  trade  agreement  in  ways  that  are  un- 
precedented. From  a  legal  point  of  view,  which  is,  of  course,  the 
point  of  view  from  which  I  speak  on  behalf  of  the  American  Bar 
Association,  NAFTA  is  a  model  for  future  trade  agreements. 

Other  organizations  and  individuals  such  as  Mr.  Donahue  and 
Mr.  Bieber  have  appeared  very  ably  before  this  subcommittee  to 
address  other  economic  and  policy  issues  raised  by  the  agreement, 
particularly  the  agreement's  effect  on  U.S.  jobs.  I  will  not  address 
those  issues.  My  comments  on  behalf  of  the  American  Bar  Associa- 
tion will  be  limited  to  the  substantial  legal  benefits  of  the  agree- 
ment to  the  United  States  and  its  citizens. 

First,  Mr.  Chairman,  the  agreement  creates  a  stronger,  fairer, 
more  impartial  and  more  open  legal  framework  for  the  conduct  of 
economic  relations  between  the  United  States  and  Canada  and 
Mexico  than  has  ever  existed  before  in  the  history  of  trade  rela- 
tions between  and  among  those  three  countries. 

The  agreement  encourages  and,  almost  inevitably,  will  engender 
improvements  in  the  legal  infrastructure  of  Mexico.  When  I  refer 
to  legal  infrastructure,  I  am  referring  to  court  systems  and  judicial 
due  process,  the  publication  of  rules  and  the  clarity  of  procedures 
and  processes  in  the  legal  context. 

I  would  respectfully  note,  Mr.  Chairman,  that  legal  infrastruc- 
tures, court  systems  and  the  like,  are  as  important  to  a  developing 
country's  progress  and  its  success  as  a  trade  partner  in  an  ever  ex- 
panding global  market  as  the  physical  infrastructures  of  roads  and 
bridges  and  schools  and  telecommunication  systems  are. 

Second,  NAFTA  will  significantly  expand  and  enhance  the  legal 
rights  and  remedies  of  United  States  businesses  and  investors, 
both  large  and  small,  that  want  to  sell  their  goods  and  services  and 
invest  their  money  in  Mexico  and  Canada.  It  will  enhance  the  fair- 
ness and  due  process  available  to  U.S.  businesses  and  investors  in 
those  countries  Mr.  Chairman.  It  will  level  the  playing  field,  if  you 
will,  for  U.S.  companies  and  individuals  that  do  business  there.  It 
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is  difficult  for  us  to  understand  as  lawyers  how  a  level  plajdng  field 
would  be  something  that  the  United  States  would  shy  away  from 
on  any  grounds. 

Third,  it  is  a  simple  and  irrefutable  fact  that  NAFTA  contains 
the  most  advanced  and  carefully  crafted  dispute  resolution  mecha- 
nisms of  any  trade  agreement  the  United  States  has  ever  nego- 
tiated. Those  mechanisms  for  dispute  resolution  are  designed  both 
to  avoid  disputes  wherever  that  is  possible,  and  to  resolve  them 
where  the  avoidance  of  the  disputes  is  not  possible,  that  would  oth- 
erwise impede  international  commerce. 

Perhaps  more  importantly,  Mr.  Chairman,  those  dispute  resolu- 
tion provisions  apply,  not  only  to  disputes  among  the  three  coun- 
tries regarding  interpretation  of  the  agreement  itself,  but  to  dis- 
putes between  individual  investors  and  the  host  country.  In  other 
words,  NAFTA  guarantees  an  investor's  private  right  of  action 
against  a  state  party.  These  are  unprecedented  legal  rights  in  the 
content  of  an  international  trade  agreement. 

Fourth,  the  NAFTA  side  agreements  also  contain  dispute  resolu- 
tion mechanisms  for  disputes  involving  environmental  laws  and 
labor  related  to  worker  health  and  safety,  child  labor  and  minimum 
wages,  whenever  those  laws  are  implicated  in  the  production  of 
goods  and  services  that  are  traded  between  the  parties  to  the 
agreement. 

Mr.  Chairman,  we  have  heard  this  morning  from  Mr.  Donahue 
and  Mr.  Bieker  an  insistent  criticism  that  this  agreement  does  not 
go  far  enough,  in  its  protection  of  legitimate  labor  issues  and  con- 
cerns. I  would  only  point  out  that  NAFTA  and  its  side  agreements 
go  further  than  any  international  trade  agreement  has  ever  gone 
in  linking  labor  and  environmental  issues  to  trade. 

It  is  a  breakthrough,  a  beachhead,  a  groundbreaking  event  in 
these  areas  that  NAFTA  represents. 

Indeed,  as  has  been  pointed  out  by  others,  NAFTA  is  the  first 
trade  agreement  in  history  to  incorporate  labor  and  environmental 
standards  into  the  subject  matter  of  the  agreement.  So  we  are 
faced  here  Mr.  Chairman,  to  some  extent  with  the  proverbial  ques- 
tion of  whether  the  glass  is  half  empty  or  half  full.  In  terms  of 
labor  considerations  and  environmental  considerations,  I  would  re- 
spectfully submit  to  this  subcommittee,  that  before  NAFTA,  we  had 
nothing  but  an  empty  glass. 

This  is  also  the  first  agreement  to  provide  mechanisms,  work- 
able, practical,  effective,  clearly  stated  mechanisms  for  investigat- 
ing and  resolving  claims  that  one  country  has  gained  an  unfair 
trading  advantage  over  another  country  by  failing  to  enforce  its 
own  environmental  or  labor  standards. 

Chairman  Gibbons.  Mr.  Watson,  could  I  interrupt  you  here? 

Mr.  Watson.  Yes,  sir. 

Chairman  Gibbons.  We  have  got  a  vote  on  that  may  be  impor- 
tant. Could  you  hold  it  and  I  will  be  right  back  as  quick  as  I  get 
over  there  and  vote? 

Mr.  Watson.  Yes,  sir.  Thank  you. 

Chairman  Gibbons.  Excuse  me. 

Mr.  HOAGLAND  [presiding].  The  committee  will  stand  in  recess 
for  about  10  minutes  pending  the  completion  of  the  current  vote. 

[Recess.] 
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Chairman  GIBBONS  [presiding].  Jack,  please. 

Mr.  Watson.  Mr.  Chairman,  did  you  wish  me  to  resume? 

Chairman  GIBBONS.  Yes,  sir,  please. 

Mr.  Watson.  When  we  were  interrupted,  Mr.  Chairman,  I  was 
saying  that  the  labor  and  environmental  side  agreements  also  es- 
tablish enforcement  mechanisms.  They  provide  for  substantial  fines 
under  specified  circumstances  and  situations,  and  they  impose,  as 
a  remedy  of  last  resort,  denial  of  NAFTA  benefits.  I  mention  these 
factors  because  they  make  it  clear  that  the  side  agreements,  con- 
trary to  assertions  from  opponents  to  these  agreements,  do  have 
teeth. 

And  finally,  Mr.  Chairman,  contrary  to  many  unfounded  asser- 
tions to  the  contrary,  NAFTA  will  not  and  does  not  undermine  U.S. 
sovereignty.  It  will  not  limit  the  ability  of  Federal,  State  or  local 
authorities  to  enact  stringent  health,  safety  and  environmental 
standards.  It  will  not  permit  the  NAFTA  dispute  resolution  panels 
to  overturn  or  ignore  U.S.  standards,  it  will  not  change  or  override 
U.S.  law.  In  effect,  Mr.  Chairman,  NAFTA  and  the  side  agreements 
are  designed  quite  simply  to  require  the  signatory  countries  to  en- 
force their  own  laws. 

For  all  these  reasons,  Mr.  Chairman,  the  American  Bar  Associa- 
tion, on  whose  behalf  I  am  privileged  to  speak  this  morning, 
strongly  supports  congressional  approval  of  NAFTA.  It  is  an  agree- 
ment which  we  believe  represents  an  unprecedented  advance  of 
U.S.  domestic  and  international  economic  and  legal  interests.  It  is 
also  £m  agreement  which  embodies,  in  ways  and  to  a  degree  never 
before  achieved  in  an  international  trade  agreement  important 
legal  principles  of  due  process,  impartiality,  fairness,  dispute  reso- 
lution, and  in  general,  the  rule  of  law. 

Thank  you  for  permitting  me  to  appear  this  morning. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  JACK  H.  WATSON.  JR., 

CHAIR,  AMERICAN  BAR  ASSOCIATION 

TASK  FORCE  ON  NAFTA 

Mr.  Chairman  and  Members  of  the  Subcommittee: 

My  name  is  Jack  H.  Watson,  Jr.  I  am  a  member  of  the  American  Bar  Association 
and  I  am  testifying  today  on  behalf  of  the  ABA  at  the  request  of  R.  William  Ide,  III. 
President  of  the  Association. 

The  ABA  is  pleased  to  appear  before  the  Subcommittee  in  support  of  the  approval 
of  the  Nonh  American  Free  Trade  Agreement  ("NAFTA").  The  ABA  commends  the  U.S.. 
.Mexican  and  Canadian  governments  for  their  efforts  to  establish  principles,  rules, 
procedures  and  institutions  for  trade  and  economic  relations  among  the  three  countries. 
NAFTA  represents  the  culmination  of  years  of  negotiations  aimed  at  promoting  free  trade 
in  goods  and  services  and  liberalizing  investment  throughout  North  America.  The 
Agreement  is  consistent  with  the  United  States'  bilateral  and  multilateral  trade  negotiations 
since  1945,  working  toward  more  open  markets  and  freer  trade.  Indeed,  NAFTA  advances 
those  goals  and  successfully  embodies  longstanding  U.S.  objectives.  The  ABA  believes  that 
NAFTA  should  be  approved  pursuant  to  existing  fast-track  authority. 

NAFTA's  key  successes  include  strict  deadlines  for  the  elimination  of  all  tariffs  on 
agricultural  and  industrial  goods  produced  in  NAFTA  coimtries.  The  ehmination  of  these 
tariffs  will  promote  U.S.  exports.  Since  U.S.  duties  are  already  low  and  Mexico's  are 
relatively  high,  the  reduction  in  Mexican  duty  rates  will  provide  a  proportionately  greater 
opportimity  for  U.S.-based  firms  to  expand  sales  in  Mexico.  In  addition,  NAFTA  will  open 
the  service  sectors  in  both  Mexico  and  Canada,  creating  substantial  opportunities  for  U.S. 
expons.  Even  though  the  U.S.  legal  profession  did  not  gain  the  degree  of  access  to  Mexico 
and  Canada  it  had  hoped,  the  ABA  nevenheless  supports  the  Agreement  as  a  matter  of 
principle  and  because  we  believe  its  many  achievements  far  outweigh  its  deficiencies. 
NAFTA's  government  procurement  sections  will  increase  access  to  pubUc  sector  projects, 
providing  U.S.  companies  with  substantial  new  opportunities.  NAFTA  also  assures  non- 
discrimination against  foreign  investment  within  the  NAFTA  coimtries,  ends  local  content 
rules  and  eliminates  expon  performance  requirements.  Furthermore,  the  strengthening  of 
intellectual  property  rights  accomplished  by  the  Agreement  will  promote  exports  of  high- 
technology  and  entertaiimient  products,  a  strong  growth  area  for  the  United  States. 

Other  individuals  and  organizations  have  appeared  before  this  Subcommittee 
addressing  the  economic  and  policy  issues  raised  by  the  Agreement,  such  as  its  effect  on 
U.S.  jobs.  The  ABA  wishes  to  address  a  different  issue  which  we  believe  merits  greater 
attention  than  it  has  received  to  date.  It  is  one  which  the  ABA  is  perhaps  uniquely  qualified 
to  address. 

The  ABA  wishes  to  address  today  the  specifically  legal  benefits  of  the  Agreement 
concluded  by  the  United  States,  Canada  and  Mexico.  We  wish  to  emphasize  the  benefits 
to  the  United  States  of  the  creation,  through  the  Agreement,  of  a  stronger  legal  framework 
for  the  condua  of  economic  relations  among  the  participating  countries,  but  especiaUy 
between  the  United  States  and  Mexico.  NAFTA  will  expand  the  legal  rights  and  remedies 
of  U.S.  exporters  and  investors  -  both  small  and  large  -  and  will  enhance  the  fairness  and 
due  process  available  to  parties  appearing  before  administrative  agencies  and  tribunals 
under  the  domestic  laws  of  their  countries.  NAFTA  creates  mechanisms  to  resolve  and 
avoid  disputes  that  may  otherwise  impede  international  commerce.  It  establishes  a  legal 
infrastructure  for  the  trade  and  investment  that  the  Agreement  is  intended  to  promote. 

I.          NAFTA  Will  Strengthen  the  Rule  of  Law  in  Trade  and  Investment  Relations 
Between  the  United  States.  Mexico  and  Canada 

The  United  States  has  consistently  strived  for  increased  transparency  and  impartiality 
in  international  dispute  resolution.  Such  disputes  should  be  resolved  according  to  clear  rules 
that  all  panics  can  understand,  and  they  should  be  resolved  by  neutral  decision-makers. 
NAFTA  includes  imponant  and  far-reaching  advances  in  establishing  transparency  and  the 
fundamental  prinaple  of  due  process  before  impartial  decision-makers.  The  objectives 
embodied  in  NAFTA  reflert  goals  which  the  ABA  has  long  supported.  This  transparency 
ana  predictability  will  be  of  enormous  benefit  to  U.S.  industries  and  U.S.  workers.  For 
example,  Willard  Workman  in  his  September  15,  1993  testimony  before  the  Subcommittee 
on  behalf  of  the  U.S.  Chamber  of  Commerce  noted  that  a  primary  benefit  of  NAFTA  is  that 
it  would  "[bjuild  a  commercial  dispute  settlement  process  that  works." 
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The  legal  infrastructure  established  by  NAFTA  will  serve  not  only  to  resolve  disputes 
efficiently,  but,  perhaps  more  importantly,  will  allow  and  encourage  parties  to  avoid  disputes 
by  spelling  out  the  applicable  trade  rules  and  dispute  resolution  procedures.  NAFTA  will 
define  the  rules  of  commerce  between  the  United  States,  Mexico  and  Canada  with  far 
greater  clarity  than  now  exists.  It  will  create  opportunities  for  consultation  and  conflict 
management  at  the  govemment-to-govenunent  level.  Private  panies  will  be  able  to  rely  on 
published  rules  and  more  open  decision-making  processes,  and  they  can  expect  more 
prediaable  and  understandable  results. 

NAFTA,  indeed,  contains  the  most  advanced  dispute  resolution  mechanisms  of  any 
trade  agreement  the  United  States  has  negotiated.  These  dispute  resolution  mechanisms 
are  necessarily  complex.  They  address  serious  U.S.,  Mexican  and  Canadian  concerns 
regarding  difficult  issues  such  as  sovereignty,  fairness  and  standardization  in  the  context  of 
differing  (i.e..  civil  and  common  law)  legal  systems.  The  great  differences  in  their  legal 
systems  make  the  successful  negotiation  of  the  dispute  resolution  procedures  in  the 
.Agreement  all  the  more  impressive. 

Of  course,  the  United  States,  Mexico  and  Canada  have  close  and  active  trade  and 
investment  relations  at  present.  With  or  without  NAFTA,  these  relations  will  undoubtedly 
continue  to  grow  closer  as  the  economies  of  the  three  countries  become  more  integrated. 
.Many  disputes  have  cenainly  arisen  under  present  arrangements.  Up  to  now,  there  has 
frequently  been  no  effective  means  of  resolving  them  short  of  unilateral  aaion  by  one 
government  and  retaliation  in  response.  These  disputes  have  often  been  the  cause  of 
friction  at  the  diplomatic  level.  NAFTA  creates  mechanisms  to  resolve  disputes  that  allow 
a  greater  degree  of  public  participation  and  afford  the  participants  a  significantly  greater 
degree  of  due  process  than  existed  before.  These  mechanisms  are  far  superior  to  the  state 
of  affairs  that  currently  exists,  and  will  continue  to  exist,  if  NAFTA  is  not  adopted. 

n.        Key  Dispute  Resolution  Provisions 

In  1992  a  Joint  Working  Group  of  the  American  Bar  Association,  the  Canadian  Bar 
Association  and  the  Barra  Mexicana  specificaUy  recommended  the  adoption  of  adequate  and 
soimd  NAFTA  dispute  resolution  procedures  embodying  shared  legal  values  The  Joint 
Working  Group  urged  their  governments  to  adopt  procedures  that  include:  (i)  the 
establishment  of  a  tribunal  to  decide  disputes  concerning  the  interpretation  and  application 
of  NAFTA,  (ii)  broad  recourse  of  private  panies  in  respea  of  trade  disputes  with  which  they 
are  concerned,  and  (iii)  an  effective  and  flexible  system  for  the  identification  an 
management  of  disputes.^  The  dispute  resolution  procedures  of  NAFTA,  as  signed,  are 
consistent  with  these  recommendations. 

A.         Chapter  2Q  Disputg  Sgttlgmgnt 

Chapter  20  provides  a  rapid,  efficient  and  effective  means  of  dispute  resolution 
among  the  panies  to  the  Agreement  It  builds  on  and  expands  Chapter  18  of  the  U.S.- 
Canada Free  Trade  Agreement  ("CFTA").  Like  Chapter  18  of  the  CFTA,  Chapter  20  of 
NAFTA  reflecu  careful  negotiating  and  balancing  of  the  varied  interests  of  sovereign 
governments  with  the  desire  for  quick  and  forceful  decisions. 

Chapter  20  creates  a  framework  for  settling  disputes  relating  to  the  implementation 
or  interpretation  of  the  Agreement.  Under  Chapter  20,  any  NAFTA  government  ("Party") 
may  invoke  procedures  to  resolve  a  dispute  concerning  NAFTA's  interpretation  or 
applicatioa  Chapter  20  also  contains  procedures  allowing  a  Party  to  challenge  a  measure 
of  another  Party  as  being  inconsistent  with  NAFTA  or  as  nullifying  or  impairing  benefits 
that  a  Party  reasonably  expects  to  obtain  under  the  Agreement.  (Art.  2004) 


1.  SSS.  "Dispute  Settlement  Under  a  North  American  Free  Trade  Agreement." 
Recommendation  of  the  Joint  Working  Group  of  the  American  Bar  Association,  the 
Canadian  Bar  Association,  and  Barra  Mexicana.  approved,  February,  1992.  26  Ml 
Law.  855  (1992). 
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Paralleling  Chapter  18  of  the  CFTA,  NAFTA  Chapter  20  creates  three  tiers  of 
dispute  resolution.  The  Complaining  Party  must  first  request  consultations  with  the 
offending  Party,  which  consultations  may  be  joined  by  the  third  Party.  (Art.  2006)  If  the 
Panies  fail  to  resolve  their  differences  through  consultations,  a  Party  may  request  a  meeting 
of  the  Free-Trade  Commission.^  (Art.  2007)  If  the  Commission  is  unable  to  reach  an 
acceptable  resolution,  a  Party  may  request  that  the  matter  be  referred  to  an  arbitration 
panel.  (An.  2008)  The  intent  of  the  Agreement  is  that  the  Parties  will  both  agree  to  and 
implement  the  decision  of  the  arbitration  panel,  if  the  dispute  reaches  that  stage.  (Art 
2018) 

Chapter  20  successfuUy  integrates  the  difficult  objectives  of  resolving  disputes  among 
the  Parties  while  reaching  a  fair  result,  and  it  does  so  in  the  least  confrontational  manner 
possible  while  respecting  each  Party's  sovereignty.  The  three-tiered  structure  of  Chapter  20 
emphasizes  resolution  of  disputes  by  mutual  accord,  but  recognizes  the  need  for  definitive 
and  fair  resolution  of  disputes  where  accord  cannot  be  reached.  The  panel  selection  process 
establishes  a  more  impartial  decision-making  body  than  does  the  CFTA  because  Chapter 
20  requires  a  Party  to  select  panehsts  from  another  Party's  roster  rather  than  from  its  own. 

The  final  provisions  of  Chapter  20  state  a  clear  preference  for  resolution  over 
retaliation,  providing  that  "[w]herever  possible,  the  resolution  shall  be  non-impiementation 
or  removal  of  a  measure  not  conforming  with  this  Agreement  or  causing  nullification  or 
impairment . . .  ."  (Art.  2018.2)  However,  if  the  Responding  Party  implements  or  fails  to 
remove  the  complained-about  measure,  the  Complaining  Party  may  suspend  NAFTA 
benefits.  (Art.  2019.1) 

B.        Chapter  19  Binational  Panel  Review 

Chapter  19  of  NAFTA  expands  Chapter  19  of  the  CFTA  by  extending  to  Mexico  and 
Mexican  products  the  binationaJ  panel  review  process  for  antidimiping  duty  ("AD")  and 
coimtervailing  duty  ("CVD")  determinations.  The  central  feature  of  Chapter  19  is  the 
replacement  of  domestic  judicial  review  of  AD  and  CVD  determinations  with  review  by 
binational  panels  comprised  of  nationals  from  the  involved  Parties.  The  Parties  reserve  the 
right  to  apply  their  law  (Art.  1902),  and  binational  panels  must  apply  the  standard  of  review 
and  general  legal  principles  that  would  be  applied  in  a  national  court.  (Art  1904.3) 
NAFTA,  like  the  CFTA,  establishes  strict  deadlines  for  panel  review,  ensuring  a  final 
decision  within  315  days  of  the  request  for  panel  review.  (Art.  1904.14)  Article  19  provides 
for  appeal  of  the  panel's  decision  to  a  special  body  established  under  the  Agreement  if  a 
panel  either  (i)  does  not  follow  domestic  law,  (ii)  seriously  departs  from  a  fundamental  rule 
of  procedure,  or  (iii)  manifestly  exceeds  its  powers,  authority  or  jurisdiction.  (Art  1904.13) 
Likewise,  a  Party  may  appeal  a  panel  decision  if  a  panelist  violates  the  rules  of  conduct 
(Art.  1904.13)  In  addition,  NAFTA  includes  a  provision  not  found  in  the  CFTA  which 
provides  for  consultations  if  one  Party  believes  that  the  domestic  law  of  another  Party 
threatens  the  effectiveness  of  the  panel  process.   (Art.  1905) 

Chapter  19  panels  have  played  a  key  role  in  the  success  of  the  CFTA.  The 
replacement  of  national  courts  by  binational  panels  addressed  Canada's  desire  for 
involvement  in  the  decision-making  process.  Similarly,  the  315-day  deadline  for  panel 
decisions  eased  Canada's  concern  surroimding  delays  in  U.S.  courts.  In  turn,  U.S.  concerns 
with  transparency  led  Canada  to  amend  its  law  to  permit,  for  the  first  time,  judicial  review 
of  the  Deputy  Minister's  decisions  concerning  the  existence  of  dumping  or  countervailable 
subsidies.  Without  commenting  on  the  result  in  any  particular  case,  it  is  fair  to  say  that  the 
process  established  for  binational  panel  reviews  under  the  CFTA  has  functioned  well. 

Similarly,  Chapter  19  panels  were  an  important  issue  in  NAFTA  negotiations  and, 
again,  significant  benefits  will  accrue  from  their  use.  Chapter  19  provides  for  independent 
review  of  Mexican  AD  and  CVD  determinations  where  none  now  exists.  In  addition, 
NAFTA  requires  Mexico  to  amend  its  domestic  laws  to  provide  greater  opportunity  for 
participation  in  the  administrative  process  by  allowing  full  participation  by  interested  parties, 


Article  2001  creates  a  Free-Trade  Commission  composed  of  Cabinet-level  officials 
or  their  designees  to,  among  other  things,  assist  in  dispute  resolution. 
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and  by  providing  both  written  notice  of  actions  by  the  competent  investigating  authority  and 
access  by  counsel  to  relevant  information.  These  provisions  will  significantly  increase  the 
transparency  and  impartiality  of  the  Mexican  trade  remedy  system. 

Indeed,  Chapter  19  of  NAFTA  represents  a  significant  improvement  over  its  CTTA 
counterpart  in  that  it  establishes  a  special  body  -  the  Extraordinary  Challenge  Committee 
("ECC)  -  to  review  binational  panel  decisions.  To  ensure  that  the  ECC  provides  an 
adequate  restraint  on  the  panel  process,  Chapter  19  directs  the  ECC  to  review  the  legal  and 
factual  analyses  underlying  panel  decisions  to  determine  if  the  panel  violated  a  fundamental 
rule  of  procedure  or  exceeded  its  power,  authority  or  jurisdiction.  An  ECC  may  also  be 
convened  to  review  whether  a  panelist  violated  the  rules  of  conduct  NAFTA  extends  the 
period  during  which  the  ECC  must  determine  whether  a  panel  has  disregarded  its  mandate 
to  90  days  from  the  30  days  allotted  in  the  CFTA.  These  changes  provide  greater  assurance 
that  the  panel  process  will  not  lead  to  arbitrary  or  unfair  decision-making 

C.        Chapter  11:  Investor-State  Disputes 

Perhaps  the  most  significant  achievement  in  the  area  of  dispute  resolution  under 
NAFTA  are  the  provisions  of  Chapter  11  that  create  a  mechanism  for  resolving  disputes 
between  individual  investors  and  the  host  Party.  When  a  Party  has  breached  an  obligation 
established  in  Section  A  of  Chapter  11,^  the  injured  investor  may  bring  a  claim  on  its  own 
behalf  or  on  behalf  of  an  enterprise  it  controls.  (Arts.  1116  and  1117)  In  the  event  of  a 
dispute,  NAFTA  requires  that  the  disputing  parties  first  try  to  settle  the  dispute  through 
consultations.  (Art  1118)  If  such  efforts  fail,  however.  Chapter  11  provides  for  referral  to 
arbitration.  (Arts.  1119  to  1121)  By  signing  NAFTA,  each  Party  consents  to  submit  such 
disputes  to  arbitration.  (Art.  1122)  This  consent  to  arbitration  is  a  significant  step  forward, 
as  it  provides  an  international  forum  for  adjudicating  such  disputes,  while  preserving  an 
investor's  recourse  to  local  courts  if  the  investor  so  chooses.^ 

NAFTA  is  a  significant  advancement  over  the  CFTA  because  these  provisions 
guarantee  an  investor's  private  right  of  action  against  a  state  Party.  Moreover,  these 
provisions  bring  NAFTA  into  line  with  the  longstanding  U.S.  policy  of  promoting  the 
settlement  of  investment  disputes  through  international  arbitration  -  a  goal  long  favored  by 
the  ABA. 

m.       NAFTA  Sidt  Agrggmgnts 

The  NAFTA  side  agreements  also  represent  a  significant  accomplishment  in  terms 
of  dispute  resolution  mechanisms.  The  side  agreements  recognize  that  labor  and 
environmental  issues  can  affect  trade,  particularly  between  neighboring  states.  They 
recognize,  for  example,  that  differing  standards  of  living,  wage  rates  and  labor  laws,  among 
other  factors,  may  encourage  immigration  or  the  relocation  of  businesses.  Similarly, 
differing  health  and  enviroimiental  standards  and  differing  enforcement  policies  can  play  a 
role  in  encouraging  companies  of  one  state  to  relocate  in  another  state  in  order  to  avoid 
stricter  enviroimiental  enforcement  or  to  reduce  the  costs  of  regulatory  compliance.^  Of 


3.  Section  A  of  Chapter  11  creates  requirements  for  standards  to  be  applied  by  a  Party 
to  investors  of  another  state.  For  example,  it  requires  that  each  Party  accord 
national  and  MFN  treatment  to  investors  of  other  Parties.  (Arts.  1102  and  1103) 
It  also  embodies  an  international  minimal  standard  of  treatment  (Art  1105), 
prohibits  various  performance  requirements  (Art  1106)  and  provides  for  protection 
under  international  law  (including  compensation)  in  the  event  of  expropriation.  (Art 
1110) 

4.  Mexican  agreement  to  third-party  arbitration  of  investment  disputes  marks  a 
departure  from  its  traditional  view  restricting  investors  to  local  courts  for  the 
resolution  ol  such  disputes. 

5.  The  investment  provisions  of  NAFTA,  however,  discourage  Parties  from 
attempting  to  attract  investment  by  lowering  or  relaxing  health,  safety  or 
environmental  standards,  and  encourage  them  to  undertake  investment  activities 
in  an  environmentally  sensitive  way.   (Article  1114) 
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course,  the  location  of  businesses  near  a  border  can  have  environmental  effects  on  the 
neighboring  state.  In  the  past,  there  has  often  been  no  alternative  but  to  address  the  trade 
effects  of  such  labor  and  environmental  issues  in  relatively  unstructured  political  or 
diplomatic  arenas  where  unrelated  considerations  may  often  affea  the  outcome  of  such 
disputes.  The  side  agreements  create  an  institutional  framework  with  rules  and  procedures 
for  addressing  these  issues,  providing  significantly  greater  opportunities  for  pubhc 
participation  in  their  resolution. 

The  side  agreements  establish  Commissions  relating  to  labor  and  enviroimiental 
cooperation  that  have  three-part  structures.  At  the  apex  is  a  Coimcil  consisting  of  one 
person  from  each  Party  of  cabinet-level  or  equivalent  rank.  Independent,  central 
Secretariats  headed  by  Executive  Direaors  chosen  by  the  Councils  will  carry  out  the  work 
of  the  Commissions.  The  Councils  and  the  Secretariats  will  be  advised  by  15-person  Joint 
I*ublic  Advisory  Committees.-^ 

The  side  agreements  allow  Parties  to  bring  and  resolve  complaints  that  another  Party 
is  engaged  in  a  persistent  pattern  of  failure  to  enforce  either  its  enviroimiental  laws  or  its 
labor  laws  relating  to  health  and  safety,  child  labor  and  minimum  wage,  where  mutually 
recognized  environmental  or  labor  laws  and  the  production  of  goods  or  services  traded 
between  the  Parties  are  implicated.  If  the  Council  cannot  resolve  the  dispute,  any  Party 
involved  in  the  dispute  may  request  that  the  dispute  be  resolved  by  an  arbitral  panel.  A 
two-thirds  vote  of  the  Coimcil  is  required  to  convene  an  arbitral  panel  to  hear  the  dispute. 
If  the  Council  votes  to  convene  an  arbitral  panel,  the  Parties  selert  the  arbitral  panel  from 
an  established  panel  of  experts,  including  experts  on  environmental  or  labor  matters,  as 
appropriate. 

If  the  arbitral  panel  rules  for  the  Complaining  Party,  the  Parties  have  60  days  in 
which  to  agree  on  an  action  plan  to  address  the  pattern  of  failure  of  enforcement.  If  the 
panies  do  not  agree  on  an  action  plan,  then  the  panel  may  be  reconvened  between  60  and 
120  days  after  issuing  its  final  report  in  order  either  to  evaluate  an  action  plan  proposed  by 
the  Party  subjert  to  the  complaint  or  to  create  its  own  action  plan.  At  this  time,  the  panel 
may  impose  a  fine  of  up  to  $20  million  on  the  Party  subject  to  the  complaint. 

The  panel  may  also  function  to  oversee  implementation  of  an  action  plan  and  may 
be  reconvened  to  ensure  that  the  Party  subject  to  the  complaint  is  fully  implementing  the 
action  plaiL  A  Party  that  does  not  fully  implement  the  action  plan  is  subject  to  a  fine. 

Ongoing  enforcement  actions  may  be  brought  against  a  Party  subject  to  a  complaint 
that  either  (i)  fails  to  pay  a  fine  or  (ii)  continues  not  to  enforce  its  environmental  laws  or 
labor  laws.  In  this  situation,  Mexico  and  the  United  States  are  subject  to  having  NAFTA 
benefits  equivalent  to  the  amount  of  the  assessment  suspended  by  the  Complaining  Party. 
Canada,  on  the  other  hand,  is  subject  to  the  Conmiission's  collection  of  fines  and 
enforcement  of  an  action  plan  in  summary  proceedings  before  a  Canadian  court  of 
competent  jurisdiaion  if  a  Complaining  Party  so  requests. 

In  short,  the  side  agreements  do  have  'teeth."  They  establish  enforcement 
mechanisms,  provide  for  substantial  fines  and  impose,  as  a  remedy  of  last  resort,  the  denial 
of  NAFTA  benefits.  These  remedies  create  incentives  for  compliance  that  do  not  now  exist. 
The  dispute  resolution  procedures,  however,  are  designed  to  resolve  disputes  long  before 
they  reach  the  stage  where  fines  are  imposed  or  benefits  are  denied.  These  procedures  do 
not  remove  labor  and  environmental  issues  entirely  from  the  political  or  diplomatic  arena. 


In  addition,  the  labor  side  agreement  estabhshes  an  Evaluation  Committee  of 
Experts  ("ECE")  to  evaluate  patterns  of  practice  in  the  enforcement  of  a  Party's 
occupational  safety  and  health  or  other  technical  labor  standards.  The  ECE 
constitutes  the  second  step  in  the  dispute  resolution  process,  following  the  failure 
of  Ministeriaa  consultations.   The  ECE  is  composed  of  three  members  seleaed 
from  a  roster.  After  the  ECE  issues  its  report  to  the  Council.  Parties  may  again 
consult.   If  this  second  round  of  consultations  fails,  a  Party  may  request  a  special 
session  of  the  Council.   If  the  Council  fails  to  resolve  the  dispute,  then  the 
Council,  by  majority  vote,  may  convene  an  arbitral  panel. 
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Nevertheless,  the  side  agreements  represent  a  significant  step  toward  applying  legal  ryles 
with  more  transparent  and  predictable  decision-making  processes  to  the  resolution  of  these 
disputes. 

IV.      NAFTA  and  the  Side  Agreements  Will  Not  Undermine  U.S.  Sovereignty 

Opponents  of  NAFTA  have  argued  that  it  will  undermine  the  sovereignty  of  the 
United  States  by  restricting  the  U.S.  Government's  ability  to  enact  or  repeal  laws  and 
regulations  for  the  protection  or  benefit  of  its  citizens,  and  by  ceding  certain  areas  of 
authority  to  supranational  entities  such  as  the  panels  and  other  commissions  established 
under  the  Agreement.  NAFTA  will  not  imdermine  U.S.  sovereignty.  It  recognizes  and  gives 
precedence  to  obligations  in  international  agreements,  but  the  obligations  in  such 
agreements  have  already  been  undertaken  by  the  United  States,  Mexico  and  Canada.^ 
NAFTA  does  not  create  stricter  or  different  standards  that  supersede  such  international 
obligations  or  supplant  the  authority  of  national  governments  in  such  areas. 

NAFTA  will  not  limit  the  ability  of  federal,  state  and  local  authorities  to  enact 
stringent  health,  safety  and  environmental  standards.  Rather,  NAFTA  explicitly  preserves 
the  right  of  countries,  and  their  states  and  localities,  to  choose  the  level  of  health,  safety  or 
environmental  proteaion  they  consider  appropriate,  including  measures  more  stringent  than 
international  standards.  Chapter  9  allows  Parties  to  establish  measures  to  pursue  the 
"legitimate  objectives  of  safety  or  the  protection  of  human,  animal  or  plant  life  or  health, 
the  enviromnent  or  consimiers  .  . . ."  (Art  904.2)  However,  "[n]o  party  may  prepare,  adopt, 
maintain  or  apply  any  standards-related  measure  with  a  view  to  or  with  the  effect  of  creating 
an  unnecessary  obstacle  to  trade  between  the  Parties."  (Art  904.4)  A  measure  is  not  an 
uimecessaiy  obstacle  to  trade  if  (a)  the  "demonstrable  purpose  of  the  measure  is  to  achieve 
a  legitimate  objective"  and  (b)  "the  measure  does  not  operate  to  exclude  goods  of  another 
Party  that  meet  that  legitimate  objective."  M  Moreover,  although  Parties  are  required  to 
use  international  standards  where  appropriate,  they  have  the  full  power  to  enact  a  more 
appropriate  standard  if  they  can  demonstrate  that  the  international  standard  in  question 
would  be  ineffective  or  inappropriate.  (Art.  905) 

NAFTA  and  the  side  agreements  require  only  that  standards  have  a  scientific  basis 
and  be  neither  discriminatory  nor  disguised  barriers  to  trade.  (Arts.  9043,  904.4  and  907) 
These  requirements  are  reasonable  and  will  not  threaten  existing  U.S.  federal  or  state 
health,  safety  and  environmental  laws.  In  addition,  these  requirements  ensure  that  other 
Parties  do  not  employ  health,  safety  or  envirotmiental  standards  as  non-tariff  barriers. 

Moreover,  contrary  to  some  reports,  NAFTA  dispute  resolution  panels  will  not  be 
able  to  overturn  U.S.  standards.  First,  the  remedy  for  violation  of  a  standard  is  trade 
retaUation,  not  invalidation  of  the  standard.  (Arts.  2018  and  2019)  This  means  that  even 
if  a  U.S.  standard  were  to  be  deemed  NAFTA  inconsistent  and  the  United  States  and  the 
Complaining  Party  could  not  reach  a  settlement,  the  remedy  available  to  the  Complaining 
Party  would  be  the  suspension  of  NAFTA  benefits  of  equivalent  value.  (Art  2019)  Second, 
implementing  legislation  accompanying  previous  trade  agreements,  and  presumably  that 
which  will  accompany  NAFTA,  have  contained  provisions  prohibiting  the  trade  agreements 
fi-om  operating  to  invalidate  U.S.  laws.  (See,  e.g..  19  U.S.C.  S  2504(a)(1980))  Likewise, 
implementing  legislation  for  trade  agreements  generally  prohibit  trade  agreements  from 
being  used  to  aeate  a  private  right  of  action  to  attack  existing  laws.  (See.  £^  19  U.S.C. 
§  2504(d)(1980)) 

Nor  will  NAFTA  permit  supranational  entities  to  acquire  authority  over  disputes 
presently  heard  by  U.S.  authorities  to  the  detriment  of  the  U.S.  government  and  its  citizens. 
The  dispute  resolution  provisions  in  NAFTA  and  the  side  agreements  contain  provisions  to 
safeguard  sovereignty,  such  as  those  limiting  access  to  certain  challenges  and  enforcement 
measures  to  governments.    Also,  NAFTA  and  the  side  agreements  preserve  the  role  of 


Agreements  in  the  environmental  area  include,  for  example,  the  Montreal 
Protocol,  the  Basel  Convention  on  Transboundary  Movement  of  Hazardous  Waste 
and  the  Convention  for  International  Trade  in  Endangered  Species. 
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national  legal  systems  and  courts  in  interpreting  and  enforcing  laws  within  their  own 


For  example,  the  Chapter  19  provisions  providing  for  binational  panels  to  review  AD 
and  CVD  determinations  by  national  bodies  contain  a  number  of  measures  that  respect  the 
sovereignty  of  each  Party.   Among  these  measures  are  the  following: 

1.  The  binational  panel  must  apply  the  law  of  the  imponing  Party.  (Art.  1904.2) 

2.  The  binational  panels  must  apply  the  standard  of  review  and  general  legal 
principles  that  the  host  Party's  national  coun  would  apply.   (Art.  1904.3) 

3.  Parties  may  appeal  decisions  of  a  binational  panel  that:  (i)  do  not  follow  the 
host  Party's  domestic  law;  (ii)  seriously  depart  from  a  fundamental  rule  of 
procedure;  or  (iii)  manifestly  exceeded  its  power,  authority  or  jurisdiction, 
(Art.  1904.13) 

4.  Parties  may  appeal  a  panel  decision  where  a  panelist  was  "guilty  of  gross 
misconduct,  bias  or  a  serious  conflict  of  interest,  or  otherwise  materially 
violated  the  rules  of  condua."  (An.  1904.13) 

The  provisions  of  the  environmental  side  agreement  that  establish  the  Commission 
on  Environmental  Cooperation  ("CEC)  and  the  dispute  resolution  mechanisms  in  the 
enviroimiental  side  agreement  likewise  respea  the  sovereignty  of  each  Party.  First,  Parties 
are  provided  the  opportunity  to  resolve  disputes  through  mutual  accord.  Second,  if  this 
course  fails  and  the  CEC  cannot  resolve  the  dispute  with  the  participation  of  the  Parties  to 
the  dispute,  then  the  Parties  may  request  arbitration  by  a  panel  of  their  own  seleaion.  At 
each  stage  of  the  process,  including  the  initial  selection  of  CEC  members,  Panies  have  a 
large  role  and  may,  of  course,  act  in  their  own  interest. 

The  NAFTA  provisions  that  establish  supranational  bodies  to  resolve  certain  disputes 
were  designed  in  large  part  to  create  procedures  to  resolve  disputes  where  procedures  did 
not  exist  before.  Except  with  respect  to  the  binational  panels  for  appeals  of  AD  and  CVD 
cases  under  Chapter  19,  they  do  not  remove  actions  which  now  may  be  heard  in  U.S. 
courts.^  Chapter  19,  however,  in  large  measure  simply  applies  to  Mexico  the  procedures 
now  used  for  such  appeals  imder  the  CFTA.  Thus,  U.S.  companies  exporting  to  Mexico  will 
benefit  from  the  prediaability  and  speed  in  resolving  these  potentially  disruptive  trade 
disputes. 

Finally,  neither  do  the  side  agreements  curtail  U.S.  sovereignty.  The  Commissions 
established  by  the  side  agreements  do  not  have  the  power  to  impose  supranational 
obligations  on  the  Parties,  but  provide  sanctions  only  where  a  Party  is  foimd  to  have 
engaged  in  a  persistent  pattern  of  failure  to  enforce  the  Party's  own  laws.  Also,  the  side 
agreements  do  not  empower  a  Party's  authorities  to  engage  in  enforcement  activities  within 
the  territory  of  another  Party  and  do  not  permit  the  bureaucracy  created  by  the  Agreements 
to  limit  the  discretion  of  federal,  state  and  local  enforcement  bodies.  Nor  do  the  side 
agreements  prevent  officials  from  exercising  broad  authority  to  forgo  enforcement  in  the 
reasonable  exercise  of  discretion  or  pursuant  to  bona  fide  resource  allocation  decisions. 

V.        Conclusion 

The  ABA  supports  congressional  approval  of  NAFTA  under  existing  fast-track 
authority.  NAFTA  provides  important  legal  benefits  to  the  United  States  in  many  areas. 
In  particular,  NAFTA's  dispute  resolution  mechanisms  represent  a  great  improvement  over 


8.  As  far  reaching  as  NAFTA  is,  the  Agreement  does  not  address  the  procedures  or 
rules  governing  the  resolution  of  commercial  and  other  disputes  in  U.S.,  Canadian 
or  Mexican  courts. 

9.  The  issue  of  sovereignty  in  the  context  of  binational  panel  reviews  was  addressed 
by  Congress  when  the  CFTA  was  adopted. 
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the  status  quo  and  will  provide  a  transparent  and  prediaable  legal  infrastnictxire  which  will 
encourage  commerce  between  the  United  States,  Mexico  and  Canada,  to  the  benefit  of  U.S. 
companies.  The  NAFTA  side  agreements  will  likewise  contribute  to  the  establishment  of 
a  legal  infrastructure  that  will  allow  parties  more  easily  to  avoid  and  resolve  disputes. 
NAFTA  and  the  side  agreements  achieve  U.S.  negotiating  objertives  without  imdermining 
U.S.  sovereignty.   Indeed,  they  preserve  and  respect  the  sovereignty  of  each  Party. 
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Chairman  Gibbons.  Well,  thank  you  very  much  for  appearing.  I 
remember  your  distinguished  service  here  before. 

Mr.  Watson.  Thank  you. 

Chairman  GIBBONS.  I  am  glad  to  see  you  are  doing  so  well  back 
in  your  native  Atlanta.  I  just  want  to  tell  you,  down  in  the  White 
House  last  week  when  President  Carter  appeared,  I  have  always 
been  proud  of  him  and  I  was  prouder  after  that  meeting  than 

Mr.  Watson.  I  was  there  as  well. 

Chairman  Gibbons.  Yes,  sir;  I  mean,  he  told  it  well  without  a 
note,  without  a  hesitation,  without  any  pauses  or  anything  else 
that  all  of  the  speakers  always  drag  in,  he  told  it  like  it  was.  I  just 
thought  that  with  you  here  I  had  to  say  that. 

Mr.  Watson.  Thank  you,  sir. 

Chairman  Gibbons.  Let  me  ask  you  something  about  this  agree- 
ment. You  know,  some  of  the  right  wingers  are  saying,  this  is  an 
abdication  of  America's  sovereignty,  this  dispute  settlement  mecha- 
nism. You  are  a  good  American  and  you  are  a  good  lawyer. 

What  do  you  say  to  that  question? 

Mr.  Watson.  It  is  a  false  assertion,  Mr.  Chairman.  I  am  some- 
what amused  by  the  contradictory  arguments  that  are  made  by  op- 
ponents. On  the  one  hand,  opponents  assert  that  NAFTA  results  in 
a  forfeiture  or  loss  of  sovereignty. 

On  the  other  hand,  they  assert  with  equal  vigor  that  we  have  not 
gone  for  enough  in  imposing  United  States  laws  on  Mexico  and 
Canada.  They  argue  that,  in  effect,  the  United  States  should  pene- 
trate the  sovereignty  of  Mexico  and  Canada  and  impose  unilater- 
ally on  them  our  own  laws,  concepts,  and  notions  of  labor  stand- 
ards and  environmental  standards. 

I  would  say,  as  I  said  a  moment  ago,  Mr.  Chairman,  that,  the 
NAFTA  agreement  and  by  its  side  agreements  go  further  than  any 
trade  agreements  have  even  gone  in  making  a  linkage  between 
labor  and  environmental  concerns  and  issues  on  the  one  hand  and 
trade  on  the  other  but  they  do  so,  in  our  judgment  as  lawyers,  in 
a  manner  which  protects  and  absolutely  preserves  national  sov- 
ereignty. 

The  loss  of  sovereignty  argument  is  a  bogus  argument. 

Chairman  Gibbons.  Well,  thank  you  very  much.  I  will  quote  you 
extensively  on  that  one.  I  have  a  few  of  those  folks  that  I  have  to 
deal  with. 

Well,  the  bells  have  rung  again  and  I  had  expected  that  we 
would  have  a  little  more  time,  but  Peter,  have  you  got  some  ques- 
tions for  Mr.  Watson? 

Mr.  Hoagland.  I  do,  Mr.  Chairman,  but  I  don't  have  them  right 
now,  so  let  me — I  will  look  forward  to  asking  them  at  some  time 
in  the  future. 

Chairman  GIBBONS.  All  right,  fine. 

Mr.  Watson.  Thank  you  for  the  opportunity,  Mr.  Chairman. 

Chairman  GIBBONS.  We  can't  do  it  today,  Mr.  Watson.  We  will 
have  to  get  him  to  do  it  some  other  time.  He  is  a  very  thoughtful 
Member  of  this  committee. 

Mr.  Watson.  So,  I  have  noticed,  sir. 

Chairman  Gibbons.  Let  me  say  to  the  other  witnesses  that  fol- 
low, could  we,  say,  break  until  about  1  o'clock?  That  will  give  you 
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a  chance  to  go  down  to  get  something  here,  and  then  we  can  start 
again  at  1  o'clock. 

It  looks  like  we  have  got  a  series  of  votes  over  on  the  House  floor 
and  it  would  just  be  a  track  meet  coming  and  going  and  we  would 
start  at  1  o'clock  with  Mr.  Martin.  Thank  you,  Jack,  for  coming  by. 
I  appreciate  it. 

Mr.  Watson.  Thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  Come  back  more  often. 

[Recess.] 

Chairman  Gibbons.  All  right,  Mr.  Martin. 

STATEMENT  OF  LARRY  K.  MARTIN,  DIRECTOR  OF  GOVERN- 
MENT RELATIONS,  AMERICAN  APPAREL  MANUFACTURERS 
ASSOCLATION 

Mr.  Martin.  Mr.  Chairman,  I  am  Larry  Martin,  director  of  Cjov- 
emment  Relations  for  the  American  Apparel  Manufacturers  Asso- 
ciation. AAMA  is  the  central  trade  association  for  the  U.S.  clothing 
industry,  and  we  represent  about  two-thirds  of  domestic  produc- 
tion. 

AAMA  supports  the  North  American  Free-Trade  Agreement.  We 
also  support  the  concept  of  parity  for  the  countries  of  Central 
America  and  the  Caribbean  which  will  be  provided  by  your  bill 
H.R.  1403,  the  Caribbean  Basin  Free-Trade  Agreement  Act.  We 
testified  in  support  of  that  bill  earlier  this  year  and  we  believe  it 
should  be  included  in  NAFTA  implementing  legislation. 

Our  concern  with  the  NAFTA  negotiations  was  that  the  eventual 
agreement  should  serve  the  interests  of  the  three  countries  in- 
volved and  not  those  of  parties  located  outside  the  hemisphere. 
Frankly,  we  did  not  want  Mexico  to  be  used  as  a  staging  ground 
for  Far  Eastern  manufacturers  to  continue  their  low  wage  assault 
on  the  U.S.  marketplace. 

With  that  in  mind,  we  made  some  recommendations  to  the  U.S. 
negotiating  team.  First  we  suggested  a  fabric  forward  rule  of  origin 
which  would  require  that  garments  eligible  for  NAFTA  treatment 
to  be  made  of  fabric  and  yam  made  in  North  America. 

Second,  we  suggested  that  there  be  a  tariff  rate  quota  to  allow 
for  limited  use  of  noncomplying  fabrics.  This  would  permit  the  use 
of  foreign  fabrics  when  fabrics  are  unavailable  or  in  short  supply 
in  North  America.  We  also  suggested  that  the  agreement  should 
contain  a  safeguard  measure  to  allow  unilateral  action  in  event  of 
market  disruption  and  that  it  provide  for  Customs  inspection  of  fa- 
cilities in  Mexico  to  guard  against  transshipment  and  other  forms 
of  fraud. 

Our  negotiators  not  only  accepted  our  recommendations  they  suc- 
ceeded in  having  them  included  in  the  final  agreement.  For  that 
reason,  we  support  NAFTA.  We  also  support  the  supplemental 
agreements  on  labor  and  the  environment.  Supporting  NAFTA  was 
not  an  easy  decision  for  our  organization  and  some  members, 
frankly,  still  disagree.  But  we  support  the  maintenance  of  a  large 
and  viable  apparel  manufacturing  industry  in  the  United  States 
and  we  believe  that  can  be  accomplished  within  the  framework  of 
NAFTA. 

We  must  compete  with  low-wage  imports  which  have  taken  over 
half  of  our  market.  To  do  so,  many  of  our  members  have  moved 
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some  production  to  Mexico  and  the  Caribbean,  This  gives  them 
lower  average  costs  and  makes  them  more  competitive,  allowing 
them  to  maintain  large  volumes  of  production  in  the  United  States. 

It  is  important  to  realize  that  the  production  that  has  moved 
south  of  the  border  was  no  longer  viable  in  the  United  States.  If 
it  had  not  gone  to  Mexico  or  the  Caribbean,  it  would  have  gone  to 
the  Far  East  where  there  would  be  very  little  United  States  in- 
volvement in  the  manufacturing  or  distribution  process. 

Production  under  section  807  in  Mexico  and  the  Caribbean  really 
only  became  a  factor  in  the  1980's  when  low  wage  imports  were  al- 
lowed to  explode.  Imports  of  apparel  increased  202  percent  from 
1980  to  1990.  During  that  period  of  time,  we  lost  219,000  domestic 
apparel  jobs  and  9  percent  of  our  domestic  production. 

All  this  occurred  while  the  domestic  apparel  market  increased  by 
20  percent. 

Tliis  import  expansion  forced  United  States  companies  to  explore 
options  and  the  one  many  elected  was  production  in  Mexico  or  the 
Caribbean.  The  result  has  been  a  noticeable  shift  in  the  increase 
in  imports  from  the  Far  East  to  807  programs  in  this  hemisphere. 
The  share  of  imports  from  Mexico  and  the  CBI  countries  increased 
from  10  percent  in  1987  to  23.8  percent  in  1992.  At  the  same  time, 
the  import  share  from  the  Big  Four,  China,  Korea,  Taiwan  and 
Hong  Kong,  declined  from  56  percent  to  41  percent. 

In  addition,  807  production  created  thousands  of  relatively  high 
paying  jobs  in  Mexico,  contributing  to  the  economic  and  political 
stability  of  the  whole  Caribbean  region.  But  it  has  also  contributed 
to  the  maintenance  of  employment  in  the  United  States. 

We  estimate  that  15  apparel  jobs  in  the  United  States  are  cre- 
ated by  every  100  jobs  in  807  production  in  another  country.  This 
is  in  addition  to  the  domestic  employment  preserved  by  the  lower- 
ing of  overall  costs.  It  also  is  in  addition  to  the  thousands  of  U.S. 
jobs  it  maintains  in  the  textile,  transportation  and  other  related  in- 
dustries. 

Imports  of  apparel  from  Mexico  undoubtedly  will  increase  after 
NAFTA  goes  into  effect.  But  we  do  not  expect  the  sort  of  wild  ex- 
pansion that  some  opponents  of  NAFTA  predict.  We  note  that  the 
International  Trade  Commission  estimates  that  NAFTA  will  cause 
a  short-term  45  percent  increase  in  apparel  imports  from  Mexico. 
That  translates,  Mr.  Chairman,  to  an  increase  of  only  1.6  percent 
in  total  imports  of  apparel. 

While  the  U.S.  apparel  industry  has  been  hard  hit  by  imports  it 
remains  a  large,  progressive  and  vital  segment  of  U.S.  manufactur- 
ing. We  still  employ  about  1  million  workers  and  the  value  of  our 
output  is  $42  billion  at  wholesale. 

In  summary,  Mr.  Chairman,  we  support  NAFTA.  We  believe  it 
should  be  coupled  with  parity  for  the  CBI  region.  We  hope  both  will 
become  effective  on  January  1,  1994. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  LARRY  K.  MARTIN,  DIRECrOR  OF  GOVERNMENT  RELATIONS, 
AMERICAN  APPAREL  MANUFACTURERS  ASSOCIATION 


Thank  you,  Mr.  Chairman.  My  name  is  Larry  K.  Martin.  I  am  Director  of 
Government  Relations  for  the  American  Apparel  Manufacturers  Association.  AAMA 
supports  the  North  American  Free  Trade  Agreement. 

AAMA  is  the  central  trade  association  for  the  U.S.  apparel  industry,  representing 
about  two-thirds  of  U.S.  production.  Our  members  make  everything  from  socks  to  caps, 
from  unden«ear  to  shirts  and  sweaters,  to  overcoats.  While  the  industry  is  large,  most 
of  the  companies  are  relatively  small.  Three-fourths  of  our  members  have  sales  under 
$20 


While  we  support  NAFTA,  we  are  very  concerned  about  the  effect  the  agreement 
will  have  on  our  members'  operations  in  Central  America  and  the  Caribbean.  NAFTA  will 
give  Mexico  a  competitive  advantage  over  those  countries  and  will  serve  as  a 
disincentive  to  investment  in  the  CBI  region.  We  testified  to  this  effect  before  this 
subcommittee  on  June  24. 

At  that  time  we  endorsed  H.R.  1403,  the  Caribbean  Basin  Free  Trade  Agreements 
Act,  which  would  give  the  CBI  countries  parity  with  Mexico  pending  their  accession  to 
NAFTA  or  the  negotiation  of  their  own  free  trade  agreements.  We  still  support  that  bill 
and  believe  it  should  be  included  in  the  NAFTA  implementing  legislation. 

We  made  the  political  judgemeot  early  on  that  the  NAFTA  agreement  would  be 
completed,  would  be  approved  by  Congress,  and  would  go  into  effect  at  a  relatively  eariy 
date.  We  still  believe  that  judgement  to  be  correct. 

Having  made  that  judgement,  our  main  concern  was  that  the  eventual  agreement 
be  made  to  serve  the  interests  of  the  three  parties  involved  and  not  those  of  parties 
located  outside  the  hemisphere.  Frankly,  we  did  not  want  Mexico  to  be  used  as  a 
staging  ground  for  Far  Eastem  apparel  manufacturers  to  continue  their  low-wage  assault 
on  the  U.S.  marketplace.  This  concem  largely  was  met  by  the  agreement  on  a  yarn 
forward  rule  of  origin. 

At  the  outset  of  negotiations,  we  were  concerned  that  a  weak  rule  of  origin  would 
allow  producers  from  other  countries  to  set  up  shop  in  Mexico,  using  Far  Eastern  fabric 
and  Mexican  labor  to  increase  their  penetration  of  the  U.S.  apparel  maricet.  For  that 
reason,  we  advocated  a  fabric  fonward  rule  of  origin.  Many  of  our  colleagues  in  related 
industries  supported  a  much  more  rigorous  fiber  fonward  rule  of  origin.  We  were  able 
to  compromise  on  a  yam  fonward  njle,  and  we  were  pleased  when  the  negotiators  from 
the  three  countries  accepted  that  formulation. 

Our  second  concem  was  that  the  agreement  be  flexible  enough  to  allow  apparel 
manufacturers  the  freedom  to  operate  efficiently  and  to  use  the  widest  variety  of  fabrics. 
This  was  accomplished  by  the  inclusion  of  the  Tariff  Rate  Quotas  in  the  agreement, 
allowing  limited  use  of  non-complying  fabric. 

It  is  a  fact  that  the  textile  industries  of  North  America  do  not  provide  all  the  fabrics 
needed  by  U.S.  apparel  manufacturers.  For  that  reason,  it  was  important  that  the 
agreement  contain  reasonable  latitude  for  American  apparel  manufactures  to  use  other 
fabric.  That  need  was  met  by  the  inclusion  in  the  agreement  of  two  flexibility  provisions. 
The  first  exempted  some  fabrics  -  mostly  those  used  in  men's  shirts  -  from  the  rule  of 
origin.   The  second  was  the  inclusion  of  the  Tariff  Rate  Quotas. 

We  also  were  concemed  that  the  agreement  contain  safeguard  measures  to  allow 
unilateral  action  in  the  event  of  market  disruption,  and  that  it  provide  for  Customs 
Inspection  of  facilities  in  Mexico  to  guard  against  transshipment  and  other  fraudulent 
practices.  These  provisions  are  contained  in  the  agreement. 
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Having  given  the  negotiators  a  list  of  provisions  we  wanted  in  the  final  agreement, 
and  having  seen  virtually  all  of  them  included,  we  endorsed  NAFTA.  We  also  endorse 
the  supplemental  agreements  on  labor  and  the  environment. 

Supporting  NAFTA  was  not  an  easy  decision  for  our  organization.  We  support  the 
maintenance  of  a  large  and  viable  apparel  manufacturing  industry  in  the  United  States 
and  we  believe  that  can  be  accomplished  within  the  framework  of  NAFTA. 

We  are  not  in  business  to  move  jobs  offshore.  However,  we  must  compete  with 
low-wage  imports  which  have  taken  over  half  of  our  market.  In  order  to  compete  with 
them,  many  of  our  manufacturers  have  moved  some  production  to  Mexico  and  the 
Caribbean.  This  gives  them  lower  average  costs  and  makes  them  more  competitive, 
allowing  them  to  maintain  large  volumes  of  employment  in  the  United  States. 

There  are  other  reasons  for  optimism  about  the  future  of  apparel  employment  in 
the  United  States.  Every  year,  AAMA  surveys  its  members  on  their  employment  and  pay 
practices  and  plans.  Our  recently  completed  1993  survey  indicates  an  optimism  about 
the  future. 

Of  those  companies  returning  the  survey,  3  percent  indicated  they  expected  an 
employment  decline  in  1993.  Another  50  percent  indicated  they  expected  stable 
employment.  Fully  46  percent  said  they  expected  to  increase  their  domestic  employment 
during  the  year. 

Over  the  years,  AAMA  has  taken  strenuous  efforts  to  control  the  growth  of 
imports.  We  have  supported  legislation  to  impose  global  quotas,  we  have  participated 
in  anti-dumping  cases,  we  have  argued  loud  and  long  for  improvements  in  the  import 
control  program  and  we  opposed  inclusion  of  apparel  in  the  Uruguay  Round.  In  spite 
of  our  efforts,  there  have  been  steadily  increasing  volumes  of  apparel  imports,  primarily 
from  the  Far  East. 

It  is  important  to  realize  that  the  production  that  has  been  moved  south  of  the 
border  was  no  longer  viable  in  the  United  States.  Without  the  incentives  of  Section  807 
and  hopefully  NAFTA  and  CBI  parity,  that  production  would  have  gone  to  the  Far  East 
where  there  would  be  little  U.S.  involvement  in  the  manufacturing  process. 

Section  807  has  been  available  to  U.S.  apparel  manufacturers  since  the  Tariff  Act 
of  1 790.  However,  it  really  became  a  factor  only  in  the  1 980s  when  low-wage  apparel 
imports  were  allowed  to  explode.  Imports  of  apparel  increased  202  percent  from  1980 
to  1990. 

During  that  period  of  time,  we  lost  219,000  domestic  jobs  and  nine  percent  of  our 
domestic  production.  This  occurred  while  the  domestic  apparel  martlet  increased  by  20 
percent. 

This  import  expansion  forced  U.S.  manufacturers  to  explore  options  and  the  one 
many  elected  was  production  in  Mexico  and  the  Caribbean.  The  result  has  been  a 
noticeable  shift  in  the  increase  in  imports  from  the  Far  East  to  807  programs  in  the 
Westem  Hemisphere.  The  share  of  imports  from  Mexico  and  the  CBI  countries  increased 
from  10  percent  in  1987  to  23.8  percent  in  1992.  At  the  same  time,  the  import  share  of 
the  big  four  -  China,  Korea,  Hong  Kong  and  Taiwan  -  declined  from  56  percent  to  41 
percent.  Neariy  70  percent  of  the  growth  in  apparel  imports  in  that  time  frame  came  from 
the  807  countries. 

Despite  this  recent  growrth,  807  production  must  be  kept  in  perspective.  The  total 
value  of  807  imports  in  1992  was  $3.8  billion.  While  large,  this  figure  amounts  to  less 
than  the  volume  of  any  one  of  our  largest  domestic  manufacturers. 

Imports  of  apparel  from  Mexico  undoubtedly  will  increase  after  NAFTA  goes  into 
effect.  But  we  do  not  expect  the  sort  of  wild  expansion  some  opponents  of  NAFTA 
predict.    We  note  that  the  Intemational  Trade  Commission  estimates  that  NAFTA  will 
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cause  a  short-term  45  percent  increase  in  apparel  imports  from  Mexico.  That  translates 
to  an  increase  of  only  1.6  percent  in  total  imports. 

Even  so,  this  $3.8  billion  has  been  a  boon  to  the  economies  of  the  countries 
where  the  production  takes  place.  We  think  it  not  incidental  that  the  increase  in  807 
production  and  the  jobs  it  provides  have  come  during  a  time  w^hen  most  of  the  countries 
involved  became  legitimate  democracies  with  relatively  stable  governments. 

Although  807  production  obviously  involves  assembly  off-shore,  it  also  supports 
the  maintenance  of  employment  in  the  United  States.  Those  thousands  of  jobs  in  Mexico 
and  the  Caribbean,  the  related  U.S.  apparel  jobs  and  the  jobs  in  ancillary  industries 
would  not  come  to  the  United  States  if  the  Caribbean  should  be  shut  down.  They  would 
migrate  to  the  Far  East. 

Production  in  Mexico  and  the  Caribbean  is  far  from  the  only  step  our  members 
are  taking  to  lower  their  costs  and  improve  their  competitiveness.  They  are  steadily 
improving  their  technology  and  striving  to  improve  their  responsiveness  to  their 
customers. 

With  the  advent  of  electronic  data  interchange  and  its  wide  acceptance  by  our 
industry,  we  have  been  able  to  make  "quick  response"  a  reality.  In  many  cases,  we  now 
can  replenish  a  retailer's  stock  within  days  with  detail  down  to  size,  style  and  color.  This 
cuts  costs  and  maximizes  profit  by  reducing  inventory,  eliminating  stock-outs  and 
minimizing  inventory-clearing  sales. 

Technological  improvement  has  not  been  limited  to  speed  of  delivery.  Although 
automation  of  a  manufacturing  process  involving  a  limp,  three  dimensional  product  is 
difficult,  we  have  been  improving  on  it.  Over  the  decade  of  the  1980's,  the  value  of 
production  for  each  domestic  apparel  wori<er  increased  from  $27,690  to  $40,268. 
Adjusted  for  inflation,  this  amounts  to  a  10  percent  improvement. 

Apparel  also  remains  a  bargain  for  the  consumer.  During  the  1 980s,  when  the 
consumer  price  index  increased  by  59  percent,  the  wholesale  price  index  for  apparel 
grew  by  only  32  percent. 

While  the  industry  has  been  hard  hit  by  imports,  it  remains  a  large,  progressive 
and  vital  segment  of  U.S.  manufacturing.  We  still  employ  one  million  wortcers,  and  the 
value  of  our  output  is  $42  billion  at  wholesale. 

In  summary,  Mr.  Chairman,  we  support  the  North  American  Free  Trade 
Agreement.  We  believe  it  should  be  coupled  with  parity  for  the  CBI  region  and  we  hope 
both  will  become  effective  on  January  1,  1994. 

Ikm  nafta:9/16/93 
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Chairman  Gibbons.  Thank  you,  Mr.  Martin.  I  want  to  thank  you 
and  your  association  and  business  associates  for  their  well-rea- 
soned position. 

Let  me  comment  about  the  Caribbean.  I  am  actively  pushing  par- 
ity for  the  Caribbean  as  far  as  NAFTA  is  concerned.  We  have  some 
objections,  however.  How  serious  the  objections  are,  I  don't  know. 

I  have  talked  to  the  Caribbean  ambassadors  right  here  in  this 
room  and  asked  them  if  they  would  try  to  meet  some  of  the  objec- 
tions that  were  being  proposed  by  Americans,  and  I  think  they  can. 
I  think  they  will. 

So  I  am  optimistic  that  we  will  eventually  get  the  Caribbean  in 
on  this.  I  really  don't  believe  it  will  have  much  of  an  impact  on 
anybody  whether  we  include  them  in  there  or  not.  It  may  affect 
some  of  your  production,  but  I  don't  think  it  will  be  that  much.  But 
I  think  it  is  the  right  thing  to  do  as  far  as  the  Caribbean  is  con- 
cerned. 

There  are  40  million  people  down  there,  they  are  generally  pretty 
nice  people  but  awfully  poor  people  and  they  have  a  lot  of— they 
are  big  consumers  of  our  items  and  we  ought  to  give  them  some- 
thing they  can  do,  so  that  I  guess  in  a  selfish  sense,  they  can  then 
consume  more  of  our  items  for  production  here. 

I  went  through  a  Caribbean  garment  plant  one  time,  and  really 
the  only  thing  in  that  plant  from  the  roof  to  the  floor  between  the 
walls  that  wasn't  made  in  the  United  States  were  the  people  that 
were  in  there.  Everything  else,  the  fabric,  the  dies,  the  machines, 
everything,  the  roofs,  and  the  floor  had  all  been  made  in  the  Unit- 
ed States  and  it  was  just  transported  down  there. 

So  we  produce  a  lot  of  jobs  in  the  United  States  when  we  help 
other  people  produce  jobs  in  their  area. 

So  I  appreciate  what  you  have  had  to  say  here  and  go  back  and 
tell  your  folks,  I  think  they  made  a  wise  decision.  I  am  happy  to 
work  with  them. 

Mr.  Martin.  Thank  you  very  much,  Mr.  Chairman.  It  is  our 
pleasure. 

Chairman  Gibbons.  (Jood.  Thank  you,  sir. 

Mr.  Martin.  Thank  you. 

Chairman  Gibbons.  Let's  go  to  Mr.  Issa  now,  and  Mr.  Lay,  and 
Mr.  Schwebel. 

Let  me  say  for  the  benefit  of  our  next  witnesses  that  Congress- 
man Packard  and  Congressman  Andrews  had  both  wanted  to  be 
here,  but  I  guess  I  got  to  you  a  little  sooner  than  they  could  break 
away  from  the  Floor  so — is  Mr.  Lay  here? 

Unidentified  Speaker.  He  is  on  his  way. 

Chairman  Gibbons.  How  about  Mr.  Issa,  is  he  here? 

If  not,  Mr.  Schwebel,  we  will  go  ahead  with  you. 

STATEMENT  OF  GERALD  SCHWEBEL,  CHAIRMAN,  BORDER 
TRADE  ALLIANCE 

Mr.  Schwebel.  Thank  you,  Mr.  Chairman. 

In  the  interests  of  time,  if  you  would  allow  me  to  summarize  my 
remarks. 

Chairman  Gibbons.  We  will  put  the  whole  thing  in  the  record, 
and  you  go  right  ahead. 

Mr.  Schwebel.  Thank  you,  Mr.  Chairman. 
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Mr.  Chairman  and  members  of  the  committee,  it  is  indeed  an 
honor  for  me  to  appear  before  this  distinguished  panel  to  represent 
the  Border  Trade  AlUance  on  a  number  of  issues,  particularly  those 
related  to  the  North  American  Free-Trade  Agreement  and  the  par- 
allel agreements  as  well. 

Specifically,  I  would  like  to  take  this  opportunity  to  discuss  the 
BTA's  2-year  effort  to  develop  a  comprehensive  project  specific  non- 
partisan southwest  border  infrastructure  initiative,  and  our  pro- 
posal to  have  the  southwest  border  ports  of  entry  managed  by  one 
government  agency  instead  of  the  dual  management  system  that 
currently  exists. 

Although  the  Border  Trade  Alliance  strongly  believes  that  both 
of  our  proposals  will  make  significant  contributions  to  the  imple- 
mentation of  NAFTA,  we  strongly  urge  the  immediate  consider- 
ation of  both  issues  of  this  subcommittee  regardless  of  whether 
NAFTA  is  approved  by  Congress  or  rejected. 

Mr.  Chairman,  the  Border  Trade  Alliance  has  a  7-year  history  of 
advocating  improvements  of  the  trade  climate  between  the  United 
States  and  Mexico,  and  offering  concrete  proposals  to  enhance  busi- 
ness opportunities  and  economic  development  in  the  southwest  bor- 
der region.  During  this  same  period,  the  BTA  played  a  preeminent 
role  in  focusing  the  attention  of  the  U.S.  Congress;  the  private  sec- 
tor; and  U.S.  border  State  governments  on  the  need  to  embark 
upon  a  multi-year  effort  to  improve  environmental  and  other  trade- 
related  infrastructure  from  Brownsville,  TX,  to  San  Diego,  CA.  We 
continue  to  believe  that,  with  or  without  NAFTA,  the  Nation  must 
address  our  basic  infrastructure  needs  in  the  southwest  border  re- 
gion— infrastructure  needs  that  affect  businesses  from  all  parts  of 
the  United  States,  not  just  the  border  States. 

Working  in  close  cooperation  with  the  bipartisan  Congressional 
Border  Caucus  and  key  members  of  the  legislative  and  appropria- 
tions committees  of  the  House  and  the  Senate,  the  Border  Trade 
Alliance,  including  14  border  communities,  presented  a  prioritized 
package  of  infrastructure  improvements  in  these  various  categories 
to  Congress,  the  Office  of  Management  and  Budget  and  certain  ex- 
ecutive branch  agencies  through  February-May  1992  and  again  in 
February  1993. 

To  date,  we  estimate  that  over  $108  million  of  critical  infrastruc- 
ture projects  have  been  approved  by  the  Congress  and  the  adminis- 
tration of  President  George  Bush,  with  many  additional  BTA- 
backed  projects  pending  final  congressional  action  this  year  in  var- 
ious fiscal  year  1994  appropriations  bills. 

In  short,  Mr.  Chairman,  the  BTA  and  its  bipartisan  supporters 
in  the  Congress  have  been  advocating  comprehensive  southwest 
border  infrastructure  initiatives  will  before  the  current  administra- 
tion took  office  and  before  the  term  "infrastructure"  became  the 
new,  popular  buzz  word  throughout  the  corridors  of  the  executive 
branch. 

I  would  also  request  that  the  subcommittee  allow  us  to  have  a 
copy  of  our  February  1993  Border  Trade  Alliance  Southwest  border 
infrastructure  initiative  final  report  included  in  the  hearing  record 
as  part  of  this  written  testimony. 

Chairman  Gibbons.  Would  you  please  submit  it  and  we  will  have 
to  make  a  judgment  as  to  what  the  printing  cost  is.  We  are  trying 
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to  save  a  little  money  for  you  and  we  will  have  to  see  what  we  can 
do  with  that. 

Mr.  SCHWEBEL.  Thank  you,  Mr.  Chairman. 

[Due  to  the  size  of  the  exhibit,  it  will  be  retained  in  the  sub- 
committee's files.] 

Mr.  SCHWEBEL.  Perhaps  the  most  notable  advocate  of  increased 
environmental  infrastructure  investment  along  the  entire  south- 
west border  is  your  colleague,  the  distinguished  majority  leader  of 
the  House  of  representatives,  your  colleague,  Representative  Rich- 
ard Gephardt.  Although  we  have  significant  disagreements  with 
Representative  Gephardt  over  his  apparent  position  on  NAFTA  and 
his  call  for  additional  border  taxes  and  fees  on  border  commerce, 
we  agree  with  him  that  a  multi-year  plan  to  attack  environmental 
pollution  problems  on  the  border  is  an  essential  component  of  the 
NAFTA. 

We  believe  most  of  these  agreements  have  been  addressed 
through  the  NAFTA.  Again,  the  BTA  has  been  developing  a  com- 
prehensive play  to  carry  out  specific,  community-based  environ- 
mental cleanup  projects  for  the  last  3  years  well  before  any  admin- 
istration of  congressional  leaders  were  focusing  attention  on  these 
environmental  issues. 

However,  at  this  point,  this  subcommittee  and  the  administration 
are  asking  the  appropriate  prerequisite  question  to  any  infrastruc- 
ture investment  initiative  and  that  is:  How  are  we  going  to  pay  for 
it? 

After  carefully  examining  the  substance  and  equity  of  all  of  these 
proposals,  the  Border  Trade  Alliance  believes  that  the  most  equi- 
table way  to  capitalize  a  Border  Financing  Authority  to  finance 
border  infrastructure  projects  is  to  target  a  small  percentage  of  the 
overall  revenues  received  by  the  U.S.  Customs  Service  from  foreign 
imports  to  provide  the  initial  infusion  of  funds  into  such  an  author- 
ity. 

According  to  the  Budget  for  the  U.S.  Government,  fiscal  year 
1994,  the  Customs  Service  will  take  in  approximately  $19.2  to 
$21.3  billion  in  revenue  from  its  existing  schedule  of  tariffs  and 
fees  levied  upon  imports  into  the  United  States.  My  understanding 
is  the  projections  are  in  line  to  increase,  too. 

Mr.  Chairman,  your  subcommittee  has  direct  jurisdiction  over 
the  U.S.  Customs  Service  and  the  use  of  the  revenues  it  generates 
each  year.  We  would  hope  that  during  deliberation  of  the  NAFTA 
enabling  legislation,  that  you  would  recommend  establishment  of 
this  border  financing  authority  to  recapitalize  with  existing  reve- 
nues selected  by  the  U.S.  Customs  Service. 

A  second  proposal,  Mr.  Chairman,  that  the  Border  Trade  Alliance 
would  offer  for  your  immediate  consideration  during  this  session  of 
the  103d  Congress,  is  the  implementation  of  a  plan  to  unify  the 
management  of  the  ports  of  entry  inspection  activities  under  one 
Federal  agency,  the  U.S.  Customs  Service.  At  a  time  when  the 
President  and  Vice  President  have  embarked  upon  an  plan  to 
"Reinvent  Government,"  the  BTA  believes  that  the  time  to  imple- 
ment a  unified  port  management  plan  is  definitely  now. 

Mr.  Chairman,  in  conclusion,  the  Border  Trade  Alliance  has  been 
at  the  forefront  of  trade  between  the  United  States  and  Mexico 
since  1986  when  it  opened  its  doors  for  business.  We  were  the  first 
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to  present  a  formal,  comprehensive  plan  to  the  Congress  and  to  the 
administration  to  improve  the  most  important  categories  of  infra- 
structure along  the  entire  southwest  border  of  the  United  States. 
And  it  was  that  BTA  that  initiated  discussions  about  streamlining 
our  Federal  inspection  activities  at  the  ports  of  entry  long  before 
there  were  discussions  about  United  States-Canada  or  NAFTA 
trade  pacts. 

Our  members  live  border  trade  each  and  every  day.  They  live 
and  work  in  the  very  communities  that  are  the  targets  of  Members 
of  Congress;  environmental  groups;  and  protectionist  groups  who 
reject  the  North  American  Free-Trade  Agreement.  Our  members 
are  committed  to  improving  infrastructure  along  the  border  regard- 
less of  current  or  future  trade  agreement  proposals  with  Mexico, 
and  have  proposed  a  way  to  pay  for  it.  In  short,  the  BTA  has  been 
and  will  continue  to  be  the  nonpartisan  voice  in  support  of  infra- 
structure improvement,  streamlined  inspection  activities,  and  eco- 
nomic development  for  the  entire  southwest  border  region. 

This  subcommittee  will  be  the  catalyst  for  carrying  out  most,  if 
not  all,  of  the  programs  and  policies  that  affect  the  entire  south- 
west border  region,  including  our  two  proposals  on  infrastructure 
and  unified  port  management.  We  solicit  that  you  give  our  propos- 
als and  the  views  of  our  members  great  weight  as  you  carry  out 
your  important  and  difficult  legislative  tasks.  We  stand  ready  to 
work  with  you  and  your  colleagues  on  these  vital  international 
trade  matters. 

If  I  could  just  close  by  making  reference  to  a  quote  from  Presi- 
dent Clinton  last  week  in  addressing  some  of  these  issues  over  the 
border  when  he  stated  that  in  our  search  for  resolving  some  of  our 
infrastructure  and  environmental  needs  of  the  southern  border  of 
the  United  States,  that  we  not  let  the  perfect  solution  be  the  enemy 
of  a  better  solution. 

Thank  you,  Mr,  Chairman. 

Chairman  Gibbons.  Those  are  good  words  of  wisdom,  Mr. 
Schwebel. 

[The  prepared  statement  follows:] 
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SEPTEMBER  23, 1993 

STATEMENT  OF  MR.  GERALD  SCHWEBEL,  CHAIRMAN,  BORDER  TRADE 

ALLIANCE,  BEFORE  THE  SUBCOMMITTEE  ON  TRADE,  COMMITTEE  ON 

WAYS  AND  MEANS,  U.S.  HOUSE  OF  REPRESENTATIVES 

SOUTHWEST  BORDER  INFRASTRUCTURE  INITIATIVE  AND  UNIFIED 
PORT  MANAGEMENT:    TWO  PLANS  WHOSE  TIME  HAS  COME 


MR.  CHAIRMAN,  CONGRESSMAN  CRANE,  AND  MEMBERS  OF 
THE  SUBCOMMITTEE,  it  is  an  honor  for  me  to  appear  before  this 
distinguished  panel  to  represent  the  Border  Trade  Alliance  on  two  issues  that 
are  of  great  importance  to  the  U.S. -Mexico  border  region  —  regardless  of  the 
ultimate  disposition  of  the  North  American  Free  Trade  Agreement. 
Specifically,  I  would  like  to  take  this  opportunity  to  discuss  the  BTA's  two- 
year  effort  to  develop  a  comprehensive,  project-specific,  non-partisan 
Southwest  Border  Infrastructure  Initiative;  and  our  proposal  to  have  the 
southwest  border  ports  of  entry  managed  by  one  government  agency  instead 
of  the  dual  management  system  that  currently  exists.  Although  the  Border 
Trade  Alliance  strongly  believes  that  both  of  our  proposals  will  make 
significant  contributions  to  the  implementation  of  NAFTA,  we  strongly  urge 
the  immediate  consideration'  of  both  issues  by  this  Subcommittee  regardless 
of  whether  NAFTA  is  approved  by  Congress  or  rejected. 

SOUTHWEST  BORDER  INFRASTRUCTURE  INITIATIVE  AND  HOW  TO 
PAY  FOR  IT 

MR.  CHAIRMAN,  the  Border  Trade  Alliance  has  a  seven  year  history 
of  advocating  improvements  of  the  trade  climate  between  the  United  States 
and  Mexico,  and  offering  concrete  proposals  to  enhance  business 
opportunities  and  economic  development  in  the  southwest  border  region. 
During  this  same  period,  the  BTA  played  a  pre-eminent  role  in  focusing  the 
attention  of  the  U.S.  Congress;  the  private  sector;  and  U.S.  border  state 
governments  on  the  need  to  embark  upon  a  multi-year  effort  to  improve 
environmental   and   other   trade-related   infrastructure   from   Brownsville, 
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Texas  to  San  Diego,  California.  We  continue  to  believe  that,  with  or  without 
the  NAFTA,  the  Nation  must  address  our  basic  infrastructure  needs  in  the 
southwest  border  region  —  infrastructure  needs  that  affect  businesses  from  all 
parts  of  the  United  States,  not  just  in  the  border  states. 

In  1987,  the  BTA,  in  conjunction  with  key  Members  and  Committees  of 
the  U.S.  Congress,  helped  to  develop  and  initiate  a  multi-year  Southwest 
Border  Capital  Improvement  program  that  has  resulted  in  more  than  $300 
million  in  improvements  at  ports  of  entry  from  Texas  to  California.  In  1987, 
a  North  American  Free  Trade  Agreement  was  merely  a  dream  in  the  minds 
of  Federal,  State  and  local  government  policy  makers,  but  the  Border  Trade 
Alliance  was  already  looking  down  the  road  when  substantial  investments  in 
our  environmental  protection  systems;  our  surface  transportation  networks; 
and  our  border  crossings  would  be  essential  components  of  any  international 
effort  to  improve  trade  between  the  United  States  and  Mexico. 

Beginning  in  1991  and  carrying  forward  into  1993,  the  Border  Trade 
Alliance  initiated  and  fine-tuned  the  first  comprehensive,  borderwide, 
project-specific,  grassroots,  community  based  plan  to  tackle  the  highest 
priority  infrastructure  improvements  in  seven  key  categories: 

o  ports  of  entry; 

o  airports; 

o  education /technology  transfer; 

o  health; 

o  housing; 

o  environment/water  and  sewer;  and 

o  surface  transportation. 

Working  in  close  cooperation  with  the  bipartisan  Congressional  Border 
Caucus  and  key  Members  of  the  legislative  and  appropriations  committees  of 
the  House  and  Senate,  the  Border  Trade  Alliance,  including  14  border 
communities,  presented  a  prioritized  package  of  infrastructure 
improvements  in  these  categories  to  the  Congress;  the  Office  of  Management 
and  Budget;  and  certain  Executive  Branch  agencies  in  February  and  May  of 
1992  and  again  in  February  of  1993.     To-date,  we  estimate  that  over  $108 
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million  of  critical  infrastructure  projects  have  been  approved  by  the  Congress 
and  the  Administration  of  President  George  Bush,  with  many  additional 
BTA-backed  projects  pending  final  Congressional  action  this  year  in  various 
fiscal  year  1994  appropriations  bills.  In  short,  the  BTA  and  its  bipartisan 
supporters  in  the  Congress  have  been  advocating  comprehensive  southvi'est 
border  infrastructure  initiatives  well  before  the  current  Administration  took 
office  and  before  the  term  "infrastructure"  became  the  new,  popular 
buzzword  throughout  the  corridors  of  the  Executive  Branch. 

MR.  CHAIRMAN,  I  would  request  the  Subcommittee  to  allow  us  to 
have  a  copy  of  our  February,  1993  Border  Trade  Alliance  Southwest  Border 
Infrastructure  Initiative  Final  Report,  included  in  the  hearing  record  as  part 
of  our  written  testimony. 

MR.  CHAIRMAN,  although  we  were  the  first.  The  Border  Trade 
Alliance  is  not  the  only  group  with  recommendations  for  improving 
environmental  and  other  infrastructure  throughout  the  southwest  border 
region  of  the  United  States.  The  State  of  Arizona  has  recently  published  its 
findings  on  which  infrastructure  improvements  would  be  the  most  cost- 
effective  projects  to  pursue  to  improve  the  climate  for  trade  and  economic 
development  in  and  through  that  key  southwestern  state.  The  BTA  is 
pleased  that  many  of  the  infrastructure  projects  being  supported  by  key 
officials  in  Arizona  dovetail  precisely  with  our  February,  1993  plan  discussed 
in  this  testimony.  Other  states  have  embarked  upon  similar  efforts  to 
quantify  the  economic  and  trade  benefits  of  transportation,  environmental 
and  other  infrastructure  improvement  projects  along  their  portions  of  the 
U.S.-Mexico  border. 

Perhaps  the  most  notable  advocate  of  increased  environmental 
infrastructure  investment  along  the  entire  southwest  border  is  your 
colleague,  the  distinguished  Majority  Leader  of  the  House  of  Representatives, 
Rep.  Richard  Gephardt.  Although  we  have  significant  disagreements  with 
Rep.  Gephardt  over  his  apparent  position  on  NAFTA  and  his  call  for 
additional  border  taxes  and  fees  on  border  commerce,  we  agree  with  him  that 
a  multi-year  plan  to  attack  environmental  pollution  problems  on  the  border 
is   an   essential   component  of  the   NAFTA.      Again,   the   BTA   has  been 
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developing  a  comprehensive  plan  to  carry  out  specific,  community-based 
environmental  cleanup  projects  for  the  last  three  years  --  well  before  any 
Administration  or  Congressional  leaders  were  focusing  attention  on  these 
vital  environmental  issues. 

However,  at  this  point,  this  Subcommittee  and  the  Administration  are 
asking  the  appropriate  prerequisite  question  to  any  infrastructure  investment 
initiative  ~  How  are  we  going  to  pay  for  it? 

The  Border  Trade  Alliance  has  examined  the  myriad  of  proposals  to 
increase  user  fees;  increase  taxes;  tax  trans-border  trade  transactions;  and 
earmark  funds  from  within  existing  environmental  cleanup  progran-is  to 
finance  environmental  and  other  infrastructure  improvement  plans. 
During  the  August  recess,  we  were  fortunate  to  have  participated  in  an 
important  forum  in  El  Paso,  Texas  at  the  request  of  Rep.  Ron  Coleman  of 
Texas,  to  discuss  with  Administration  and  other  officials,  how  to  establish  a 
financing  mechanism  to  cover  the  cost  of  environmental  and  other  border 
infrastructure  projects.  And,  I  have  personally  testified  before  the  House 
Government  Operations  Committee  on  the  matter  of  user  fees  and  NAFTA. 

After  carefully  examining  the  substance  and  equity  of  all  of  these 
proposals,  the  Border  Trade  Alliance  believes  that  the  most  equitable  way  to 
capitalize  a  Border  Financing  Authority  to  finance  border  infrastructure 
projects  is  to  target  a  small  percentage  of  the  overall  revenues  received  by  the 
U.S.  Customs  Service  from  foreign  imports  to  provide  the  initial  infusion  of 
funds  into  such  an  Authority.  According  to  the  Budget  for  the  United  States 
government,  fiscal  year  1994,  the  Customs  Service  will  take  in  approximately 
$19.2-21.3  billion  in  revenue  from  its  existing  schedule  of  tariffs  and  fees 
levied  upon  imports  into  the  United  States.  To  achieve  the  estimated  $2.7 
billion  of  environmental  cleanup  projects  discussed  most  recently  by 
Treasury  Secretary  Lloyd  Bentsen  before  the  Senate  Finance  Committee,  only 
3%  of  total  Customs  revenues  over  five  years  would  be  required.  We  believe 
that  this  approach  to  financing  the  environmental  infrastructure  effort 
advocated  by  both  the  Administration  the  leadership  in  the  House  is  the 
fairest  way  to  fund  this  program  for  three  principal  reasons: 
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(1)  In  large  measures,  the  environmental  problems  that  plague 
portions  of  the  southwest  border  region  are  caused  by 
companies  from  the  midwest,  northeast  and  other  parts  of  the 
United  States  who  have  set  up  shop  in  the  border  region, 
including  Mexico.   Therefore,  the  southwest  border  states  should 
not  have  to  bear  the  entire  burden  of  new  taxes  or  fees  at  the 
border  to  pay  for  environmental  cleanup  along  the  border; 

(2)  Customs  revenues  come  from  foreign  importers  and  therefore 
using  these  revenues  rather  than  new  user  fees  or  taxes  on  U.S. 
businesses  puts  less  of  a  burden  on  U.S.  companies  and  spreads 
the  investment  in  environmental  cleanup  among  the  foreign 
corporations  that   import  into  the  United  States;   and 

(3)  The  earmarking  of  Customs  revenues  to  capitalize  a  Border 
Financing  Authority  for  border  infrastructure  would  be  more 
predictable   and  thus  ensure  that  the  revenues  would  be 
available  to  carry  out  a  comprehensive,  multi-year 
environmental  infrastructure  improvement  plan,  like  the  one 
developed  by  the  Border  Trade  Alliance  and  the  Congressional 
Border  Caucus. 

MR.  CHAIRMAN,  your  Subcommittee  has  direct  jurisdiction  over  the 
U.S.  Customs  Service  and  the  use  of  the  revenues  that  it  generates  each  year. 
We  would  hope,  that  during  deliberations  on  the  NAFTA  enabling 
legislation,  that  you  would  recommend  the  establishment  of  a  Border 
Financing  Authority  to  be  capitalized  with  existing  revenues  collected  by  the 
U.S.  Customs  Service. 

UNIFIED  PORT  MANAGEMENT 

MR.  CHAIRMAN,  a  second  proposal  that  the  Border  Trade  Alliance 
would  offer  for  your  immediate  consideration  during  this  Session  of  the  103rd 
Congress,  is  the  implementation  of  a  plan  to  unify  the  management  of  the 
ports  of  entry  inspection  activities  under  one  Federal  agency,  the  United 
States  Customs  Service.      At  a  time  when  the  President  and  Vice  President 
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have  embarked  upon  a  plan  to  "Reinvent  Government",  the  BTA  beUeves 
that  the  time  to  implement  a  unified  port  management  plan  is  now.  The 
General  Accounting  Office  has  apparently  reached  the  same  conclusion  as 
evidenced  by  its  June,  1993  report  that  recommended,  among  other  things, 
the  elimination  of  the  dual  management  structure  for  border  inspections 
(GAO  Report  GGD-93-111).  Here  are  the  potential  benefits  that  the  BTA 
envisions  under  a  Unified  Port  Management  scenario: 

o  The  changes  give  us  an  opportunity  to  employ  new 

management  techniques; 

o  Establishing  primary  clearance  and  management  accountability 

for  border  inspection  in  a  single  agency; 

o  Eliminates  the  overlap  and  duplication  of  effort; 

o  Prevents  the  development  of   redundant  support  systems  and 

reduces  paperwork  where  possible; 

o  Enhances  the  development  of  a  coherent  border  policy; 

o  Improves  the  enforcement  of  our  laws  on  our  borders; 

o  Allows  for  smooth  implementation  of  innovative  inspection 

procedures. 

Under  our  proposal,  these  benefits  could  be  realized  by  charging  U.S. 
Customs  with  the  responsibility  for  primary  inspection  at  our  ports  of  entry, 
with  the  Immigration  and  Naturalization  Service  continuing  to  conduct  all 
secondary  inspections  related  to  the  admissibility  of  persons  into  the  United 
States.  The  U.S.  Customs  Service  has  the  requisite  experience  and  expertise 
in  the  area  of  trade,  drug  enforcement,  and  cargo  facilitation  to  assume  the 
front-line,  primary  jurisdiction  for  handling  inspection  at  the  borders,  while 
continuing  to  cooperate  with  the  other  inspection  agencies  at  Agriculture  and 
Justice.  We  believe  that  millions  of  dollars  in  savings  in  overhead, 
administration,  overtime,  and  related  personnel  costs  could  be  achieved 
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through  a  Unified  Port  Management  concept  ~  savings  that  could  be  utilized 
to  ensure  that  adequate  Customs  inspection  staff  is  in  place  at  the  ports  of 
entry,  even  during  these  times  of  government  dov^^nsizing  and  budgetary 
constraints. 

CONCLUSION 

MR.  CHAIRMAN,  the  Border  Trade  Alliance  has  been  at  the  forefront 
of  trade  between  the  United  States  and  Mexico  since  1986  when  it  opened  its 
doors  for  business.  We  were  the  first  to  present  a  formal,  comprehensive 
plan  to  the  Congress  and  to  the  Administration  to  improve  the  most 
important  categories  of  infrastructure  along  the  entire  southwest  border  of 
the  United  States.  And,  it  was  the  BTA  that  initiated  discussions  about 
streamlining  our  Federal  inspection  activities  at  the  ports  of  entry  long  before 
there  were  discussions  about  a  U.S.-Canada  or  NAFTA  trade  pact.  Our 
members  live  border  trade  each  and  every  day.  They  live  and  work  in  the 
very  communities  that  are  the  targets  -©i  Members  of  Congress; 
environmental  groups;  and  protectionist  groups  who  reject  the  North 
American  Free  Trade  Agreement.  Our  members  are  committed  to  improving 
infrastructure  along  the  border  regardless  of  current  or  future  trade 
agreement  proposals  with  Mexico,  and  have  proposed  a  way  to  pay  for  it.  In 
short,  the  BTA  has  been  and  will  continue  to  be  the  non-partisan  voice  in 
support  of  infrastructure  improvement,  streamlined  inspection  activities, 
and  economic  development  for  the  entire  southwest  border  region. 

This  Subcommittee  will  be  the  catalyst  for  carrying  out  most,  if  not  all, 
of  the  programs  and  policies  that  affect  the  entire  southwest  border  region, 
including  our  two  proposals  on  infrastructure  and  unified  port  management. 
We  ask  that  you  give  our  proposals  and  the  views  of  our  members  great 
weight  as  you  carry  out  your  important  and  difficult  legislative  tasks.  We 
stand  ready  to  work  with  you  and  your  colleagues  on  these  vital  international 
trade  matters. 

Thank  you,  Mr.  Chairman  and  Members  of  the  Subcommittee,  for 
allowing  us  this  opportunity  to  present  our  views. 
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Chairman  Gibbons.  Let's  go  now  to  Mr.  Andrews.  I  would  like 
to  turn  this  over  to  Mr.  Andrews  to  introduce  his  constituent,  Mr. 
Lay. 

Mr.  Andrews.  Thank  you  very  much,  Mr.  Chairman.  I  just  want 
to  take  a  minute  to  welcome  my  dear  friend,  Ken  Lay,  before  the 
Ways  and  Means  Committee. 

Mr.  Chairman,  Ken  Lay  is  a  person  who  is  recognized  throughout 
my  State  and  throughout  the  energy  industry  as  one  of  the  two  or 
three  most  important  leaders  when  it  comes  to  making  policy. 
There  are  a  lot  of  oil  and  gas  leaders  around  the  country,  there  are 
very  few  that  are  literally  policymakers. 

Ken  Lay  has  been  an  adviser  to  Democratic  presidents.  Repub- 
lican presidents.  He  has  helped  fashion  energy  policy  and  fought 
for  environmental  laws  and  changes  in  our  natural  resource  policy 
to  make  our  country  more  energy  independent.  He  is  the  head  of 
the  largest  natural  gas  company  in  the  world,  Enron.  He  is  public 
spirited. 

He  is  one  of  the  cochairmen  of  the  Houston  Partnership  which 
represents  a  large  umbrella  of  diverse  groups  of  leaders  and  it  is 
an  honor  to  have  Ken  before  the  committee  to  share  his  views  with 
us  about  the  free  trade  agreement. 

Chairman  Gibbons.  That  is  a  good  introduction  and  you  told  me 
some  things  I  didn't  know  about  it.  I  thought  I  knew  a  lot  about 
him.  He  is  well-known  in  my  area  of  the  world,  and  well-known 
here  in  Washington. 

Mr.  Lay,  we  would  welcome  you  here. 

STATEMENT  OF  KEN  LAY,  VICE  CHAIRMAN,  GREATER  HOUS- 
TON PARTNERSHIP,  AND  CHAIRMAN  AND  CHIEF  EXECUTIVE 
OFFICER,  ENRON  CORP.,  HOUSTON,  TX 

Mr.  Lay.  Thank  you,  Mr.  Chairman.  It  is  always  nice  to  be  back 
in  the  same  room  with  you.  Always  nice  to  be  in  the  same  State 
with  you  down  in  Florida  when  I  am  given  that  opportunity. 

Congressman  Andrews,  that  was  very,  very  kind.  I  appreciate 
that. 

My  name  is  Ken  Lay,  and  I  am  chairman  and  chief  executive  of- 
ficer of  Enron,  as  Congressman  Andrews  said,  which  is  the  Na- 
tion's largest  natural  gas  company.  But  today  I  am  here  primarily 
in  my  capacity  as  the  vice  chairman  of  the  Greater  Houston  Part- 
nership. 

The  Greater  Houston  Partnership  has  been  in  existence  for  over 
150  years.  It  has  2,600  member  companies.  Our  members  range  in 
size  from  1-  and  2-employee  size  companies  to  some  of  the  largest 
multinational  corporations  in  the  country.  Our  companies  have 
600,000  employees  in  Houston,  so  1  of  3  employees  in  Houston  is 
in  fact  employed  by  one  of  the  members  of  the  Greater  Houston 
Partnership. 

Our  mission  is  pretty  straightforward  and  that  is  to  build  eco- 
nomic prosperity  in  the  Houston  region  by  creating  a  strong  and 
healthy  business  climate,  encouraging  economic  development,  and 
increasing  international  trade.  I  am  here  today  to  testify  that  our 
partnership  strongly  believes  that  the  North  American  Free-Trade 
Agreement  addresses  each  of  these  three  goals  and  not  just  for  the 
Houston  region  but  indeed  for  the  whole  United  States. 
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Houston  is  the  headquarters  for  more  Fortune  500  and  Fortune 
500  service  companies  than  any  other  U.S.  city  except  New  York 
and  Chicago.  They  include,  of  course,  some  of  the  energy  leaders 
like  Shell,  Enron,  Tenneco,  certainly  manufacturers  like  Cooper  In- 
dustries, Baker  Hughes,  Stewart  &  Stevenson,  technology  compa- 
nies like  Compaq  Computers  and  service  firms  like  Continental 
Airlines  and  Service  Corp.  International. 

In  addition  to  the  employees  that  we  have  in  the  Houston  region, 
these  Fortune  500  companies  have  about  375,000  employees 
throughout  the  United  States.  So  we  do  represent  a  very  large  em- 
ployment base  as  far  as  our  companies  headquartered  in  Houston. 

Many  people  think  that  Houston  in  fact  is  mainly  an  oil  and  gas 
headquarters  city.  That  is  a  very  important  part  of  our  town  but 
increasingly  Houston's  main  business  is  international  business.  It 
is  becoming  even  more  so  each  day. 

Today,  the  Port  of  Houston  is  the  largest  U.S.  port  for  foreign 
cargo  and  the  eighth  busiest  port  in  the  world.  Houston  Interconti- 
nental Airport  is  the  eighth  busiest  U.S.  airport  for  international 
passengers.  Our  Texas  Medical  Center,  the  largest  medical  center 
in  the  world,  currently  employs  52,000  employees  and  serves  about 
15,000  foreign  patients  per  year. 

I  mention  these  not  to  necessarily  boast,  although  we  from  Texas 
are  inclined  to  do  that 

Chairman  Gibbons.  I  never  noticed  that. 

Mr.  Lay.  You  never  noticed  that?  But  mainly  to  point  out  that 
Houston  does  have  a  significant  interest  in  international  business. 
We  also  have  a  long  history  and  very  productive  history  of  business 
and  trade  relations  with  Mexico. 

Our  sister  country  to  the  south,  of  course,  Mexico  accounts  for  al- 
most 8  million  tons  of  imports  and  exports  with  a  value  of  $1.3  bil- 
lion that  moves  through  the  Port  of  Houston.  Indeed  the  Port  of 
Houston  is  Mexico's  largest  port. 

Houston's  experienced  significant  growth  in  air  traffic  with  Mex- 
ico. Last  year,  more  than  1.2  million  people  traveled  between  Hous- 
ton and  Mexico,  accounting  for  about  50  percent  of  the  total  inter- 
national air  passenger  traffic  in  Houston. 

During  the  past  5  years,  air  cargo  between  Houston  and  Mexico 
has  soared  from  9.5  million  pounds  annually  to  over  25  million 
pounds  annually. 

But  I  would  like  to  mention  just  a  few  specific  examples  of  com- 
panies and  business  relationships  in  Mexico  to  show  you  what  has 
been  happening  recently,  primarily  in  anticipation  of  passage  of  the 
North  American  Free-TYade  Agreement. 

Shell  Oil  Co.  and  Petroleos  Mexicanos,  of  course,  PEMEX  re- 
cently negotiated  a  sale  of  50  percent  interest  in  Shell's  Deer  Park, 
TX,  refinery  facility  to  a  new  jointly  owned  corporation  controlled 
by  PEMEX  and  Shell. 

PEMEX  is  putting  a  very  significant  investment  into  that  facility 
along  with  Shell  to  upgrade  it  and  make  it  a  much  more  efficient 
and  more  environmentally  efficient  refinery.  This  joint  venture  has 
currently  employed  about  2,000  employees  in  the  construction 
project  that  will  last  over  2  or  3  years  and,  of  course,  there  will  be 
a  number  of  permanent  employees  added  at  the  time  that  it  goes 
into  operation. 
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This  facility  will  refine  the  Mexican  Mayan  crude  oil  and,  of 
course,  export  the  processed  and  refined  products  back  into  the 
Mexico  market.  I  think  this  project  shows  that  NAFTA  is  good  not 
only  for  the  United  States  but  obviously  also  for  Mexico  and  for 
joint  investments  on  both  sides  of  the  border,  not  just  one  side  of 
the  border. 

In  the  case  of  my  own  company,  Enron,  we  hope  to  play  a  very 
significant  role  in  the  future  development  of  the  Mexico  power  gen- 
eration industry.  The  potential  market  is  huge.  Mexico  estimates 
that  they'll  need  an  additional  16,000  megawatts  of  new  generating 
capacity  between  now  and  the  end  of  this  decade.  That  represents 
about  $15  billion  in  new  powerplants  and,  of  course,  two-thirds, 
about  $10  billion  will  go  toward  capital  equipment  and  services 
much  of  which  will  be  exported  out  of  the  United  States  if  in  fact 
NAFTA  is  passed. 

Regarding  Enron  itself,  we  are  currently  working  on  projects  to- 
taling well  over  $1  billion  in  value  and  projects  that  we  in  fact 
think  will  have  a  good  chance  of  concluding  if  NAFTA  gets  enacted. 
I  will  add  parenthetically  that  we  think  if  NAFTA  is  not  enacted, 
many  of  those  projects  will  either  disappear  or  be  redirected  to 
other  countries. 

As  you  know,  NAFTA  does  significantly  reduce  tariff's  on  ship- 
ment of  goods  into  Mexico.  In  the  case  of  electrical  goods,  that  re- 
duction is  about  17  percent.  And  of  course  with  that  reduction,  we 
will  greatly  increase  our  competitive  position  with  other  suppliers 
of  electrical  equipment  and  services,  most  of  which  are  of  course 
currently  coming  out  of  Japan,  Grermany,  and  Switzerland. 

So,  again,  that  gives  us  a  competitive  advantage  with  NAFTA 
passing  and  puts  us  in  a  competitive  disadvantage  if  it  doesn't 
pass. 

Enron  is  looking  to  Mexico  as  a  growing  market  for  natural  gas 
sales.  Mexico  currently  consumes  about  1  trillion  cubic  feet  of  gas 
per  year,  about  5  percent  of  the  amount  that  we  consume  in  this 
country.  But  over  the  next  few  years,  it  is  estimated  that  that  will 
increase  by  at  least  200  million  cubic  feet  a  year,  could  be  as  much 
as  double  that,  but  at  least  a  20  to  40  percent  increase  in  that. 

In  either  case,  we  are  looking  at  between  half  a  billion  and  $1 
billion  worth  of  annual  natural  gas  sales  to  Mexico  coming  almost 
entirely  from  United  States  producers.  Some  of  that  may  come 
from  Canada,  but  most  of  it  comes  from  United  States  producers. 
The  environmental  benefits  of  Mexico  using  more  natural  gas  ver- 
sus other  fuels  will  also  be  significant.  We  estimate  that  just  in  the 
lower  end  of  this  range,  the  200  million  increase  in  usage  in  Mexico 
will  reduce  overall  emissions  by  about  10  million  tons  annually  of 
all  the  emissions  that  most  environmentalists  are  concerned  about. 

Another  case  would  be  Compaq  Computer  on  which  I  serve  as  a 
director.  Compaq  Computer  entered  the  Mexican  market  in  1989 
and  sold  less  than  $200,000  in  computers.  The  next  year  they  sold 
over  3  million  dollars'  worth.  Last  year,  just  3  years  after  they  en- 
tered the  market,  they  sold  $44  million  in  computers. 

This  year  that  number  will  be  up  substantially.  But  that  is  the 
kind  of  growth  we  are  seeing  in  exports  from  our  U.S.  manufactur- 
ers with  U.S.  employees  and  U.S.  jobs  into  the  Mexico  market  as 
that  market  attempts  to  modernize  and  bring  up  to  world  stand- 
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ards,  their  infrastructure,  and  be  competitive  themselves  in  the 
international  business  arena. 

In  my  testimony,  which  of  course  we  submit  for  the  record,  there 
are  several  examples  of  a  lot  of  companies — some  bigger,  some 
smaller — like  Riviana  Foods,  a  major  rice  exporter  internationally, 
over  the  last  few  years.  In  3  or  4  years  Riviana  has  seen  exports 
of  rice  into  Mexico  go  up  one  hundredfold. 

It  is  now  one  of  the  five  larger  markets  around  the  world  and  the 
U.S.  rice  industry  and  processing  industry  is  very  competitive  on 
a  global  scale  and  very  competitive  in  Mexico.  I  have  several  other 
examples,  Mr.  Chairman,  of  a  microwave  company,  a  hide  com- 
pany, an  ice  machine  company,  but  several  companies,  many  of 
which  are  very  small,  which  in  fact  are  seeing  significant  expansion 
in  their  own  business  and  of  course  in  their  work  forces  in  meeting 
this  business  because  of  anticipation  of  NAFTA.  I  am  personally 
convinced  that  much  of  this  will  be  stopped  in  its  tracks,  in  fact, 
if  NAFTA  is  not  enacted. 

I  would  make  one  other  comment  on  the  smaller  firms.  I  heard 
testimony  this  morning  that  this  is  mainly  for  the  large  multi- 
nationals, and  certainly  the  multinationals  will  benefit  greatly,  but 
as  far  as  Enron,  if  NAFTA  is  not  passed,  we  will  be  shut  out  of 
the  Mexican  market  and  we  will  go  to  Indonesia,  Thailand,  China, 
and  East  Europe. 

Many  of  the  smaller  companies  don't  have  that  alternative.  If 
they  can't  cultivate  markets  close  to  home — in  this  case  Mexico — 
then  for  the  most  part,  they  will  not  have  the  opportunity  to  ex- 
pand internationally.  So  I  think  in  some  ways,  on  a  relative  basis, 
smaller  companies  may,  in  fact,  be  the  larger  beneficiaries  of 
NAFTA  than  some  of  the  large  multinationals  that  have  so  many 
other  opportunities. 

All  of  these  examples,  I  hope,  illustrate  that  the  Houston  busi- 
ness community  strongly  supports  the  North  American  Free-Trade 
Agreement  because  it  will  create  a  number  of  opportunities  and 
have  a  profound  positive  impact  on  local  and  national  economies 
and  a  profound  positive  impact  on  job  creation. 

To  sum  up,  NAFTA  will  open  up  opportunities  for  a  host  of  com- 
panies, both  small  and  large,  across  diverse  industries.  It  will  have 
positive  effects  in  terms  of  jobs,  economic  benefits  will  be  felt  across 
the  United  States  and  most  importantly  in  the  creation  of  new  jobs, 
and  for  the  most  part  creating  higher  paid  jobs  because  of  the  big- 
gest growth  currently  coming  out  of  our  manufacturing  sector  and 
high  tech  sector. 

United  States  manufacturing  and  service  firms  stand  to  benefit 
as  Mexico  builds  its  industrial,  power  transportation  and  tele- 
communications infrastructure.  With  tariff  reductions  on  capital 
equipment  imported  into  Mexico,  United  States  manufacturers  will 
gain  competitive  advantage  over  alternative  suppliers  in  Europe, 
Asia,  and  elsewhere. 

Tariff  reduction  on  high  FEC  and  other  value-added  projects  will 
open  whole  new  markets  in  Mexico  for  those  products  manufac- 
tured in  the  United  States  such  as  the  Compaq  Computer,  for  ex- 
ample. 

It  will  allow  natural  gas  to  be  sold  directly  to  end  users  as  part 
of  the  agreement.  This  creates  enormous  opportunities  for  those  of 
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us  in  the  natural  gas  business  to  begin  to  deal  directly  with  indus- 
trial producers  down  in  Mexico,  A  positive  environmental  impact 
will  be  felt  on  both  sides  of  the  border  as  natural  gas  is  developed 
as  the  fuel  of  choice  in  northern  Mexico. 

Let  me  say  that  President  Salinas  and  his  administration  are 
pressing  hard  to  convert  their  vehicles  in  major  cities  to  using  nat- 
ural gas  and  doing  other  things  to  enhance  the  environment  with 
the  use  of  natural  gas. 

Finally,  the  significant  business  opportunities  for  U.S.  companies 
presented  through  NAFTA  are  both  short  term,  and  immediate,  but 
they  are  also  long  term.  For  these  reasons,  we  the  business  commu- 
nity of  Houston  and  Greater  Houston  Partnership  believe  that 
NAFTA  is  good  for  Houston  companies,  the  Houston  regional  econ- 
omy and  the  Nation  as  a  whole.  As  such,  we  respectfully  urge  Con- 
gress to  ratify  the  North  American  Free-Trade  Agreement  without 
delay. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  and  attachments  follow:] 
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•  TESTIMONY  ON 
THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

to  the 

TRADE  SUBCOMMTITEE  OF  THE  HOUSE  COMMITTEE  ON  WAYS  AND 
MEANS 

September  23,  1993 

by  Ken  Lay,  Chairman  and  CEO  of  Enron  Corp. 
Vice  Chairman,  Greater  Houston  Partnership 


Thank  you  for  the  opportunity  to  testify  in  support  of  the  North  American  Free 
Trade  Agreement,  one  of  the  most  important  trade  issues  now  affecting  the  United  States. 
My  name  is  Kenneth  L.  Lay  and  I  am  chairman  and  chief  executive  officer  of  Enron  Corp., 
the  nation's  largest  natural  gas  corporation,  but  I  am  here  today  in  my  role  as  vice  chairman 
of  the  Greater  Houston  Partnership. 

The  Greater  Houston  Partnership  has  a  153-year  history  of  working  to  promote 
business  and  commerce  in  the  greater  Houston  region.  From  our  earliest  days  as  Houston's 
original  chamber  of  commerce,  this  organization  has  both  helped  and  watched  Houston 
become  the  fourth  largest  city  in  the  United  States.  Today,  our  organization  represents  more 
than  2,600  member  companies  in  a  variety  of  industries.  Our  members  range  in  size  from 
small  one  and  two-person  firms  to  multi-national  corporations.  Together,  our  member 
companies  employ  more  than  600.000  Houstonians.  almost  one  out  of  every  three  area 
employees. 

Our  mission  at  the  Greater  Houston  Partnership  is  to  build  economic  prosperity  in 
the  region  by  creating  a  strong  and  healthy  business  climate,  encouraging  economic 
development  and  increasing  international  trade.  As  vice  chairman  of  the  Greater  Houston 
Partnership,  I  strongly  believe  the  North  American  Free  Trade  Agreement  addresses  each 
of  these  three  goals,  not  just  for  Houston  but  for  the  United  States. 

NAFTA  is  important  to  the  Greater  Houston  Partnership  because  the  business  and 
trade  interests  of  our  member  companies  extend  beyond  just  the  Houston  region.  We  are 
a  global  city  with  global  interests.  In  fact,  Houston  is  the  headquarters  of  more  Fortune  500 
£md  Fortune  Service  500  companies  than  any  other  U.S.  city  except  New  York  and  Chicago. 
They  include  energy  leaders  like  Shell  Oil,  Enron  and  Tenneco,  manufacturers  like  Cooper 
Industries,  Baker  Hughes,  and  Stewart  &  Stevenson,  technology  companies  like  Compaq 
Computers  and  service  firms  like  Continental  Airlines  and  Service  Corporation 
International.  Together  the  Fortune  500  firms  headquartered  in  Houston  employ  more  than 
375,000  people  throughout  the  United  States. 

Many  people  like  to  think  that  Houston  owes  its  growth  to  one  industry.  They  are 
right,  but  it  is  not  the  oil  and  gas  industry  that  has  fired  Houston's  growth  since  the  mid- 
1800s.  The  most  important  industry  in  Houston  is  international  business. 

Today,  the  Port  of  Houston  is  the  largest  U.S.  port  for  foreign  cargo  and  the  eighth 
busiest  port  in  the  world.  Houston  Intercontinental  Airport  is  the  eighth  busiest  U.S.  airport 
for  international  passengers.  The  renowned  Texas  Medical  Center  in  Houston  is  the  largest 
medical  complex  in  the  world,  with  more  than  52,000  employees  and  15,000  foreign  patients 
each  year.  Houston  also  hosts  the  largest  consular  corps  in  the  Southwest  (53)  and  has 
offices  of  41  foreign-owned  banks. 

I  mention  these  facts  and  figures  not  to  boast  that  things  are  bigger  in  Texas  but  to 
illustrate  and  underscore  that  Houston  has  a  significant  interest  in  international  business. 
We  also,  however,  have  a  special  interest  in  expanding  trade  opportunities  with  Mexico. 
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Houston  has  a  long  history  of  productive  business  and  trade  relations  with  Mexico. 
Mexico  accounts  for  almost  8  million  tons  of  imports  and  exports  with  a  value  of  $1.3  billion 
that  move  through  the  Port  of  Houston.  Currently  60  percent  of  the  exports  to  Mexico 
handled  by  the  Port  of  Houston  are  grains  and  28  percent  are  chemicals  and  gasoline.  But 
the  Port  of  Houston  also  handles  a  significant  amount  of  other  cargo,  including  iron,  steel, 
distilled  spirits,  machinery  and  equipment. 

Houston  has  experienced  a  significant  growth  in  air  traffic  with  Mexico.  Last  year, 
more  than  1.2  million  people  flew  between  Houston  and  Mexico,  accounting  for  50  percent 
of  the  total  international  air  passenger  traffic  in  Houston.  During  the  past  five  years  air 
cargo  between  Houston  and  Mexico  has  soared  from  9.5  million  pounds  to  25  million 
pounds. 

To  really  understand  the  importance  of  NAFTA  and  increased  trade  opportunities 
with  Mexico,  however,  you  must  look  beyond  the  statistics  and  talk  with  the  thousands  of 
U.S.  companies  of  every  size  from  a  variety  of  industries  who  already  are  doing  business 
with  Mexico  -  or  who  already  are  exploring  opportunities  to  do  business  with  Mexico. 

Let  me  offer  just  a  few  examples  from  the  Houston  region  that  illustrate  how 
NAFTA  will  have  a  positive  impact  on  the  Greater  Houston  Partnership's  three  key  goals: 
creating  a  strong  and  healthy  business  climate,  encouraging  economic  development  and 
increasing  international  trade. 

Shell  Oil  Company  and  Petroleos  Mexicanos  (PEMEX)  recently  entered  into  a  joint 
venture  regarding  the  sale  of  a  50  percent  interest  in  Shell's  Deer  Park,  Texas,  refining 
facility  to  a  new  corporation  controlled  indirectly  by  PEMEX.  PEMEX's  investment  in  the 
Deer  Park  facility  will  contribute  significantly  to  the  complete  upgrading  of  the  current 
facility,  making  it  more  internationally  competitive  and  efficient,  thereby  increasing  its 
production  and  exports. 

The  Deer  Park  joint  venture  will  result  in  the  creation  of  both  2,000  temporary  jobs 
in  the  United  States  over  the  next  several  years  as  the  facility  is  constructed  and  upgraded, 
and  150  additional  permanent  jobs  required  to  operate  the  facility  after  the  construction  is 
completed.  The  Deer  Park  facility  will  refine  Mayan  crude  oil  and  export  processed 
gasoline  to  Mexico.  The  value  added  in  the  United  States  will  support  U.S.  jobs  and 
contribute  to  U.S.  export  growth.  Shell  anticipates  additional  joint  ventures  with  the 
reorganized  PEMEX  as  trade  between  Mexico  and  the  United  States  continues  to  liberalize 
under  NAFTA,  These  joint  ventures  will  result  in  increased  sales  of  U.S.  oil-  and  gas-field 
equipment  to  Mexico. 

At  Keystone  International,  Chairman  and  CEO  Raymond  LeBlanc  is  creating  a 
"Tjorderless  company"  with  manufacturing  operations  in  the  most  efficient  cities  worldwide. 
With  30  plants  and  4,100  employees  in  16  countries.  Keystone  is  an  international 
manufacturer  of  valves  for  a  variety  of  industries. 

Committed  to  the  belief  that  NAFTA  will  maximize  the  ability  of  the  U.S.,  Mexico 
and  Canada  to  co-produce  products  for  global  markets.  Keystone  is  investing  in  new 
computer-controlled  machinery  in  Houston  and  moving  less  sophisticated  machinery  and 
processes  to  Mexico.  Other  operations  are  going  to  Canada.  Keystone  anticipates  that  these 
shifts  will  free  up  space  at  the  company's  Houston  valve  plant  for  the  production  of  higher 
tech  products. 

My  company,  Enron  Corporation,  hopes  to  play  a  significant  role  in  the  future 
development  of  Mexico's  power  generation  industry.  The  potential  market  is  huge. 
Mexico's  plaimers  estimate  that  the  country  will  need  16  gigawatts  of  additional  generating 
capacity  by  1999  -  or  an  additional  $15  billion  in  investment  for  new  power  plants.  Roughly 
two  thirds  of  this  amount  ($10  billion)  will  go  toward  capital  equipment  and  services  which 
U.S.-based  manufacturers  and  engineering  firms  will  be  well  positioned  to  capture  if 
NAFTA  is  ratified. 

In  £mticipation  of  NAFTA,  Enron  is  among  a  number  of  U.S.  firms  already 
competing  to  develop  several  significant  near-term  projects.  In  fact,  Enron  is  currently 
looldng  at  potential  investments  totalling  one  billion  dollars  or  more  in  Mexico  for  power 
plants  and  pipelines.  All  of  these  projects,  however,  are  either  directly  tied  to  or  will  be 
significantly  impacted  by  passage  of  NAFTA.  NAFTA  will  also  significantly  enhance  the 
probability  that  U.S.  manufacturers  will  produce  the  equipment  for  these  projects  in  the 
United  States  by  gradually  reducing  the  current  17  percent  tariff  on  electrical  equipment 
imported  into  Mexico.  If  NAFTA  is  not  passed,  it  is  likely  this  equipment  will  be  produced 
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in  Japan,  Germany,  or  Switzerland. 

In  addition  to  power  plant  development,  Enron  is  also  looking  to  Mexico  as  a 
growing  market  for  natural  gas  sales.  Natural  gas  demand  in  Mexico  was  approximately  one 
trillion  cubic  feet  (Tcf)  in  1992.  Under  NAFTA,  that  demand  is  projected  to  grow  by  an 
additional  200  billion  cubic  feet  per  year  by  the  end  of  the  decade  as  natural  gas  producers 
and  marketing  companies  are  allowed  to  mjike  sales  directly  to  end  users  in  Mexico's 
electric  generation  and  industrial  sectors.  This  potential  growth  represents  approximately 
$450  million  annually  to  U.S.  companies  such  as  Enron. 

The  fast  track  development  of  Mexico's  natural  gas  market  made  possible  under 
NAFTA  brings  not  only  economic  benefit,  but  environmental  benefits  to  both  countries. 
The  advantages  the  U.S.  environment  has  enjoyed  from  clean,  efficient  natural  gas  will  be 
available  to  Mexico  and  will  yield  a  significant  external  benefit  to  the  United  States  which 
shares  the  same  air  along  an  extensive  border.  For  example,  the  estimated  additional 
natural  gas  exports  to  Mexico  required  to  meet  the  country's  growing  needs  would  create 
a  new  annual  gas  market  the  size  of  New  Jersey.  Substituting  this  amount  of  natural  gas  for 
oil  and  coal  will  reduce  emissions  of  the  four  most  dangerous  pollutants  by  about  10.6 
million  tons  armually  as  shown  below. 

Mmton/YR  Emissions  Reductions 
Carbon  Monoxide  0.100 

Nitrogen  Oxides  0.200 

Sulfur  Dioxide  0.320 

Carbon  Dioxide  10-000 

Total         10.620 


NAFTA  will  also  force  a  closer  tie  between  Mexico's  Environmental  Agency 
SEDOSOL  and  the  EPA.  As  such,  Enron  and  other  companies  hoping  to  develop  projects 
in  Mexico  are  designing  facilities  that  meet  the  current  EPA  standards  in  the  United  States. 

Riviana  Foods,  Inc.  has  its  major  instant  rice  processing  plant  and  offices  in  Houston, 
where  the  company  employs  over  400  people  and  exports  rice  products  to  31  countries 
around  the  world.  Riviana  is  extremely  optimistic  about  the  prospects  for  increased  business 
with  Mexico  and  are  devoting  significant  resources  to  increase  exports  there.  U.S.  rice 
exports  to  Mexico  have  already  increased  more  than  100-fold  since  the  advent  of  the  Salinas 
administration  and  his  economic  reforms.  Mexico  is  now  one  of  the  top  five  export  markets 
for  the  U.S.  rice  industry. 

Many  U.S.  industries  have  significant  competitive  advantages  over  their  Mexican 
counterparts.  This  is  the  case  in  the  rice  industry;  our  farmers  are  among  the  most 
productive  in  the  world  and  we  are  able  to  produce  value-added  products  more  efficiently 
than  anywhere  else  in  the  world.  NAFTA  will  allow  U.S.  rice  producers  to  develop  and 
prosper  in  value-added  rice  exports  to  Mexico.  While  there  has  been  a  significant 
improvement  in  the  reduction  of  tariffs  in  Mexico,  there  still  exists  discrimination  against 
value-added  products.  The  NAFTA  would  remedy  this  distortion  over  a  reasonable  period 
of  time. 

With  more  than  250  employees  in  Houston,  Microwave  Networks  is  an 
entrepreneurial  company  that  has  grown  by  leaps  and  bounds  since  it  was  formed  in  1982 
to  manufacture  microwave  radios  for  cellular  and  other  telephone  networks.  Sales  have 
rocketed  in  the  past  two  years  since  it  began  concentrating  on  places  like  Mexico  that  lack 
a  strong  telecommunications  infrastructure.  In  fact,  the  Mexican  market  accounts  for  about 
30  percent  of  the  company's  aimual  sales,  which  in  1993  are  expected  to  reach  $50  million. 

Foimder  and  President  Arthur  Epley,  however,  is  convinced  that  Mexico  could  be  a 
much  bigger  market  for  his  electronic  telecommunications  equipment  with  passage  of 
NAFTA  and  the  elimination  of  current  tariffs. 

"Because  of  the  tariffs  to  export  our  producu,  our  customers  in  Mexico  today  pay  a 
30  percent  premium.  Mexico's  govenunent  wants  to  quickly  get  the  country  into  the  20th 
century  with  telecommunications.  Without  the  current  tariffs,  our  Mexican  customers  would 
probably  buy  more  of  our  products." 

Increased  sales,  Epley  says,  would  lead  directly  to  the  creation  of  more  jobs  by  his 
finn  in  Houston.  "American  workers  can  compete.  The  electronics  and  telecommunications 


industry  is  technology  and  knowledge-driven,  giving  the  United  States  a  distinct  advantage. 
Because  of  the  skills  and  productivity  of  our  workers,  we  can  be  just  as  competitive 
manufacturing  in  Houston  as  in  other  countries  without  tariffs." 

Eusebio  Compian  is  the  chief  executive  officer  of  American  Ice  Machines,  Inc.,  a  $15 
million  distributor  of  commercial  refrigeration  equipment.  "The  traditionally  cumbersome 
bureaucracy  on  both  sides  of  the  border  hamper  the  completion  of  business  transactions.  I 
believe  that  the  passage  of  NAFTA  will  simplify  and  increase  business  between  our  two 
countries.  A  small  firm  like  ours  would  benefit  greatly  from  the  passage  of  this  legislation." 

At  Cole  Chemical  &  Distributing,  Inc.,  President  Donna  Cole  says  Mexico  will  be  a 
focused  part  of  the  business  strategy  for  her  Asian-American-owned  company.  Cole 
Chemical  &  Distributing  is  an  independent  petrochemical  distributor  serving  U.S.  and 
foreign  markets  from  its  Houston-based  facility.  Sales  to  Mexico  accounted  for  3  percent  of 
the  company's  $14  million  in  annual  sales  in  1991  and  grew  to  5  percent  in  1992.  With  the 
potential  for  increased  business  with  Mexico,  Cole  hopes  to  add  to  its  15-person  staff  next 
year. 

Southwestern  Trading  Company,  celebrating  its  54th  year,  is  one  of  the  largest 
exporter/processors  of  U.S.  cattle  hides  in  the  industry.  With  over  35  years  of  experience 
exporting  cattle  hides  to  Mexico,  the  company  states  that  it  has  a  keen  awareness  of  the 
positive  impact  NAFTA  will  have  on  the  North  American  leather  finishing  market. 

According  to  Southwestern  Trading,  since  U.S.  cattle  hides  are  a  surplus  commodity, 
the  liberalization  of  the  Mexican  market  under  NAFTA  will  be  most  welcome  by  the 
industry.  Currently,  Southwestern  produces  about  625,000  hides  weekly  of  which 
approximately  350,000  hides  are  exported. 

Today,  Mexico  represents  the  fourth  largest  consumer  of  U.S.  cattle  hides  worldwide. 
However,  the  company  predicts  that  Mexico  may  one  day  become  the  U.S.  industry's  largest 
export  market  as  a  consequence  of  NAFTA.  More  importantly,  while  Asian  markets  only 
consume  certain  selections  of  U.S.  cattle  hides,  Mexico  consumes  a  larger  variety  of 
material,  thus  providing  a  benefit  to  those  U.S.  suppliers  currently  unable  to  participate  in 
export  sales.  North  American  Trade  Corp.  (NORAMCO)  is  a  diversified  export 

trading  company  with  $10  million  in  annual  sales.  Specializing  in  the  transportation, 
construction,  and  electronics  industries,  NORAMCO  currently  exports  to  most  of  Latin 
America,  Africa  and  the  Far  East.  The  18-person  company  has  been  exporting  to  Mexico 
since  1984.  Mexico  generated  $500,000  in  sales  for  NORAMCO  last  year.  Jorge  Guiloff, 
Hispanic  founder  and  president  of  NORAMCO,  says  that  Mexico  will  be  one  of  his  top 
markets  in  the  '90s. 

As  these  examples  illustrate,  the  Houston  business  community  strongly  supports  the 
North  American  Free  Trade  Agreement  because  it  will  create  a  number  of  opportunities 
and  have  a  profound  positive  impact  on  the  local  and  national  economies.  To  sum  up  a  few 
of  the  key  factors  on  which  our  sup[>ort  is  based: 

■  The  NAFTA  will  open  up  opportunities  for  a  host  of  companies,  both  small 
and  large,  across  diverse  industries. 

■  Positive  effects  in  terms  of  jobs  and  economic  benefits  will  be  felt  across  the 
United  States. 

■  U.S.  manufacturing  and  service  firms  stand  to  benefit  as  Mexico  builds  its 
industrial,  power,  transportation  and  telecommunications  infrastructure.  With 
tariff  reductions  on  capital  equipment  imported  into  Mexico,  U.S. 
manufacturers  will  gain  competitive  advantage  over  alternative  suppliers  in 
Europe,  Asia,  and  elsewhere. 

■  Tariff  reductions  on  "high-tech"  and  other  "value  added"  products  will  open 
up  whole  new  markets  in  Mexico  for  those  products  manufactured  in  the  U.S. 

■  The  NAFTA  will  allow  natural  gas  imported  into  Mexico  to  be  sold  directly 
to  end  users,  creating  a  plethora  of  opportunities  for  the  U.S.  energy  industry. 

■  A  positive  environmental  impact  will  be  felt  on  both  sides  of  the  border  as 
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natural  gas  is  developed  as  the  fuel  of  choice  in  northern  Mexico. 

The  significant  business  opportunities  for  U.S.  companies  presented  by 
NAFTA  are  both  short-term  and  long-term  in  nature. 


For  these  reasons,  we  the  business  community  of  Houston  and  the  Greater  Houston 
Partnership  believe  that  NAFTA  is  good  for  Houston  companies,  the  Houston  regional 
economy,  and  the  nation  as  a  whole.  As  such  we  respectfully  urge  Congress  to  ratify  the 
North  American  Free  Trade  Agreement  without  delay. 
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HOUSTON'S  BUSINESS  PARTNER 
PROFILE  OF  MEMBERS 


First  and  foremost,  the  Greater  Houston 
Partnership  is  a  business  organization. 
With  more  than  2,400  member  com- 
panies, the  Greater  Houston  Partnership  serves 
as  the  primary  advocate  for  Houston's  business 
community. 

Our  membership  includes  companies  of 
every  size  and  from  virtually  every  industry 
sector  and  geographic  area  of  the  eight-county 
region.  Combined,  Partnership  member  com- 
panies employ  almost  600,000  Houstonians, 
or  one  out  of  every  three  area  employees. 

While  companies  join  the  Partnership  for 
many  reasons,  three  are  cited  most  often: 

First,  our  members  are  committed  to  ensuring 
a  positive  business  climate  that  encourages  job 
creation  and  attracts  business 
expansions  and  relocations. 

Second,  our  members  are 
dedicated  to  building  economic 
prosperity  in  the  Houston  region. 
A  strong,  healthy  and  vibrant 
Houston  economy  creates  oppor 
tunities  for  each  and  every  com- 
pany to  prosper. 

Third,  our  members  benefit  from 
their  involvement  in  the  Partnership. 
Whether  it's  through  business  devel- 
opment and  networking  oppoitunites 
or  access  to  up-to-date  economic  and  market 
data,  member  companies  and  their  employees 
can  capitalize  on  the  business  contacts  and 
resources  provided  by  the  Partnership. 
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FORTUNE  500  COMPANIES  HEADQUARTERED  IN  HOUSTON 


Company 

Shell  Oil  Company 
Tenneco  Inc. 
The  Coastal  Corp. 
Cooper  Industries  Inc. 
Lyondell  Petrochemical 
Compaq  Computer  Corp. 
Pennzoil  Company 
Baker  Hughes  Inc. 
Maxxam 
NL  Industries 
Mitchell  Energy 
Union  Texas 
Imperial  Holly 
Stewart  &  Stevenson  Svcs. 
Baroid 


Executive 

Philip  J.  Carroll,  President  &  CEO 

Michael  H.  Walsh,  Chairman  &  CEO 

Oscar  S.  Wyatt,  CEO 

Robert  Cizik.  Chairman  &  CEO 

Bob  G.  Gower,  President  &  CEO 

Eckhard  Pfeiffer,  President  &  CEO 

James  L.  Pate,  President  &  CEO 

James  D.  Woods,  Chairman 

Charles  E.  Hurwitz,  CEO 

J.  Landis  Martin,  CEO 

George  P.  Mitchell,  CEO 

A.  Clark  Johnson,  CEO 

James  C.  Kempner,  CEO 

C.  James  Stewart,  CEO 

J.  Landis  Martin,  CEO 


Total  annual  sales  for  these  companies  in  1992  were  $72,530,400,000. 

FORTUNE  500  SERVICE  COMPANIES  HEADQUARTERED  IN  HOUSTON 
Executive 


Harold  S.  Hook,  Chairman  &  CEO 

William  Ruckelhaus,  CEO 

Robert  R.  Ferguson,  Vice  Chairman  &  CEO 

Kenneth  L.  Lay,  Chairman  &  CEO 

Darrell  Warner,  President 

Don  D.  Jordan,  Chairman  &  CEO 

Dennis  R.  Hendrix,  Chairman  &  CEO 

James  Woodhouse,  CEO 

Stephen  D.  Bickel,  CEO 


American  General 
Browning-Ferris  Industries 
Continental  Airlines 
Enron  Corp. 
Exxon  Pipeline 
Houston  Industries 
Panhandle  Eastern 
SYSCO 
Variable  Annuity  Life 


Total  annual  sales  for  these  companies  in  1992  were  $32,610,300,000. 

OTHER  PROMINENT  BUSINESSES  HEADQUARTERED  IN  HOUSTON 
Executive 


E.  William  Bamett,  Managing  Partner 
Jeffrey  C.  Hines,  President 
A.  T.  Blackshear,  Chair,  Executive  Cte. 
Tommy  E.  Knight,  President  &  CEO 
Harry  M.  Reasoner,  Managing  Partner 
Harry  J.  Longwell,  President 


Baker  Botts 

Hines  Interests 

Fulbright  &  Jaworski  L.L.P. 

Brown  &  Root 

Vinson  &  Elkins 

Exxon  Company,  U.S.A. 
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Chairman  Gibbons.  Thank  you,  Mr.  Lay.  You  have  given  us 
some  interesting  observations  there  and  some  things  I  want  to  add 
to  my  repertoire  of  arguments  in  selling  this  program  to  my  col- 
leagues. 

Before  we  go  to  Mr.  Issa,  I  want  to  say  I  hope  all  of  you  will  not 
pass  up  the  opportunity  to  talk  to  the  members  that  you  know,  or 
even  if  you  don't  know  them,  and  tell  them  the  story.  They  have 
been  bombarded  with  the  opponents.  We  really  need  your  help. 

Mr.  Lay.  We  in  the  business  community,  Mr.  Chairman,  have  not 
done  as  good  a  job  as  we  should.  We  know  that.  Hopefully  we  are 
realizing  that  and  it  is  not  too  late.  Certainly  you  have  my  assur- 
ance from  the  standpoint  of  Enron  and  the  companies  in  the  Great- 
er Houston  Partnership,  we  are  going  to  do  everything  we  can  to 
get  this  treaty  ratified. 

Chairman  Gibbons.  May  I  suggest  to  the  business  community, 
do  like  one  other  leader  that  I  know  of  has  been  doing  around  here. 
He  takes  three  names  a  day  that  he  can  generate  almost  any 
source  up  here  of  people  that  have  not  made  up  their  minds,  and 
he  calls  them  up  and  he  reasons  with  them.  Doesn't  take  long,  and 
it  would  have  a  tremendous  impact  if  they  could  just  hear  from 
some  of  you  who  are  engaged  in  this  actively  and  know  what  you 
are  talking  about. 

I  can  t^k  to  them,  but  I  talk  to  them  all  the  time.  They  don't 
pay  that  much  attention  to  me.  I  am  not  trying  to  denigrate  myself, 
but  they  hear  me  all  the  time  and  they  need  an  input  from  some- 
one like  you  all. 

Peter,  have  you  got  questions  you  would  like  to  ask  Mr.  Lay. 

Mr.  HOAGLAND.  I  came  to  welcome  Mr.  Lay  to  the  committee. 
Enron  has  a  major  facility  in  Omaha,  in  fact  it  originated  in  some 
respects  and  still  has  major  operations  there.  Mr.  Lay  has  been 
talking  to  members  that  he  knows  about  the  virtues  of  NAFTA.  Let 
me  tell  you. 

Chairman  Gibbons.  Work  on  him  a  little  more. 

Mr.  Lay.  We  are  probably  going  to  talk  a  little  more  before  it  is 
all  over  with,  about  this  and  other  things. 

Chairman  Gibbons.  All  right.  Let's  go  to  Mr.  Packard.  We  want 
to  welcome  you  and  applaud  your  efforts. 

Mr.  Packard.  Thank  you,  Mr.  Chairman.  It  is  a  pleasure  to  be 
before  your  subcommittee.  As  you  well  know,  I  represent  part  of 
San  Diego  County,  have  for  a  long  time,  and  there  are  few  indus- 
tries and  companies,  small  businesses  in  the  country  that  are  more 
affected  or  could  be  more  affected  by  the  agreements  in  NAFTA 
than  the  companies  that  are  right  near  the  border  in  my  area. 

So  I  am  particularly  pleased  to  be  here  to  introduce  one  of  our 
very  successful  and  prominent  young  business  leaders  of  our  area 
in  Southern  California  before  he  gives  his  testimony.  I  am  grateful 
you  have  invited  him  to  come  and  testify  before  your  committee. 

Darrell  Issa  is  president  and  CEO  of  Directed  Electronics  Co.  in 
Vista,  Calif.,  which  is  in  my  district.  His  company  started  11  years 
ago  and  he  built  it  into  the  largest  manufacturer  of  car  security 
and  alarm  systems  in  the  entire  Nation.  The  company  has  ex- 
tended its  interests  overseas  into  Taiwan  and  Hong  Kong,  the 
Netherlands  and  is  now  making  inroads  into  Europe. 
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Directed  Electronics  also  expects  to  sell  several  million  dollars 
worth  of  products  in  Mexico  this  year.  So  they  have  a  particular 
interest  in  the  North  American  Free-Trade  Agreement. 

As  a  captain  in  the  Army  Reserves,  Darrell  has  earned  several 
industry  leadership  positions.  His  activities  include  serving  as  a 
board  member  of  the  Vehicle  Security  Association  of  America; 
president  of  the  Mobile  Electronics  Association,  in  1992;  and  cur- 
rently a  board  member  of  the  Electronics  Industry  Association,  a 
very  prominent  organization  that  we  are  acquainted  with  in  Wash- 
ington. As  a  professional  businessman,  Darrell  has  the  experience 
and  know-how  to  intelligently  address  the  issues  facing  this  com- 
mittee. 

We  are  particularly  grateful  again  that  you  have  invited  him  to 
come  and  testify.  You  have  invited  a  very  knowledgeable  small 
businessman  that  will  give  you  a  perspective  that  will  help  in  de- 
veloping the  policy  coming  out  of  this  subcommittee. 

Chairman  Gibbons.  Thank  you,  Ron.  Well,  Mr.  Issa,  we  are  glad 
to  have  you  here. 

STATEMENT  OF  DARRELL  E.  ISSA,  PRESIDENT,  DIRECTED 
ELECTRONICS,  INC.,  VISTA,  CA,  ON  BEHALF  OF  THE  GREAT- 
ER SAN  DIEGO  CHAMBER  OF  COMMERCE 

Mr.  IsSA.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  first  of  all,  I  would  like  to  thank  Congressman 
Packard  for  such  a  wonderful  introduction.  I  haven't  felt  so  good 
about  what  I  have  done  in  a  long  time. 

I  would  also  like  to  thank  you  for  having  me  here.  I  would  like 
to  thank  the  chamber  of  commerce  whose  dance  ticket  I  am  really 
here  under. 

I  have  prepared  a  lengthy  testimony  and 

Chairman  Gibbons.  Mr.  Issa,  we  will  put  all  of  that  in  the  record 
and  you  may  proceed  as  you  wish. 

Mr.  Issa.  Because  of  the  advice  I  was  given  earlier,  I  will  synop- 
size  it.  I  will  leave  out  all  the  facts  and  figures  that  you  have  seen, 
cons  and  pros,  and  both  the  pros  and  cons  are  true.  And  it  is  some- 
where in  between,  it  is  just  a  misunderstanding  on  NAFTA. 

What  I  would  like  to  tell  you  about  is  NAFTA  and  why  I  think 
it  is  important  from  the  perspective  of  who  I  am,  where  I  have  been 
and  each  observation  I  have  made.  The  interesting  thing  is,  in  the 
five  or  10  hats  that  I  wear  as  a  businessman,  as  a  member  of  the 
Chamber  of  Commerce,  as  a  board  member  of  the  Electronic  Indus- 
tries Association,  as  a  manufacturer,  and  as  resident  of  San  Diego, 
each  of  those  hats  tends  to  make  me  see  another  reason  that 
NAFTA  is  important. 

First  of  all,  as  a  member  of  the  chamber  and  a  local  business  in 
San  Diego,  I  am  acutely  aware  that  the  jobs  available  to  cities  like 
Houston  and  San  Diego  if  NAFTA  is  approved,  are  tremendous.  We 
are  the  logical  jumping  off  point,  where  the  trade  would  normally 
go. 

I  have  traveled  to  Hong  Kong  repeatedly  and  I  have  seen  Hong 
Kong  flourish  because  of  its  relationship  with  China  as  an  import 
area  and  an  export  area.  So  it  goes  without  saying  that  regionally 
to  San  Diego  this  is  a  tremendous  boom  and  one  we  could  use  in 
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a  period  where  we  have  among  the  highest  unemployment  in  the 
country  and  where  the  defense  cutbacks  have  just  begun. 

As  a  San  Diego  resident,  I  have  other  concerns  that  I  think 
NAFTA  will  help  address.  First  of  all,  there  are  people  who  believe 
on  both  sides  that  if  we  pass  NAFTA,  there  will  be  a  flood  of  illegal 
immigrants  coming  in,  and  if  we  don't  pass  it,  there  will  be  a  flood 
coming  in. 

I  can  only  say  that  up  until  now,  there  has  been  a  flood  coming 
in  and  I  can  see  no  way  that  the  past  package  of  NAFTA  can  in- 
crease that.  If  anything,  a  program  that  allows  for  investment  fur- 
ther into  Mexico  instead  of  bringing  workers — underemployed 
workers  to  the  border  region  can  only  help  reduce  that  tide. 

Second,  in  San  Diego  we  have  a  tremendous  environmental  prob- 
lem. It  is  due  to  the  well-intentioned  growth  of  the  maquiladoras, 
especially  in  Tijuana.  These  areas  have  grown  very  quickly.  They 
are  very  successful  if  you  look  at  output,  but  they  are  very  unsuc- 
cessful if  you  look  at  their  infrastructure. 

NAFTA,  to  me,  is  an  opportunity  to  build  Mexico  as  a  whole,  but 
the  environmental  side  agreements  are  critical  to  San  Diego.  Right 
now,  almost  half  of  our  swimming  beaches  cannot  be  used,  espe- 
cially Imperial  Beach.  It  has  been  closed  off  and  on  for  years  be- 
cause of  raw  sewage  coming  out  of  one  or  another  community  of 
Mexico. 

This  is  not  anything  the  Mexicans  are  proud  of.  They  are  work- 
ing very  hard  to  stop  it.  But,  in  fact,  NAFTA  puts  the  Federal  Gk)v- 
emment  in  Mexico  in  a  position  of  having  to  move  the  resources 
to  fix  that  problem  and  fix  it  quickly. 

For  those  of  us  living  there  and  trying  to  enjoy  the  very  good  life 
provided  in  San  Diego,  this  is  a  plus  that  we  cannot  deny. 

As  a  member  of  the  electronics  industry,  not  just  the  Electronic 
Industries  Association  but  a  number  of  others,  I  recognize  the  high 
technology,  medium  technology  and  even  the  low  technology,  as  we 
like  to  call  it,  of  electronics — ^you  know,  the  things  you  buy  by  the 
skid  load.  And  every  day  you  buy  them,  they  get  cheaper. 

These  products  have  been  going  to  low  labor  areas  as  soon  as  the 
technology  becomes  fairly  old,  and  the  new  technology  tends  to  be 
made  in  America  or  Japan.  But  one  of  the  characteristics  that  peo- 
ple don't  see  is  that  the  electronics  industry,  as  an  American  orga- 
nization, is  very  healthy.  A  great  many  of  the  sales  organizations 
selling  into  Mexico  and  throughout  the  South  and  Central  America 
are  based  in  the  United  States.  They  are  based  in  the  United 
States  because  even  after  NAFTA,  this  continues  to  be  the  best 
place  with  the  best  infrastructure,  the  best  banking  in  all  of  the 
Americas. 

If  NAFTA  is  passed,  as  an  electronic  manufacturer,  I  can  abso- 
lutely assure  you  that  many  of  my  Japanese,  Korean,  Taiwan- 
based  competitors  and  other  electronics  companies  in  general  will 
be  induced  to  ship  their  manufacturing  to  America.  It  is  good  com- 
mon sense.  Right  now,  as  an  exporter  myself,  when  I  ship  a  prod- 
uct to  Mexico — and  I  ship  only  about  $3  million,  a  little  more  a 
year  to  Mexico — ^but  when  I  ship  those,  they  enjoy  a  15  percent 
duty  into  the  interior  of  Mexico,  if  I  ship  them  in  their  most  fa- 
vored configuration.  It  doesn't  matter  whether  I  make  it  in  main- 
land China,  Hong  Kong,  Philippines,  it  is  15  percent. 


612 


The  day  after  NAFTA  is  signed,  that  drops  to  5  percent  in  the 
case  of  my  particular  category,  but  in  everybody's  categories  they 
are  dropping  similarly.  At  that  point,  I  have  an  advantage  if  I 
make  my  product  in  America  and  sell  it  into  Mexico.  So  will 
Kenwood,  Sony,  Alpine,  all  of  the  multinationals  that  get — forgive 
me  for  sa3dng — that  get  trashed  around  here  as  bad  people. 

Multinationals  are  simply  people  with  alternatives  and  options. 
NAFTA  gives  them  the  option  and  an  inducement  to  move  when 
they  can,  to  move  their  factories  here.  In  some  cases,  it  will  be  final 
assembly  and  in  some  cases  it  will  be  turnkey,  but  this  bill  has  a 
hidden  benefit.  If  we  do  the  deal  with  Mexico  rather  than  Japan 
doing  it  and  us  not  doing  it — the  same  thing  occurs  in  reverse. 

As  an  American  manufacturer,  I  would  like  to  see  us  bring  those 
jobs  back  to  America.  I  won't  say  that  all  the  jobs  will  come  to  the 
United  States,  certainly  the  jobs  being  done  in  Mainland  China, 
where  the  fully  loaded  labor  rate — I  promised  not  to  give  you  facts 
and  figures,  but  I  can  rent  employees  fully  loaded,  including  the 
factory,  light,  heat,  food,  for  $120  per  month  in  China. 

I  am  not  going  to  tell  you  that  everybody  who  has  a  factory  in 
China  is  going  to  put  it  in  the  United  States  or  in  Mexico,  but  a 
certain  portion  of  them  will.  I  believe  that  that  portion  will  be  more 
than  enough  to  make  NAFTA  a  win- win  for  the  Americas,  not  for 
the  world,  because  there  is  a  finite  amount  of  work  and  it  is  going 
to  move,  but  if  we  can  move  it  to  America,  as  we  obviously  can. 

Last,  one  of  the  hats  I  wear  is  being  just  a  plain  American  who 
lived  through  the  famous  12  years  of  Republicans  that  sometimes 
one  side  talks  about,  and  another  12  years  before  that  of  mixed  Re- 
publican and  Democratic  Presidents.  And  through  that  entire  pe- 
riod, we  had  a  tendency  to  talk  about  free  trade.  We  talked,  and 
we  indeed  had  many  countries  such  as  Japan,  most  notably,  to 
lower  their  trade  barriers. 

And  for  the  most  part  I,  as  a  citizen,  happened  to  have  observed 
that  they  have  done  it.  We  have  an  opportunity  now  to  get  a  good 
deal  and  get  a  lowering  of  trade  barriers  with  Mexico.  It  is  my  be- 
lief that  the  only  success  that  we  should  see  out  of  NAFTA  is  that 
it  is  a  first  step;  and  earlier  today,  Congressperson  Johnson  was 
talking  about  the  GATT  coming  up. 

I  believe  that  with  NAFTA — this  is  a  citizen  watching  the  world 
for  the  last  24  or  so  years  in  business — ^the  world  is  going  to  see 
that  if  the  North  American  Free-Trade  Agreement  passes  that  they 
have  a  problem.  They  have  to  lower  their  barriers  or  they  can  ex- 
pect to  have  very  stem  treatment  from  this  group.  And  I  would  like 
to,  as  a  personal  request,  see  not  only  that  you  vote  for  NAFTA  but 
that  after  you  vote  for  it,  you  look  at  it  as  the  beginning,  as  a  start- 
ing point.  You  go  back  to  your  constituents  and  you  tell  them  not 
only  did  we  vote  for  this  but  now  we  are  going  to  insist  on  this  kind 
of  treatment  from  a  great  many  other  countries. 

In  closing — I  just  have  one  more  closing — I  want  to  tell  you  a  lit- 
tle story  and  it  is  not  a  personal  story,  but  it  is  a  story  of 
hypotheticals  that  I  think  for  me  works  when  I  think  of  whether 
we  should  approve  NAFTA  or  not. 

If  tomorrow  we  got  a  call.  President  Clinton  got  a  call  from  the 
prime  minister  of  Japan  and  he  said  he  was  willing  to  reduce  his 
trade  barriers  to  zero,  stop  the  restrictions  on  and  embargoes  on 
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such  things  as  rice  and  the  severe  Umitations  on  oranges  and  the 
like,  and  in  general  reduce  his  barriers  to  zero. 

And  all  he  wanted  was  us  to  reduce  our  approximately  2.5  per- 
cent duty  on  him  and,  moreover,  he  was  willing  to  give  us  other 
concessions  on  world  issues  we  wanted,  maybe  support  his  own 
military  a  little  bit  more;  what  would  President  Clinton  say?  He 
would  say  yes.  And  having  said  yes,  he  would  come  back  to  the 
Congress  and  the  Congress  would  ratify  it  faster  than  we  have  ever 
seen  a  bill  passed. 

I  can  find  no  difference  between  the  deal  we  have  with  Mexico, 
and  that  hypothetical  deal  with  Japan  except  that  we  are  Japan  to 
Mexico.  We  are  the  country  that  has  the  upper  hand,  we  are  the 
country  that  has  the  surplus,  we  are  the  country  that  is  afraid  that 
if  we  do  a  deal,  we  will  somehow  have  unemployment  or  lose  jobs. 

Put  yourself  in  the  Japanese  man's  shoes  for  a  moment  and  un- 
derstand we  are  thinking  like  he  thinks,  that  is  why  there  has  not 
been  a  deal. 

I  think  if  we  substitute  Japan  for  Mexico  in  this  agreement,  we 
would  all  vote  for  it. 

Chairman  Gibbons.  Mr.  Issa,  you  are  right. 

[The  prepared  statement  and  attachment  follow:] 
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STATEMENT  OF  DARRELL  E.  KSA, 

PRESIDENT.  DIRECTED  ELECTRONICS,  INC^ 

VISTA,  CALIF. 

Mr.  Chainnan  and  distinguished  members  of  the  Committee,  I  want  to  thank  you  for  the 
opportunity  to  provide  you  with  a  San  Diego  businessman's  perspective  on  NAFTA.  My 
name  is  Darrell  Issa,  I  am  President  and  CEO  of  Directed  Electronics,  America's  largest 
maker  of  auto  security  systems,  including  Viper  car  alarms,  among  others. 

Although  I  am  also  a  director  of  the  Consumer  Electronics  Group  of  the  Electronic 
Industries  Association,  I  am  here  to  speak  to  you  today  at  the  request  of  and  on  behalf 
of  the  Greater  San  Diego  Chamber  of  Commerce.  San  Diego  County,  with  a  population 
of  approximately  2,650,000  and  a  gross  regional  product  of  $59  billion,  is  by  far  the 
largest  U.S.  metropolitan  area  along  the  Mexican  border.  The  San  Diego  Chamber, 
representing  more  than  2,300  San  Diego  member  companies,  strongly  believes  that 
ratification  of  NAFTA  is  urgently  needed. 

Given  the  brief  time  that  I  have,  I  would  like  most  of  all  to  impress  upon  you  the 
urgency  I  feel  running  a  high  tech  electronics  company  in  a  border  city,  while  also 
communicating  to  you  some  of  the  many  reasons  I  believe  NAFTA  will  mean  greater 
economic  opportunity  for  both  the  United  States  and  for  Mexico-and  we  must  not 
forget  that  greater  economic  opportunity  for  Mexico-not  just  the  U.S.--is  in  the  national 
interest  of  this  country. 


nRST,  NAFTA  MEANS  MORE  JOBS  FOR  SAN  DIEGANS,  CALIFORNIANS  &  ALL 
AMERICANS. 

For  San  Diego,  first  and  foremost,  NAFTA  means  jobs.  And  believe  me,  San  Diego, 
still  suffering  from  a  deep  recession  and  from  defense  cutbacks,  needs  those  NAFTA 
jobs  desperately. 

For  San  Diego,  NAFTA  means  more  exports  to  Mexico.   And  exports  to  Mexico 
translate  directiy  and  immediately  into  jobs  for  San  Diegans.   Exports  are  an  important 
part  of  the  local  job  picture;  without  them  the  recession  in  San  Diego  would  have  been 
much  worse. 

According  to  the  U.S.  Department  of  Commerce  export  data  relating  to  the  nation's  28 
largest  metropolitan  areas,  Mexico  was  San  Diego's  single  largest  export  destination  or 
trade  partner  in  1991.  Over  $1.3  billion  in  export  merchandise  was  sent  to  Mexico,  well 
over  one-third  (36  percent)  of  San  Diego's  total  export  dollars.  Mexico  also  accounted 
for  more  than  half  of  (52  percent)  of  export  shipments.  Mexico  and  Canada,  the  two 
nations  connected  to  the  U.S.  under  the  proposed  NAFTA,  accounted  for  nearly  one- 
half  (47.4  percent  )  of  San  Diego's  export  dollars. 

Comparing  the  Commerce  Department's  export  finding  with  the  1986  report  shows  San 
Diego  exports  to  both  countries  increasing  substantially  between  the  five  year  periods. 
San  Diego  exports  to  Mexico  increased  from  $377  million  in  1986  to  $1.3  billion  in  1991, 
a  rise  of  nearly  240  percent 

My  company.  Directed  Electronics,  has  achieved  remarkable  growth  in  sales  to  Mexico. 
From  1991  to  1993  our  sales  in  Mexico  have  increased  64%.   Mexico  is  our  second 
largest  foreign  market,  after  Canada,  and  if  current  trends  continue,  will  be  an  important 
new  source  of  jobs  for  San  Diegans  resulting  from  our  growing  exports  to  that  region. 
NAFTA  will  accelerate  and  enhance  that  trend,  and  will  result  in  my  company  hiring 
more  people,  not  less. 

What's  true  for  San  Diego  is  many  times  more  tine  for  the  state  of  California.  Exports 
to  Mexico  arc  currently  estimated  to  account  for  approximately  130,000  California  jobs 
and  the  U.S.  Department  of  Commerce  estimates  that  fully  700,000  U.S.  jobs  owe  their 
existence  to  U.S.  exports  to  Mexico. 

As  you  can  see,  Mexico  has  become  the  world's  third  largest  consumer  of  U.S.  products 
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overall  at  a  time  when  those  products  are  still  comparatively  heavily  tariffed  and 
expensive  for  the  average  Mexican  consumer.   NAFTA  will  eliminate  virtually  all  tariffs 
on  U.S.  pnods  exported  to  Mexico,  making  those  same  products  even  cheaper  and  more 
desirable  to  ihe  Mexican  consumer.   A  KPMG  Peat  Marwick  analysis  estimates  that 
NAFTA  will  raise  real  income  in  Mexico  by  4.6%  annually,  making  even  more  Mexican 
income  available  for  purchase  of  U.S.  goods. 

As  a  result,  NAFTA  will  undoubtedly  mean  more  export  related  jobs  being  created  in 
the  San  Diego  region.   What's  more,  nationally,  as  well,  NAFTA  should  have  a  positive 
impact  on  job  creation.   Most  economic  analyses  indicate  that  the  net  effect  of  NAFTA 
will  be  an  increase  of  between  40,000  and  200,000  U.S.  jobs.   This  is  because  NAFTA 
will  create  a  market  of  more  than  360  million  consumers  in  North  America,  making 
Mexico's  population  of  almost  100  million  people  available  to  American  businesses. 

The  California  Employment  Development  Division  estimates  a  net  gain  of  4,000  to 
16,900  California  jobs  if  NAFTA  is  ratified.  The  State  of  California  Governor's  Office 
of  Planning  and  Research  estimates  a  gain  of  30,000  to  40,000  jobs.   The  California 
Chamber  of  Commerce  predicts  that  there  will  be  42,000  new  California  jobs  as  a  result 
of  NAFTA. 

San  Diego  especially  is  in  an  enviable  position  to  benefit  from  NAFTA  and  expanded 
international  trade.   San  Diego  will  gain  from  increased  trade  with  Mexico,  and  a 
prospering  Tijuana  and  Baja  California  neighbor.   International  manufacturing  and  trade 
industries  are  projected  to  be  among  San  Diego's  strongest  sectors  for  economic  growth, 
helping  to  offset  inevitable  job  losses  as  defense-related  manufacturing  in  San  Diego 
downsizes.     In  addition,  export  jobs  are  good-paying  jobs,  with  on  average  17  percent 
higher  wages  than  average  San  Diego  wages. 

NAFTA  will  also  mean  more  high  tech  jobs.  For  electronics  and  electronic  equipment 
($1.5  billion  1992  exports  to  Mexico)  and  for  industrial  machinery  and  computers  ($1.0 
billion  in  1992  exports  to  Mexico),  NAFTA  will  open  up  Mexican  government 
procurement,  eliminate  tariffs  (currently  as  high  as  20  percent),  eliminate  non-tariff 
barriers  in  technical  standards  and  increase  intellectual  property  protection. 

NAFTA  contains  several  elements  that  should  dramatically  open  up  Mexican  markets  for 
U.S-made  electronics  and  other  high  tech  products.   First,  NAFTA  established  national 
treatment  as  a  guiding  principle  for  investment  and  removes  most  restrictions  on  foreign 
ownership,  especially  in  the   telecommunications  sector.   On  a  related  note,  NAFTA 
eliminates  restrictions  on  sales  to  and  investment  in  the  Mexican  telecommunications 
equipment  and  services  markets. 

Second,   Mexican  technical  standards  and  equipment  approval  requirements  will  no 
longer  act  as  barriers  to  U.S.  exports.   That  is  because  NAFTA  directs  that  standards- 
related  measures  must  be  applied  in  a  non-discriminatory  manner  to  both  domestically 
produced  and  imported  products  and  ensures  that  the  standards  development  process  in 
all  three  countries  will  be  open  and  transparent     As  an  exporter  to  Mexico  under  the 
current  regime,  I  can  assure  you  that  the  NAFTA  guaranties  and  enforcement 
mechanisms  in  this  area  will  be  welcome  relief,  allowing  us  to  sell  even  more  products  in 
Mexico. 

Third,  NAFTA  establishes  a  higher  standard  for  intellectual  property  protection  than  any 
other  bilateral  or  international  agreement   For  example,  NAFTA  requires  Mexico  to 
enforce  the  rights  of  authors,  artists  and  inventors  against  infringement  and  piracy,  thus 
reducing  the  risk  to  U.S.  high  tech  companies  that  our  products  will  be  unfairly  copied 
or  exploited.   NAFTA  also  locks  in  the  availability  of  patent  protection  for  most 
technologies  in  Mexico,  allowing  U.S.  firms  to  patent  a  broad  range  of  inventions  in 
Mexico  and  allowing  a  boost  in  the  level  of  exports  of  R&D  intensive  goods  that  require 
a  high  level  of  patent  protection. 

Let  me  tell  you,  as  someone  whose  Viper  mark  is  infringed  more  often  than  licensed,  I 
can  speak  to  you  quite  passionately  about  the  need  for  protection  against  counterfeiting 
of  American  creativity  and  reputations. 
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SECOND,  NAFTA  WILL  CAUSE  JOBS  PREVIOUSLY  LOST  TO  ASIAN  NATIONS  TO 
RETURN  TO  NORTH  AMERICA 

California  businesses,  including  high  tech  manufacturing  companies  such  as  mine,  are 
already  facing  intense  pressure  from  domestic  and  foreign  competitors  who  are  engaging 
in  global  "production  sharing."  Over  the  years,  foreign  multinational  companies  that 
could  shift  production  to  the  lower  cost  jurisdictions  have  been  able  to  cut  total  costs 
and  capture  ever  increasing  U.S.  market  shares.  In  the  post-war  years,  for  example,  the 
Japanese  have  made  aggressive  use  of  production  sharing,  locating  high  value  work  in 
Japan  and  transferring  lower  value  work  to  China,  Korea,  Thailand  and  elsewhere. 

Today,  production  sharing  is  not  just  a  strategy  for  success  but  an  essential  element  of 
survival  in  the  international  marketplace.   In  fact,  I  must  admit  that  a  significant  portion 
of  the  electronic  products  I  sell  are  currently  manufactured  in  the  far  east  It  is  this 
strategy  that  has  allowed  my  American  company  to  dominate  a  sector  of  the  consumer 
electronics  industry  that  is  otherwise  filled  by  Sony,  Panasonic,  and  the  like. 

The  NAFTA  partnership  between  California  and  Mexico  offers  a  near  unique 
opportunity  to  take  advantage  of  global  production  sharing  strategy  without  the  delays 
and  loss  of  control  involved  in  shifting  manufacturing  to  a  distant,  overseas  country.   In 
San  Diego,  under  NAFTA,  businesses  such  as  ours  will  be  able  to  participate  in  the 
global  economy,  while  still  "making  it  home  for  dinner"  in  San  Diego. 

Opponents  of  NAFTA  concentrate  on  the  movement  of  jobs  between  the  U.S.  and 
Mexico,  as  though  our  two  countries  were  isolated  in  some  economic  version  of  a  zefo- 
sum  game.  The  realities  of  the  global  economy,  however,  are  that  is  no  longer  possible 
to  think  of  the  U.S.  and  Mexico  as  the  only  two  sides  of  a  jobs  equation.   Many  highly 
paid  manufacturing  jobs  have  already  been  lost  by  American  companies  to  overseas 
competition.  Some  of  those  jobs  were  lost  because  foreign  competitors  with  lower  costs 
have  been  able  to  drive  American  companies  out  of  business.   Other  jobs  have  been  lost 
because  American  companies,  attempting  to  stay  alive  in  a  global  competition,  have 
shifted  manufacturing  jobs  overseas  themselves. 

NAFTA  will  not  only  move  some  jobs  from  the  U.S.  to  Mexico  and  create  new  export 
related  jobs  in  the  U.S.;  it  will  also  cause  jobs  previously  lost  to  far  eastern  nations  to 
return  to  the  North  American  continent 

It  will  happen  in  two  ways:  First,  NAFTA  will  cause  U.S.  companies  that  previously 
arranged  for  manufacturing  operations  to  be  sent  to  the  Far  East  to  take  advantage  of 
the  abundance  of  inexpensive  Mexican  labor,  while  gaining  tariff  and  duty  free  access  to 
the  North  American  market 

NAFTA's  rules  of  origin  will  require  that  goods  must  be  "wholly-obtained  or  produced" 
in  the  free  trade  region  to  have  duty-free  access  to  North  American  markets.   Many 
goods  will  not  be  able  to  meet  this  requirement  because  they  are  manufactured  or 
assembled  using  materials  or  components  originating  outside  the  free  trade  region.  Such 
goods  will  qualify  for  duty  free  treatment  only  if  they  have  been  "transformed"  within  the 
free  trade  area.   Goods  will  not  meet  the  rules  of  origin  merely  by  virtue  of  having 
undergone  simple  packaging  or  minor  substitutions. 

Second,  some  manufacturing  that  has  previously  been  sent  to  the  Far  East  will  actually 
return  to  the  United  States.   In  the  electronics  industry,  large  amounts  of  sophisticated 
high  tech  products  such  as  computers,  televisions,  VCRs,  radios,  semiconductors,  and 
other  electronic  items  are  currently  manufactured  in  Japan,  Korea,  Taiwan  and  Hong 
Kong.   And  that  is  only  considering  U.S.  companies!    Because  the  required  quantity  of 
highly  skilled  labor  may  not  immediately  be  available  in  Mexico,  I  believe  that  significant 
segments  of  the  electronics  industry  may  bring  the  manufacturing  of  high  tech  products 
back  to  the  U.S.  from  the  far  east  in  order  to  gain  access  to  the  Mexican,  American  and 
Canadian  markets  for  their  newly  made  "American  goods." 

Not  only  will  Americans  gain  access  to  a  Mexican  market  that  has  previously  been  very 
restrictive,  but  more  importantly  we  get  access  to  the  market  with  an  advantage  over  our 
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foreign  competitors.   Take  for  example  the  Orient   While  tariffs  will  continue  to  be  20 
&  30%  on  electronic  items  made  in  Taiwan,  Hong  Kong,  Korea,  Mainland  China  and 
the  like.  North  American  made  goods  will  now  be  duty  free.  This  is  a  real  incentive,  not 
just  to  American  manufacturers  to  make  sure  that  they  expand  here  in  the  United  States 
for  sales  to  Mexico  but  additionally  its  an  incentive  for  the  Japanese,  Korean,  Taiwan 
and  European  manufacturers  to  look  seriously  at  expanding  their  operations  in  the 
United  States  to  allow  them  to  sell  into  Mexico  virtually  duty  free. 

Think  of  the  opportunities  of  having  the  advantage  of  a  20  or  30%  price  advantage  over 
your  competitors  simply  because  of  where  you  chose  to  manufacture  goods. 

Take  my  company  for  example,  like  many  electronics  companies.  Directed  Electronics 
makes  products  in  the  United  States  in  Hong  Kong,  and  in  Taiwan.   At  the  present  time 
in  order  to  fill  orders  to  Mexico  we  do  so  indiscriminately  as  to  whether  the  country  of 
origin  is  Taiwan,   Hong  Kong  or  the  United  States.     After  NAFTA  that  will  no  longer 
be  true.    It  will  be  a  significant  advantage  to  Directed  Electronics  to  have  the  products 
we  seU  in  Mexico  be  produced  here  in  the  United  States.   And  so  NAFTA  will  give  me  a 
strong  incentive  to  bring  manufacturing  jobs  from  the  far  east  to  San  Diego  that  I  do  not 
now  have. 

Third,   together  the  U.S.  Canada  and  Mexico  will  makeup  a  very  powerful  trading  bloc 
that  will  have  the  strength  to  negotiate  fair  trade  with  Japan  and  other  xiountries  that 
currently  block  access  to  North  American  goods.  As  a  unit,  the  three  countries  of  North 
America  will  form  the  largest  combined  economy  in  the  world.   The  total  output  of  the 
U.S.,  Canada  and  Mexico  is  estimated  at  $6  trillion,  almost  20%  larger  than  the 
European  Community. 

Even  with  NAFTA,  all  three  North  American  countries  will  continue  to  have  bilateral 
trade  arrangements  with  nations  outside  the  North  American  region.  The  U.S.  may  limit 
the  import  of  Japanese  automobiles,  for  example  or  Asian  semiconductors.   It  would 
frustrate  this  country's  national  trade  policy  if  third  countries  could  avoid  bilateral 
limitations  by  shipping  products  first  into  Mexico  and  Canada,  and  from  there,  without 
restriction  into  the  U.S. 

Those  who  complain  loudest  about  unfair  restrictions  on  our  ability  to  compete  in 
Japanese  markets  and  clamor  for  "fair  trade"  must  be  for  NAFTA,  because  NAFTA  will 
greatly  enhance  our  ability  to  negotiate  fair  trade  with  Japan.   Imagine  the  bargaining 
strength  the  negotiators  would  have  on  behalf  of  the  entire  North  American  market 

Our  new  opportunities  with  Mexico  will  also  give  us  enhanced  comparative  pricing 
advantages.   As  an  electronics  manufacturer,  I  have  often  gone  to  all  of  the  major 
electronic  producing  Asian  countries  and  have  observed  their  factories,  their  practices 
and  endeavored  to  see  what  makes  them  so  successful.   In  particular,  Hong  Kong  has 
been  of  interest  to  me.   Hong  Kong,  with  its  relatively  high  standard  of  living  and  its 
factory  workers,  who,  when  you  consider  their  benefit  packages,  actually  make 
significantly  more  than  Mexican  workers,  compete  successfully  on  the  world  market 
because  of  an  alliance  they  formed  between  themselves  and  their  mainland  Chinese 
counterparts.  This  highly  skilled  country  aligning  itself  with  the  low  wage  but  also  low 
skilled  workers  has  been  able  to  produce  high  quality  products  for  sale  on  a  global  basis 
that  has  been  increasing  successful  in  its  world  trade. 

We  have  the  opportunity  to  achieve  similar  results  in  the  global  marketplace  by 
partnering  with  Mexico.   For  those  of  you  who  have  been  to  Mexico,  I  am  sure  you  have 
observed  how  poor  the  conditions  are  in  its  infrastructure.  Trains,  trucks,  roads,  all 
leave  a  great  deal  to  be  desired.   But  also,  for  those  of  you  who  have  been  to  China  as  I 
have  you  will  see  that  there  are  a  great  many  similarities  in  these  deficits.   Each  of  these 
two  nations  is  trying  to  pull  itself  up  by  offering  low  wages  and  an  ever  increasing 
productivity  in  exchange  for  technology  transfers  and  improvement  to  its  infrastructure. 

According  to  Business  America,  "The  integration  [of  the  North  American  economies] 
will  make  U.S  manufacturers  more  globally  competitive,  both  in  world  markets  and  in 
the  United  States.   The  possibility  of  combining  U.S.  and  Canadian  capital,  skills 
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technology,  and  natural  resources  with  Mexican  labor  will  offer  new  competitive 
strategies  in  areas  where  the  United  States  has  been  losing  market  share." 

If  we  are  to  compete  in  a  global  market  place,  the  United  States  must  be  able  to  match 
these  types  of  alliances  one  on  one.   Mexico  could  well  be  a  source  of  such  an  alliance. 


THIRD,  NAFTA  WILL  EASE  OUR  ILLEGAL  IMMIGRATION  PROBLEM 

Let  me  now  turn  to  an  issue  that  is  very  important  to  me.   The  problem  of  illegal 
immigration.   We  in  San  Diego  live  on  the  Mexican  border  and  know  something  about 
immigration  problems.   I  am  acutely  aware  of  the  hundreds  of  thousands  of  illegal 
immigrants  coming  over  our  border  each  year.    I  am  personally  aware  of  the  impact. 
However,  because  the  San  Diego  Chamber  does  not  have  any  official  position  on  how 
this  problem  should  be  solved,  I'd  like  to  let  you  know  that  this  is  my  personal  opinion. 

Many  of  you  have  heard  Ross  Perot  mention  that  he  hears  a  "giant  sucking  sound"  when 
he  thinks  about  NAFTA.   I  can  tell  you  that  I  have  heard  a  sound  as  well,  but  it's  not  a 
sucking  sound.  It's  the  sound  of  a  flood,  not  a  flood  about  to  engulf  us,  but  one  that  is 
already  well  on  its  way  to  doing  so. 

The  recent  tragedy  in  the  Mississippi  basin  unfortunately  has  made  many  of  you  experts 
on  floods  and  how  to  fight  them,  and  I  suggest  to  you  now  that  it  is  time  for  you  bring 
that  experience  to  bear  on  NAFTA.   You  see,  the  same  way  our  Midwestern  cities  were 
threatened  by  the  rising  tide  of  the  Mississippi,  our  Southwestern  cities  are  threatened  by 
the  rising  tide  of  illegal  immigration. 

There  are  only  three  ways  to  fight  a  flood.   You  can  throw  up  walls  of  sandbags,  you 
can  pray  that  the  rain  will  stop,  and  you  can  divert  the  flow.   Let's  face  it,  with  respect 
to  our  problem  of  illegal  immigration,  we've  so  far  only  tried  the  first  two.   First,  we've 
built  walls  and  hired  border  guards,  but  just  like  it  was  with  the  Mississippi,  the  higher 
we  build  the  walls  and  the  more  effort  we  seem  to  put  into  policing  the  border,  the 
worse  the  problem  becomes.     Second,  without  NAFTA,  praying  may  continue  to  be  our 
only  recourse,  while  Mexico  needs  to  create  800,000  new  jobs  per  year  just  to  meet  the 
employment  demands  of  the  new  entries  to  the  job  market 

It's  time,  I  believe,  that  we  ease  the  pressure  on  our  border  "dikes"  by  diverting  the  flow. 
It's  time  we  begin  to  address  the  root  economic  causes  of  the  flow  of  labor  from  Mexico 
into  the  United  States.  And,  although  NAFTA  in  no  way  changes  our  immigration  laws, 
it  squarely  addresses  the  root  cause  of  Mexican  emigration--the  need  for  Mexico  to  grow 
and  prosper  internally.  Frankly,  it's  time  to  give  those  Mexicans  who  travel  north 
seeking  greater  economic  opportunity  a  chance  to  remain  in  their  own  country,  to 
participate  in  the  economic  prosperity  for  Mexico  that  will  result  from  NAFTA. 

We  have  tried  for  many  years  to  stem  the  tide  of  illegal  immigration.   We  have  even  had 
an  amnesty  program  to  eliminate  the  previous  underground  in  hopes  that  we  then  could 
fortify  our  borders  and  stop  this  illegal  immigration.   All  of  this  has  proved  to  have  been 
to  no  avail.   Certainly  as  opportunities  become  available  in  Mexico,  the  tide  of  illegal 
immigration  into  the  United  States  will  soon  slow  down,  or  even  come  to  a  halt 
For  this  reason,  and  even  if  there  were  no  other  reasons,  NAFTA  should  be  passed. 

Economic  growth  in  Mexico  is  the  most  important  long-term  remedy  to  the  problem  of 
illegal  aliens,  according_to  a  1990  report  by  the  Commission  for  the  Study  of 
International  Migration  and  Cooperative  Economic  Development   In  addition,  a  recent 
study  by  the  International  Trade  Commission's  entitled  "Potential  Impact  on  the  U.S. 
Economy  and  selected  Industries  of  the  North  American  Free  Trade  Agreement"  states 
that  under  NAFTA,  Mexico's  improved  access  to  advanced  technology  could  lead  to  a 
long-term  increase  in  Mexico's  rate  of  economic  growth. 

Clearly  some  of  those  jobs  will  come  from  the  United  States.  However,  it  must  not  be 
forgotten  that  there  are  currently  nearly  120  million  jobs  in  the  U.S.  Even  if,  under  a 
worst  case  scenario,  NAFTA  caused  the  loss  of  an  astronomically  high  500,000  jobs  and 
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created  absolutely  no  new  jobs,  its  impact  on  total  U.S.  employment  would  still  be  less 
than  1/2  of  1%  over  10  years. 

But  more  importantly,  free  aad  fair  trade  \vith  Mexico  will  spur  economic  growth  in 
Mexico,  creating  jobs  there,  and  decreasing  the  need  to  cross  the  border  in  search  of 
employment  The  Economic  Policy  Institute,  which  opposes  NAFTA  (and  is  a  major 
source  of  the  Perot  book  opposing  NAFTA)  has  itself  estimated  that  NAFTA  will 
reduce  immigration  by  more  than  1.4  million  persons  in  the  next  six  years. 

The  reduction  in  illegal  immigration  will  also  have  a  positive  impact  on  our  own 
domestic  fiscal  budget  deficit  crisis.   NAFTA  promises  to  boost  the  number  of  jobs  in 
Mexico  and  increase  their  wages,  decreasing  the  economic  pressures  that  leads  to 
immigration  to  the  U.S.  and  resulting  in  lower  U.  S.  expenditures  on  border  control, 
education,  health  and  social  services. 

In  fact,  studies  have  predicted  that  Mexican  Gross  Domestic  Product  output  could  be 
between  6  percent  and  12  percent  higher  with  NAFTA  than  it  would  be  without  it.  A  6 
percent  annual  growth  rate  creates  approximately  1  million  jobs  in  Mexico.  The  net 
result,  according  to  Mexico's  President  Carlos  Salinas  de  Gortari,  is  that  NAFTA  will 
allow  Mexico  to  export  goods,  not  people.   And  that  is  great  news  for  the  U.S.,  not  just 
for  Mexico. 

It's  great  news  for  the  U.S.  because  when  you  compare  it  to  the  relative  amounts  we 
spend  on  foreign  aid  around  the  world  in  the  name  of  national  security,  the  enhanced 
security  we  will  have  for  our  southern  border  is  an  absolute  bargain.   Compare,  for 
example,  the  cost  of  a  free  trade  with  Mexico  with  the  outright  billions  of  dollars  we 
spend  every  year  on  foreign  aid.     For  example,  according  to  the  Congressional 
Quarterly,  from  1982-1991,  the  U.S.  has  spent  $29.9  billion  on  aid  to  Israel,  $23.2  billion 
in  aid  to  Egypt,  $6.9  billion  in  aid  to  Turkey,  $5.4  billion  in  aid  to  Pakistan,  $4  billion  to 
El  Salvador,  $3.7  billion  in  aid  to  Greece,  $3.5  billion  to  Philippines,  and  more  than  $1 
billion  to  each  of  the  following  countries:  Guatemala,  Honduras,  Costa  Rica,  Jamaica, 
Spain,  Portugal,  Morocco,  Sudan,  Jordan,  Bangladesh,  India,  Indonesia  and  South 
Korea! 

In  fact,  aid  to  Israel  is  roughly  $3  billion  per  year  and  aid  to  Egypt  $2.3  billion  per  year. 
Furthermore,  for  Fiscal  Year  1994,  Congress  has  already  provided  for  $2.5  billion  in  aid 
to  Russia! 

I  think  that  when  you  compare  these  figures  you  will  agree  with  me  that  the  opportunity 
to  give  foreign  aid  in  the  form  of  jobs  rather  than  just  dollars  is  an  exciting  one  and  that 
by  voting  in  favor  of  NAFTA,  you  will  be  voting  to  strengthen  our  national  security  at  a 
relative  bargain. 

Need  I  remind  any  of  you  that  the  best  way  to  secure  our  southern  border  is  to  have  a 
stable,  capitalist,  pro-U.S.  Mexico?   Yet,  according  to  a  report  by  the  California 
Governor's  Office  of  Planning  and  Research,  "the  failure  of  NAFTA  would  undoubtedly 
lead  to  a  less  healthy  Mexican  economy."    With  NAFTA,  however,  we  have  the 
opportunity  to  codify  and  accelerate  economic  liberalization  in  Mexico  that  will  lead  to 
greater  investment  on  both  sides  of  the  border.   Eliminating  trade  barriers  is  a  key  step 
towards  rendering  the  Mexican  government's  recent  reforms  irreversible.    Investment  in 
Mexico  will  only  increase  if  its  free  market  policy  appears  to  have  political  staying 
power. 


CONCLUSION 

Let  me  conclude  by  saying  that  I  believe  that  America  needs  to  pick  its  allies  from  those 
who  are  willing  to  allow  free  and  fair  trade.   Mexico  is  one  of  the  few  such  countries. 

Contrast  Japan.   Imagine  for  a  moment,  that  you  had  a  business  opportunity  with  Japan 
and  suddenly  Japan  was  willing  to  reduce  its  embargo  and  tariffs  and  limitations 
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completely  on  such  items  as  oranges,  rice  and  even  its  restrictions  that  make  our 
automobiles  less  competitive.   If  such  an  opportunity  to  break  down  the  walls  between 
America  and  Japan  became  available,  I  am  sure  we'd  all  jump  at  it   We  would  quickly 
sign  a  contract  allowing  us  to  double  or  triple  our  exports  of  certain  items  to  Japan  and 
to  stem  the  tide  of  billions  of  dollars  going  to  Japan. 

Well,  in  business  you  don't  always  get  the  opportunity  you'd  like,  and  although  we'd  all 
like  that  opportunity  in  Japan,  after  years  of  waiting  for  it  and  negotiating  for  it,  asking 
for  it  and  even  agreeing  to  it  in  some  cases  and  then  being  disappointed,  I  think  its 
unrealistic  to  expect  it  to  happen  any  time  soon. 

But  as  a  businessman  I  am  aware  that  for  every  business  opportunity  missed  there  is 
another  business  opportunity  waiting.  NAFTA  is  just  such  an  opportunity.   Mexico 
presents  us  with  such  an  opportunity. 

Let's  run  this  country  like  a  business  for  a  change  and  seize  an  opportunity  that's 
presented  to  us,  make  the  most  of  it,  and  lock  in  our  gains,  instead  of  picking  it  apart 
because  it's  not  perfect   Let's  be  opportunistic;  let's  be  risk  takers.  That's  the  spirit  that 
founded  this  country  and  made  it  great 
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Immigration 

& 

the  North  American  Free  Trade  Agreement 

NAFTA  does  BSt  alter  immigration  laws  in  any  way,  yet  without  it,  tlie  pressure  for 
migration  from  Mexico  to  the  U.S.  over  the  next  20  years  could  increase. 

FVee  Trade  will  spur  economic  growth  in  Mexico,  creating  Jobs  there,  and  decreasing  the 
need  to  cross  the  border  in  search  of  employment. 

*  Economic  Growth  in  Mexico  is  the  most  important  long-term  remedy  to  the  problem  of 
unauthoiized  migration  to  the  U.S.  .according  to  a  1990  lepon  by  the  Commission  tor  the  Study 
of  International  Migration  and  Cooperative  Economic  Development 

Mexico  needs  to  create  800,000  new  jobs  per  year  just  to  meet  the  employment  demands  of  the 
new  entries  to  the  job  market 

NAFTA  promises  to  boost  the  numl>er  of  Jobs  in  Mexico  and  increase  their  wages.  Gross 
Domestic  Product  output  could  be  between  6  percent  and  12  percent  higher  with  NAFTA  than 
it  would  be  without  it  A  6  percent  annual  growth  rate  creates  approximately  1,000,000  jobs 
in  Mexico.  A  study  by  the  non-partisan  Institute  for  International  Economics  predicts  net  job 
growth  of  600,000  in  Mexico  by  199S.  Average  Wages  increases  in  Mexico  are  expected  to  be 
{proximately  between  4  to  6  percent 

NAFTA  will  both  expand  the  number  of  Jobs  in  Mexico  and  increase  average  wages, 
decreasing  the  economic  pressures  that  lead  to  immigration  to  the  U.S.  resulting  in  lower 
U.S.  expenditures  on  border  control,  education  and  social  services. 

Mexico's  President  Carlos  Salinas  de  Gortari  believes  that  NAFTA  will  allow  Mexico  to  export 
goods,  not  people. 

According  to  Governor  Pete  Wilson,  ■The  ratification  of  NAFTA  is  a  golden  opportunity  to 
secure  the  coordination  of  the  Mexican  Government  on  our  shared  reqxmsibili^  to  prevent 
illegal  immigration.* 


;  inronnatkm  and  soivccs,  please  coiMact  Rofcr  Hudritsd^  Intmutioaal  AfWts,  at  (CI9)  544- 
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Why  the  Chamber 

supports 

NAFTA 

Exports=Jobs;  NAFTA=Exports;  NAFTA=Jobs 

The  Greater  San  Di^o  Chamber  of  Commerce  believes  that  the  North  American  Free  Trade  Agreement 
(NAFTA)  will  aeate  new  opportunities  for  American  businesses  and  should  be  approved  by  Congress. 

NAFTA  will  create  the  world's  largest  open  market  -  approximately  360  million  consumers  and  $6  trillion  in 
annual  output  of  goods  and  services-linldng  the  U.S.  with  our  first  and  third  largest  trading  partners. 

The  pact  is  positive  for  California  businesses  because: 

EXPORTS=JOBS 

•  Since  1988,  nearly  70  percent  of  U^.  eamomic  growth  has  come  tnm  increased  exports. 

•  Every  $1  billion  exports  equals  20,000  jobs. 

NArrA=EXPORTS 

•  Mexico  to  the  fastest  growing  m^jor  market  for  MS.  exports  in  the  world,  growing  two  and  ooe-half 
times  as  fast  as  U.S.  exports  world  wide. 

•  Twenty  percent  of  all  U.S.  exports  to  Mexico  come  from  California. 

NAFTA  =  JOBS 

•  Better  paying  jobs  are  created  when  foreign  markets  are  open  to  exports  of  U.S  goods  and  services. 

•  Export  sector  jobs  pay  17  percent  higher  wages  than  average. 

•  Ex|)orts  to  Mexico  are  currenUy  estimated  to  account  for  approximately  130,000  CalifomU  jobs. 

•  Most  economic  analysis'  indicate  that  the  net  effect  of  NAFTA  wiU  be  an  increase  of  between  40,000 
and  200,000  U.S.  jobs. 

NAFTA  IS  GOOD  FOR  THE  ENVIRONMENT 

•  Under  NAFTA,  the  U.S.  maintains  the  right  to  prohibit  the  entry  of  goods  that  do  not  meet  UJ5. 
standards.  It  includes  an  agreement  to  attempt  to  harmonizing  each  countries  health,  safety,  and 
industrial  standards  along  the  highest  common  denominator. 

•  NAFTA  will  create  the  attention  necessary  to  ensure  cross-border  pollution  is  eUminated. 

•  In  1989  Mexico  spent  $4S.6  million  towards  environmental  enforcement.  In  1992  that  figure  shot  up 
to  $77  million. 

The  Chamber  is  making  a  list  of  San  Diego  companies  that  support  NAFTA. 
Please  fax  us  and  tell  us  if  you  support  NAFTA. 

Affaire,  at  (619)  544-1371. 
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Why  dw  Chamber  hdieTCS  that  NAFTA  is  Good 
for  the  EnTiroDinent 


NAFTA  Proyisions  Support  a  Clean  Eanromnent. 

*  NAFTA  includes  an  agreement  to  attempt  to  harmonize  each  country's  oivironmental 
standards  along  the  highest  common  denominator. 

*  Under  NAFTA,  the  U.S.  maintains  the  right  to  prohibit  the  entry  of  goods  that  do  not 
meet  U.S.  standards. 

*  NAFTA  Side  Agreement:   Enyironmental  Cooperation. 

-  The  first  environmental  agreement  negotiated  specifically  to  accompany  and  build  on  a 
trade  agreement. 

-  Established  a  commission  to  oversee  and  encourage  environmental  protection  related  to 
trade  among  the  U.S.,  Mexico,  and  Canada  and  sets  up  a  dispute  resolution  system  that 
includes  fines  and  sanctions. 

-  All  three  nations  guarantee  their  citizens  the  ability  to  take  legal  action  against  their 
government  to  enforce  environmental  laws. 

It  Takes  Economic  Growth  to  Fight  Pollution. 

*  A  recent  Princeton  University  study  analyzing  42  countries  concluded  that  pollution 
levels  b^an  to  decrease  in  those  countries  with  per  capita  GDP  above  $4,000.   Mexico 
has  a  per  cs^>ita  GDP  of  $3500. 

*  Environmental  conditions  are  linked  to  the  economy  and  zero  growth  will  not  betto'  the 
conditions. 

Hie  Mexican  Government  has  Shown  its  Commitment  to  a  Cleaner  Environment. 

*  In  1988,  Mexico  spent  $4.3  million  towards  environmental  enforcement.  In  1992  that 
figure  shot  up  to  $78.2  million. 

*  Mexico  has  committed  $460  million  through  1994  for  implementation  of  a  U.S./Mexico 
binational  border  environmental  plan  which  includes  fimds  for  construction  of  a  waste 
treatment  plant  for  Tijuana  River. 

*  The  number  of  Mexico's  environmental  protection  workers  has  increased  and  inspections 
ofRcially  jumped  from  1,380  in  all  of  1989  to  6,937  in  the  first  four  months  of  this  year. 

NAFTA  Will  Create  International  Attention  Necessary  to  Ensure  Cross-Border  Pollution 

is  FJiminatpil. 

More  and  more  American  environmentalists  have  come  to  support  the  trade  pact  on  the 
grounds  that  it  might  strengthen  Mexicans'  environmental  awareness  along  with  their 
economy. 

For  more  information  and  sources,  contact  Roger  Hudritsch,  Government  Affiairs  Division, 
at  (619)  544-1371. 


North  City  Office.  4275  Executive  Square,  Suite  920  •  La  Jolla.  California  92037  •  (619)  4S0-1S18  •  FAX  (619)  450-1997 
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Cieuer  Sn  Die^o  Chmlie  of  Comnoce 


The  Greater  San  Diego  QumAcr  of  Conunerce  is  an  acoon-orienwd 
business  organizanon  dedicated  to: 


•  Helping  its  members  prosper  by  providing  infocniatioD,  education,  and 
the  opportunity  for  involvement  and  networking. 

>  Promoting  a  poative  and  balanced  business  climate  in  the  San  Diego 
region  by  providing  leadership  on  issues,  educating  members  about 
these  issues  and  coalescing  ihem,  and  like-minded  organizationi  into  an 
effiective  force  for  action. 
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North  American 


Free  Trade 


Agreement 


Since  1988,  nearly  70 
percent  of  U.S.  economic 

growth  has  come  from 
increased  exports.   Much 
of  that  growth  is  directly 
attributable  to  increased 

U.S.  exports  to  Mexico. 
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U.S.  Export  Growth 


P«re«niM«  grvwih  In  nports:  198S-1B81 


Source:  U^.  Departmont  of  Conunerce 


Leading  U.S.  Export  Markets  in  1992 
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United  States  Trade  Balances  in  1992 


3eiE:um  -uuxembourg 


Source.  U.S.  Departmen 


Tariff  Rates  Going  Down 

Mobco's  Avermgt  Tariff  Rate 


1986 


1991 


1992 


Source:  Wells  Fargo  Bank;  Mexican  Department  of  Industry.^ 


United  States  Exports  to  Mexico 


United  States  Trade  Balance  with  Mexico 
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7.5  BilUon  Trade 

Surplus  of 

Manufactured 

Goods  Greater 

than  Euroean 

Community 


U.S.  Trade  With  Mexico 

Ax  Up 


Soate  U5.  Bman  of  itae  Cenm. 


Mexico  is  a  good 
customer  for  the 

U.S. 
California 
San  Diego 


€i 


70  cents  of 

every  Mexican 

import  dollar 

is  spent  on 

U.S.  goods 


Comparison  of  Per  Capita  Spending  on  U.S.  Goods 


Source:  Tba  Wuler  Group.  "KIFTA:  1  Rxiponu  to  H.  Ron  Parot,"  laSf  1«93,  p3. 


Comparison  of  Per  Capita  Income 
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Mexico  spends 
15  cents  out  of 

every  dollar 

earned  on  U.S. 

goods 


MEXICO  WANTS  EVEN  MORE 
U.S.  PRODUCTS 

*  Mexico  is  tlie  fiastest  growing  msyor  market  for  U.S. 
exports  in  the  world,  growing  two  and  one-half  times  as  fast 
as  U.S.  exports  worldwide. 

Mexico's  per  capita  consumption  of  U.S.  products  in  1992 
was  $450/year.  It  exceeded  Japan's  rate  of  $385/year, 
despite  the  fact  that  the  average  Japanese  income  is  five 
times  as  high  as  that  of  a  Mexican. 

Currently,  on  a  national  average,  for  every  $1.00  in  income 
the  avenge  Mexican  spends  approximately  $.15  on  American 
products  and  services. 

FuUy  70%  of  aU  products  imported  to  Mexico  come  from  the 
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U.S.  Services  Exports  to  Mexico 


I    u.o 


Sourca:  \1J3 


Percentage  Export  Growth:  1986-1991 
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California  Exports  to  Mexico 


California  Exports  to  Mexico: 

1987-1992 
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1     1 
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San  Diego  $3.4 

Billion 

Manufactured 

Exports =6.0 

percent  of  GRP 
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San  Diego's  Percentage  Export  Groirth:  1986-1991 


Average  Tariff  Barriers  Against  Exports 


Source:  ¥«Ua  Pvco  Bmnk.  Uexlcui  DeparUaant  of  ladastrr. 
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The  Effects  of  "Freer"  Trade  oa  tin  U.S.  and  Califrania 


'  Since  1988,  ncari;  70  percent  of  U^.  ccooontc  growth  hat  come  from  Incnated  exports.  Mnch 
of  that  growth  b  directly  attiilNitable  to  iacrencd  VS.  exporti  to  Mexico. 


In  1983,  an  tanpotis  wen  nbject  to  gorenmc 

reqnirementi  for  98%  of  its  fanport  catecories. 


>  From  1983  to  1991,  Mexico  cnt  its  I 
to  an  arenge  of  10%  in  1992. 


I  tariff  rate  from  100%  to  20%.  U  lednced  its  tariffs 


• -niis  bdped  coarert  a  U.S.  $4.9  Umaa  Hade  deOdt  wHfa  McikD  la  198(.  tale  a  $5,4 1 
sorpbabi  1992. 


>w  surpassed  Japa 


to  Mexko  hare  Iwen  iaereariag  at  the  rate  «f  a| 
tedco  are  uuieallj  estimated  1 


639 


THERE  IS  OVERWHEUVONG  CONSENSUS 

THAT  NAFTA  WH^L  CREATE  A  NET  GAIN 

IN  U.S.  JOBS. 


Ever;  repolable  stod;  on  NAFTA  condodes  the  Treaty  wiD  create  jobs  in  all  three  countries. 


1.  The 

2.  The 

3.  KFM6  Peat  Marwick  for  U.S.  Coimdl  of 

4.  The  Masacfaasett! 

5.  The  United  States 

6.  The 

7.  The  Lewis  Center  for  Policy  Stndies  at  U.I 

8.  The  State  or 

9.  The  CaBfomia  World  Tt^de  Coomiission; 

10.  The  State  of  CaBfomfai's  Governor's  OtBce  of  1 


11. 

12.  Hie  Univenity  of  Havraii,  East-West  Ccnten 

13.  Hie  EcMMok  PoOcy  Institntion; 

14.  The  National  Borcao  of  Economtr  aesearch; 
15.T1icl 
16. 


Domestic  vs.  Export  Manufacturing  Wage  Rates 


I  DomraUe  Wm«  Bua:  AU  tJ-S.  prmu  neUr.  DaB-afiunOonl  i 
I  Izpert  ¥««•  B>t«:  EmplOTmant  >appsr<«d  by  in«rchudlM  op 
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NAFTA  IS 
GOOD  FOR  THE 
ENVIRONMENT 


m 


IT  TAKES  ECONOMIC  GROWTH 
TO  FIGHT  POLLUTION 

A  recent  Princeton  University  study  analyzing  42 
countries,  concluded  that  pollution  levels  began  to 
decrease  in  those  countries  with  per  capita  GDP 
above  $4,000.  Mexico  has  a  per  capita  GDP  of 
$3,500. 
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Environmental  Spending 

Mexico  now  spends  one  percent  of  its  GNP  on  environmental  investment. 

Mexico  has  committed  $460  million  througli  1994  for  implementation  of  a 
U.S. /Mexico  binationai  border  environmental  plan  which  includes  funds  for 
construction  of  a  waste  treatment  plant  for  the  Tijuana  River. 

Mexico  has  secured  a  $50  million  World  Bank  loan  to  help  pay  for 
improved  environmental  enforcement. 

It  obtained  a  $100  million  loan  for  ecological  conservation  of  the 
metropolitan  area  of  Mexico  City  from  the  Inter-American  Development 
Bank. 


€: 


In  1988  Mexico 

spent  $4.3  million 

towards 

environmental 

enforcement.   In  1992 

that  figure  shot  up  to 

$78.2  miUion 
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Mexico  Environment  Expenditures 


tn.e 

»3a.5 

1 

H 

Covemineni  of  Uenco 
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NAFTA  WAS  NEGOTIATED 
WITH  THE  ADVISEMENT  OF 
ENVIRONMENTAL  GROUPS 

KEY  ADVISORY  BODIES  TO  THE  U.S.  NEGOTIATING  TEAM: 
The  AndnlMm  Society 


Natural  Resources  Defense  Counsel 
Worid  WQdlife  Fund 

These  organizatioiis  enjoyed  seciuity  clearance  and  reviewed  draft  copies  of 
the  agreement  as  it  was  developed.  NAFTA  is  the  greenest  treaty  ever 
written  precisely  because  of  the  input  of  these  and  other  environmentalists. 
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NAFTA  WELL  NOT 

JEOPARDIZE  U.S. 

ENVIRONMENTAL 

STANDARDS 

Under  NAFTA,  the  United  States  maintains  the 
right  to  prohibit  the  entry  of  goods  that  do  not 
meet  U.S.  standards. 

NAFTA  includes  an  agreement  to  attempt  to 
harmonize  each  comitry's  environmental  standards 
along  the  highest  common  denominator.         /^tr 


CLOSING 
SUMMARY 
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THE  PEROT  GROUP  SAYS 
IT  BEST 


The  Perot  Group,  headed  by  Ross  Perot  Jr.,  may 
have  stated  the  case  for  NAFTA  best.  In 
November  1991  the  group  appHed  to  the  U.S. 
Commerce  Department  for  a  large  free  trade  zone 
near  the  Texas-Mexico  border,  to  go  by  the  name 
of  the  Alhance  Corridor.  The  Perot  Group 
described  NAFTA's  impact  on  the  U.S.  economy 
as  beneficial,  by  "expanding  trade  opportunities, 
lowering  prices,  increasing  competition  and 
improving  the  ability  of  the  U.S.  to  exploit 
economies  of  scale." 


"Trade-block  folly,"  The  Economist, 
April  20,  1991 

"..Trade,  including  freer  trade 
between  America  and  Mexico,  is 
good.  The  .question  is  how  to  make 
sure  that  there  is  more  of  it  about." 


/^2JS 
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U.S.  Employment  Supported  By 
Merchandise  Exports  to  Mexico 


Source:  U.S.  Trftd*  BapreaenUUve's  Office:  U.S.  Deperunenl  of  Commerce 
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NAFTA 
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NAFTA  AND  THE  ELECTRONICS  INDUSTRY 
FACT  SHEET 

The  Electroiiic  Industries  Assodalion  (EIA)  endorses  the  North  American  Free  Trade  Agreement  (NAFTA). 
EIA  is  the  oldest  and  largest  trade  association  for  the  electronics  industry,  comprised  of  more  than  1,000 
member  companies  involved  in  the  design,  manufacture,  distribution  and  sale  of  electronic  parts,  components, 
equipment  and  systems  for  use  in  consumer,  commercial,  industrial,  miliiaiy  and  space  use.  Overall,  EIA 
members  represented  SS%  of  the  S287  billion  in  1992  faaoiy  sales  of  electronics,  of  which  more  than  S77 
billion  were  exports.  Some  specific  benefits  for  the  electronics  industry  include: 

♦  The  NAFTA  will  eliminate  trade  and  investment  barriers  and  integrate  markets  with  over  360  million 
people  and  S6  trillion  in  annual  output 

♦  Combined.  Canada  and  Mexico  are  one  quaner  of  the  global  market  for  VS.  electronics  extwns.  Canada 
is  the  largest  market  for  the  electronics  industry,  with  almost  S13  billion  in  exports  in  1992.  Mexico  is  the 
fourth  largest  expon  market,  surpassing  Germany  in  1992,  with  SS.7  billion  in  exports. 

♦  Electronic  exports  to  Mexico  are  more  than  14%  of  total  merchandise  exports  to  Mexico.  Electronic  exports 
to  Canada  ate  more  than  14%  of  total  merchandise  exports  to  Canada. 

♦  The  NAFTA  will  ensure  that  benefits  accrue  to  North  American  companies  through  rules  of  origin  and  duty 
drawback  provisions,  and  protection  of  intellectual  property  rights. 

♦  NAFTA  will  improve  environmental,  health  and  safety  standards  enforcement,  encourage  the  use  of 
common  technical  standards  and  discourage  their  use  as  barriers  to  trade.  The  standards  development  system, 
particularly,  in  Mexico,  will  be  transparent  to  ensure  equal  access  and  national  treatment  of  local  firms. 

♦  Tariff  reduction  will  allow  greater  access  to  markets.  In  general.  Mexican  tarifEs  average  10  percent  and 
are  two-and-a-half  times  that  of  VS.  laritls.  Mexican  larifb  on  40  percent  of  VS.  dutiable  exports  for 
electronic  equipment  (including  computer  storage  units,  magnetic  media,  and  photocopier  parts)  will  be 
eliminated  immediately,  SO  percent  will  be  phased  out  in  5  years  (including  TVs,  computers,  and  telephone 
equipment),  and  the  remainder  in  10  years  (including  switches  and  electronic  circuit  breaking  equipment). 

♦  NAFTA  will  boost  export  demands  for  U.S.  goods  and  services.  Exports  create  jobs  -  NAFTA-related 
exports  will  create  thousands  of  higher-paying  manufacturing  and  high-value  jobs. 

♦  Since  Mexico  began  to  lower  trade  barriers  in  1986,  exports  have  more  than  doubled  from  a  1987  total  of 
S2.4  billion  to  a  1992  toul  of  $5.7  billion,  a  compound  annual  growth  rate  of  7%.  The  trade  balance  in 
electronics  has  improved  from  a  1987  SI  billion  deficit  to  almost  even  in  1992. 

♦  Electronic  component  exports  to  Mexico  have  more  than  doubled  over  the  past  five  years  and  constitote 
the  largest  electronics  export  sector.  Computers  and  industrial  electronics  are  the  second  largest  export  sector 
with  exports  of  $1.7  billion  in  1992. 

♦  NAFTA  contains  provisions  to  protect  the  environment  These  include  a  commitment  to  susuinable 
development,  upward  harmonization  of  standards,  preservation  of  federal  and  state  sundards.  In  addition, 
parallel  environmental  protection  activities  inspired  by  the  NAFTA  exist  with  the  Border  Plan. 

♦  Progress  on  labor  issues  will  come  from  eoonomic  development  in  Mexico  with  the  NAFTA.  NAFTA  does 
nothing  to  encourage  relocation  of  U.S.  companies  to  Mexico;  they  could  move  right  now.  EIA  will  work 
with  the  Administration  to  address  specific  worker  retraining  issues. 
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(millions  of  U.S.  dollars) 


Impons  -  MEXICO 


Communications 


1987       1988 


1990       1991       1992 


Components 
Computer/Industrial         570 


213  235  385  433  353  516 
1.039  1.566  1.270  1.257  1.450  1.623 
1J77      1.782     2.352     2.673     2.320     2.427 


113        842        820        980       1.193 


Total 

3.399 

4.396 

4.849 

5.183 

5.103 

5.772 

Exports  -  MEXICO 

1987 

1988 

1989 

1990 

1991 

1992 

Communications 

410 

646 

688 

931 

512 

1.184 

Consumer 

HI 

417 

304 

362 

424 

506 

Components 

1.034 

1.376 

1,827 

2,004 

2.351 

2.243 

Computer/Industrial 

829 

782 

1.206 

1,458 

1.589 

1.775 

Total 

2J85 

3,221 

4.025 

4,755 

4.876 

5.770 

Balance  -  MEXICO 

1987 

1988 

1989 

1990 

1991 

1992 

Communications 

197 

412 

303 

498 

159 

668 

Consumer 

-928 

-1.149 

-966 

-895 

-1,026 

-1,117 

Components 

-543 

-406 

-525 

-669 

31 

-184 

Computer/Industrial 

259 

.    -31 

364 

638 

609 

582 

Total  -1.014  -1.175   -824   -428 


Soarce:   Electronic  Indostrles  Asaoclatlon 
O.S.  Departaent  of  Coaaerce 
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(millions  of  U.S.  dollars) 
Impom  -  CANADA 

1987  1988  1989  1990  1991  1992 

Communications               627  790  710  797  941  1.208 

Consumer                          144  160  168  95  66  62 

Components                   1.011  1.227  1.629  2,111  2.853  2.526 

Computer/Industrial        1.273  1.294  1.738  1.948  2.517  2.648 


Expons  -  CANADA 
Commimications 


I  3.055 

3.471 

4.245 

4.951 

6.377 

6.444 

1987 

1988 

1989 

1990 

1991 

1992 

512 

682 

621 

818 

1.060 

1.620 

287 

390 

303 

484 

778 

797 

944 

1.809 

2.817 

4.696 

4,409 

4,524 

3.225 

3.732 

3.777 

5.396 

5.481 

6.004 

I  4.968 

6,613 

7,518 

11.394 

11.728 

12.945 

1987 

1988 

1989 

1990 

1991 

1992 

Components 
Computer/Industrial 


Balance  -  CANADA 


Communications  (115)  (108)  (89)  21  119  412 

Consumer  143  230  135  389  712  735 

Components  (67)  582  1.188  2J85  1.556  1.998 

Computer/Industrial  1.952  2.438  2.039  3.448  2.964  3.356 

Total  1,913  3.142  3.273  6.443  5,351  6.501 
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^^     San  Diego  ^^^,,^. 

®  Economic  Bulletin  ^^ 


International  trade  posts  big  gains; 

new  report  details  exports 

of  San  Diego  originated  goods 


$4.SS  billion,  wfaile  impoiU  increased  16.7  percent  to 
$5.59  billion.  Although  imports  continue  to  exceed 
exports,  the  margin  or  mule  deficit  narrowed  in  recent 
years.  Exports  rose  by  an  annual  rate  of  19.4  percent  since 
1983,  wfaile  imports  averaged  18.5  percent  growth  per 
year. 

San  Diego's  intematioDal  trade  is  considerably  smaller 
than  California's  other  two  customs  districts,   but  San 


The  total  dollar  value  of  international  trade  passing 
through  the  San  Diego  customs  district  surged  16.S  percent 
in  1992  to  more  than  $10.1  billion.  International  tnde 
continues  to  thrive  locally  despite  an  otherwise  sluggish 
economy. 

According  to  the  California  Department  of  Finance, 
exports  through  San  Diego  rose  16.2  perceot  in  1992  to 


San  Dido's  Future 


i 


Alan  Nevin,  Managing  Direc- 
tor and  Chief  Economist  for 
ConAm  Research,  will  discuss 
San  Diego  County's  construc- 
tion outlook  and  regional  real 
estate  forecast.  The  luncheon 
meeting  will  be  held  in  the 
Chamber's  downtown  office  in 
the  Emeiald-Shapeiy  Center  on 
Wednesday,  July  21.  1993.  at  12:00  noon.  The  cost 
for  the  luncheon  is  $20  for  members  and  $40  for 
non-membeis.  Reservations  are  required  at  S44- 
1341. 


VALUE  OF  EXPORTS  AND  IMPORTS 
THROUGH  CALIFORNIA  PORTS  (Millions) 


DIStflCt 

1983           1984 

1985           1986 

1987           1988 

1989           1990 

1991 

1992 

SaiFrwidaooc 
LnAngalMd 
SanOlego. 
ImportTb 
CalRbmla 
SMiFrandacoc 
bMAngtiMd 
San  Diego. 

J29J79.5   $32,203.5 

11,314.2      12.374.2 

17.139.4     18.413.6 

92SS        1,415.7 

$37,943.7   «49270J 
11277.8      16,428.0 
25.454.2      31.226.4 
1.211.7        1,615J 

$32,395.6   $32,838.3 
11.305J      11.443.9 
19,474.9      19,855.6 
1,615.4        1,538.8 

$81,605.9   $69,868.4 
15,455.1      18,980J 
44,305S      48,667.8 
1^.9       22203 

$39,645.8    $53,567.7 
14274.5      19,079.9 

23.668.0  31,962.5 
1,703.3        ^525.3 

$78,329.7   $86.6005 

21.761.1  25,062.0 
53,886.8      58,082.1 

2,681.8        3,456.4 

$63,048.7    $68,551.7 
21.441.0      23.1172 
38,5965      42.069.0 
3,0112       3,3655 

$94,060.0   $97,1215 
27259.3      28,141.0 
62,773.8      64591.6 
4,046.9        4,388.9 

$73,763.0 
23,833.1 
45,953.0 
3,916.9 

$100,882.0 
29,370.0 
66,723.0 
4,789.0 

$81,033.7 
27,097.8 
49,385.3 
4,550.6 

$111,3992 
33,4042 
72,404.4 
5,590.6 
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Diego'i  powdi  nte  has  beta  lignificwitly  hicher  in  nceat 
yean.  San  Diego'i  incteue  of  16.S  peroeot  in  1992 
compared  with  Lot  An(dec'  8.1  pocent,  and  San 
Fiancisco's  13.6  percent. 

While  these  export  and  import  figures  reveal  the 
volume  of  international  trade  passing  through  San  Diego 
and  other  California  customs  districts,  they  do  not  indicate 
the  actual  amount  originating  or  produxxd  within  the 
region.  The  U.S.  Department  of  Commerce  reports 
exporu  and  imports  by  the  point  of  shipment  out  of  or  into 
the  United  States,  but  not  the  product's  point  of  origin. 
Only  the  amount  of  trade  passing  through  the  customs 
district,  therefore,  is  indicated. 

Much  of  San  Diego's  internationally  bound  products  are 
sent  through  Los  Angeles  and  Long  Beach  ports.  On  the 
other  hand,  cargo  from  all  over  the  United  States  and 
merely  leaving  the  country  through  San  Diego  ports  are 
tabulated  as  local  exports. 

With  international  trade  increasing  in  importance  for 
San  Diego,  a  regular  and  true  accounting  of  the  region's 
international  trade  is  essential.  While  the  requisite  daU 
showing  the  point  of  origin  for  exported  and  imported 
goods  are  routinely  collected  by  the  Commerce 
Department,  the  information  has  not  been  available  because 
of  access  and  retrieval  costs.  The  information  would  be  a 
significant  stimulus  in  promoting  and  facilitating 
international  trade  in  the  region. 

San  Diego  originated  exports 

At  the  behest  of  the  San  Diego  District  Export  Council 
(DEC),  in  concert  with  the  Greater  San  Diego  Chamber  of 
Commerce  and  many  other  U.S.  DECs  contacted  by  San 
Diego,  the  Bureau  of  the  Census  was  persuaded  to  conduct 
a  pilot  program  compiling  export  data.  A  special  test 
tabulation  was  made  by  the  Census  Bureau  in  1986 
showing  export  data  by  ZIP  code  by  point  of  origin  for  the 
products.  This  compilation  indicated  San  Diego  was  the 
origin  for  $1.2  billion  in  goods  exported  during  1986. 

A  new  tabulation  for  1991  was  recently  completed  by 
the  U.S.  Department  of  Commerce  showing  export  data  for 
the  nation's  28  largest  metropolitan  areas  including  San 
Diego.  Using  aggregates  of  3  digit  postal  Zip  Codes  (919, 
920,  and  921  defined  San  Diego)  this  data  provides  a 
comprehensive  and  valid  summary  of  San  Diego's  actual 
exports  in  1991. 

This  analysis  showed  exports  of  merchandise 
origiiuting  in  San  Diego  were  valued  at  $3.5  billion  in 
1991.  The  increase  from  1986  exports  of  $1.2  billion  was 
192  percent.  (The  $3.5  billion  in  San  Diego's  exports  is  a 
significant  amount  of  the  $4.6  billion  in  exports  passing 
through  the  local  customs  district  previously  cited.) 

Nearly  all  of  San  Diego's  exports  were  products 
manufactured  locally  totaling  $3.4  billion.  Non- 
manufactured  exports,  adding  np  to  S74.6  million,  made  up 
only  two  percent  of  total  export  dollars. 

This  indicates  intematioiial  trade  accounted  for  one  oat 
of  every  five  San  Diego  maimfiKtiuuic  dollars  in  1991. 
Total  manu&ctniing,  San  Diego'i  laigect  ecoDomic  sector 
as  far  as  dollan  generated,  was  vahied  at  $16.3  billion  in 
1991  according  to  die  Economic  Reaeardi  Botean'i  animal 
survey  of  local  mano&ctarinf .  (See  die  October  1992 
issue  of  the  Sat  Diego  Econtmae  BuHetiH.) 

Export  trade  accounted  for  neniy  ax  percent  of  San 
Diego's  groa  regional  prodnct  (ORF),  tutimatwl  to  be 
$60.9  billioii  ia  1991. 

Paoa  2      Ji4y  1993 


U.S.  EXPORTS  OF  MERCHANDISE  DURING  1991 
BY  EXPORTERS  LOCATED  IN  SAN  DIEGO 


Export  industries  and  destinations 

Electrical/electronic  machinery,  equipment  and  supplies 
was  highest  for  San  Diego's  export  merchandise  valued  at 
$997.9  million.  Non-electrical  machinery  (including 
computers)  was  second  with  exports  of  $637.9  million. 
Instruments,  including  scientific,  medical  and  other  types 
of  tools,  were  third  with  exports  of  $430  million. 

Exports  accounted  for  nearly  one-half  (48  percent)  of 
San  Diego's  total  electrical  and  electronic  macfaiiieiy 
manufacturing.  Forty-five  percent  of  San  Diego's  lumber, 
wood,  and  furniture  production  was  also  exported. 

Additional  industries  exporting  a  high  percentage  of 
goods  manufactured  in  San  Diego  were  instrument  makers, 
26  percent  of  the  total  produced  in  the  coimty,  37  percent 
of  robber  and  plastics  goods,  and  23  percent  of  primary 
and  fitbricated  metal  products. 

Mexico  was  San  Diego's  (ingle  largest  export 
destination  or  trade  partner.  Over  $1.3  biUion  in  export 
merchandise  was  sent  to  Mexico,  well  over  one-third  (36 
percent)  of  San  Diego's  total  egiport  dollars. 

>  11  peicent  or  $383  million  of 
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I  fi>r  more  than  one^ulf  (52  pooea) 
of  export  shipments,  with  81,099  of  die  Su  Dieto's  total 
export  shipments.  Canada  was  second  with  16,426 
thipmentt,  fDUowed  by  Japan  widi  8.888.  Gennany  and 
the  United  Kingdom  were  next,  tack  with  slightly  more 
than  6,100  shipments. 

Pacific  Rim  nations  accounted  for  $822  million  or  24 
percent  of  San  Diego's  exports.  Latin  America,  iitchiding 
Mexico,  the  Caribbean,  and  South  America  accounted  for 
$1.4  billion  or  39  percent  of  exports,  wt 

for  $837  million  or  37  r 


TOP  TEN  COUWTHY  DE8T1WATION8 


North  America  Free  Trade  Agreement 

Mexico  and  Canada,  the  two  nations  connected  to  the 
U.S.  under  the  proposed  North  American  Free  Trade 
Agreement  (NAFTA),  accounted  for  nearly  one-half  (47.4 
percent)  of  San  Diego's  export  dollars.  Comparing  the 
Commerce  Dqnitmem's  export  findings  with  ±e  1986 
retort  shows  San  Diego  exports  to  both  countries 
increasing  substantially  between  the  five-year  period. 

Exports  to  Mexico  increased  from  $377  million  in  1986 
to  $1,279  milUon  in  1991,  a  rise  of  neariy  240  percent. 
The  increase  to  Canada  was  relatively  more  dramatic  &om 
$92  miUion  in  1986  to  $383  million,  a  rise  of  316  penxm. 

Trade  with  Canada  was  undoubtedly  stimulatwl  by  the 
free  trade  agreemem  signed  with  the  U.S.  The  dramatic 
increase  would  arguably  not  have  occurred  without  this 
historic  agreemem.  In  a  similar  vein,  NAFTA  has  for 
greater  implications  on  San  Diego's  international  trade 
because  of  our  location  and  current  trade  with  Mexico. 

The  benefit  for  each  trading  partner  from  free  trade  is 
exceptionally  well  grounded  in  economic  theory  according 
to  the  highly  respected  British  journal  The  Economist. 
Extolling   the  merits   of  free   or  liberalized   trade,   the 


Country  01 

<.a^viliM*P«n»n^kinitMro(P«ic«it 

De*tln«lon 

Of  Tot* 

SMpmMts 

ofTotal 

TOTAL  EXPORTS 

$3,509,756 

100.0* 

156,739 

100.0% 

36.4% 

Cmacti 

383,034 

^OJa% 

16,426 

105% 

Japan 

288.387 

8.2% 

8388 

5.7% 

Federal  Republic 

01  Germany 

21^476 

6.1% 

6,131 

3.9% 

Fr»<ca 

193.389 

SS% 

3,850 

25% 

China  (Taiwan) 

132.G29 

3.8% 

2,768 

I** 

United  Kingdom 

126.457 

3.6% 

6.110 

3.9% 

HongKbng 

97«1 

2.8% 

3,122 

2.0% 

Korea.  ReputHicol 

70,089 

2.0% 

1.709 

1.1% 

Singapore 

65,743 

1S% 

2,365 

15% 

Omer 

660.826 

18.8% 

24271 

15.5% 

"For  40  years  after  1945,  America  championed  free 
trade;  barriers  tumbled  and  the  world  enjoyed  iu  ftstest- 
ever  economic  growth. .  .Is  (liberal  trade)  a  good  thing  or 
not?  This  is  less  a  matter  of  doctrine.. .u  of  opening 
one's  eye*  to  the  obvious.  It  can  hardly  be  coincidence 
that  the  expmsion  of  global  trade  since  194S  went  hand 
in  hand  with  unprecedented  economic  growth.  Or  that 
the  iteariy  closed  economies  of  Eastern  Europe  and  the 
Soviet  Union  ftiled  on  every  measure.  Or  that  die  most 
protected  economies  in  the  third  world  (India  and 
Argentina,  for  instance)  s<]uaiidered  their  potential,  while 
nei^bors  (soch  as  Thailand  and  Chile)  embraced  trade 
and  thrived.  Or  that,  in  otherwise  ftirty  open 
economiet,  die  protected  industries  are  the  most 
backward  (steel  in  America,  turning  in  Japan,  computing 
in  Europe)." 

SpedficaDy   referring  to  NAFTA   and  die  ongoing 

deUberations  in  die  U.S.  over  die  meritt  of  signing  die 

agreement  widi  Mexico,  77m  Economist  further  state*: 

Tears  diat  American  woikert  will  be  pot  out  of  dieir 

job*,  worlcen'  rightt  will  be  trampled  on  in  Meadco, 


udtiaCanwi: 
rot 

new  and  better  uses,  and  command  higher  incomes. 
Trade  is  like  technological  progress:  it  changes  the  work 
that  people  do  (almost  always  for  the  better);  it  does  not 
make  them  unemployable.  As  Mexico  prospered,  its 
citizens  would  insist  on  safer  jobs  and  cleaner 
smokestacks.  There  is  no  surer  way  to  make  Mexico  a 
bad  neighbor  than  to  keep  it  poor. 

'..Trade,  including  freer  Xndc  between  America  and 

Mexico,  is  good.  The  question  is  how  to  make  sure  diat 

there  is  more  of  it  about.*' 

The  Greater  San  Diego  Chamber  of  Commerce  supports 

NAFTA   because   it  will   create   new  opportunities   for 

American  businesses,  paiticulariy  in  San  Diego.  NAFTA 

will  create  die  world's  Urgest  open  niarket-366.6  million 

consumers  and  $6.5  trillion  in  annual  output  of  goods  and 

lervices— linking  die  U.S.  with  our  first  and  third  largest 


NAFTA  will  generate  a  net  increase  in  high-paying 
jobs,  exports,  and  investment  opportunities  for  the  U.S.. 
providing  a  welcome  boost  to  bodi  San  Diego  and 
CalifoniU  economies.  'WtOy  NAFTA,  San  Diego 
companies  will  be  able  to  export  to  Mexico  rather  than 
move  there. 

San  Diego  is  in  an  enviable  position  to  benefit  from 
NAFTA  and  expanded  international  trade.  San  Diego  gains 


Tijuana  and  Baja  California  neighbor. 


misconceived.     Trade 


is  die  ide^  Work  diat  can  be  done  more  ctntfly  in 
Medeo  diaa  in  America  sbonU  be.  TU*  woaU  not 
anke America poorer^Dils&eoFimite.  Itelabaraad 


projected  to  be  among  San  Diego's  strongest  sectors  for 
economic  growdi,  helping  to  ofEMt  inevitable  lost  revenues 
as  defense-related  mannfartnring  industrie*  downsize. 

The  Economic  Research  Bureau  of  die  Greater  San 
Diego  n»«inh>r  of  Commeioe  pubUsbed  a  directory  of  San 
Di^o  firms  dealing  in  foreign  trade  dirough  eidier 
importing,  exporting,  or  servicing  intenational  trade.  Hie 
directory  Indude*  an  alpliahrtiral  profile  of  neariy  900  San 
Diego  firms  involved  in  international  trade.  The 
publication,  Stei  IMejo  WorU  ThideZMraetoo',  is  available 
in  the  Chamber's  downtown  office  for  $20.00  to  die  public. 
The  cost  for  «v>wip«"i*«  that  ate  meodiers  of  the  Oreater 
San  Diego  Chamber  of  Commeroe  is  $10.00. 


0.  IMI.pll 
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Mote  than  ODe-<hird  (3S  pooeat)  of  total 
in  the  San  Die(o  area  went 


housekeeping  supplies ,  and  household  fkiniishincs  and 
equipment  costs  avenged  $11,365  per  year. 

Shelter  cottt,  the  average  to  either  tray  or  rent  a 
dwelling  place,  accounted  for  two-thirds  of  hoosing  and  23 
percent  of  total  expeaditurea. 

Shetler  was  San  Diego  oonsomer's  single  laigeM 
eaqwaae.  The  proportion  San  Diegans  spent  on  housing 
was  np  from  the  previoos  198S-t9  saivey  when  shelter 

San  Diego's  23.3  percent  of  total  expendituna  for 
sheher  in  1990-91  was  higher  than  Los  Angek**  22.4 


percent,  but  slightly  lower  than  San  Fiancisco's  23.7 
percent.  The  average  for  shelter  in  the  U.S.  was  only  17.3 
percent;  in  the  West  it  was  19.8  percent. 

Utility  bills,  including  gas  and  electricity,  telephone, 
water,  and  other  public  services  accounted  for  4.6  percent 
of  total  expenditures.  With  San  Diego's  temperate  climate. 


Utilitjes  averaged  6.7  percent  of  total 
for  the  U.S.  and  S.4  percent  in  the  West. 

I  accounted  for  $  1 , 1 84  or  3 . 6  percent 
of  total  expenditures.  The  dollar  amount  was  higher  than 
other  areas  in  die  West,  including  Lot  Angeles  and  San 
Francisco,  but  about  the  same  as  average  for  the  U.S. 

Food  accounted  for  13.5  percent  of  expeiKiitures,  up 
from  12.2  percent  in  the  1988-89  period.  A  significant 
portion  of  San  Diegan's  spending  on  food,  38  percent,  was 
for  food  prepared  in  establishments  away  from  home. 

San  Diego  consumer  spending  on  alcoholic  beverages 
was  down  significantly  in  recent  yean.  The  average  spent 
for  alcoholic  beverages  was  $349  per  year  or  1 . 1  percent 
of  total  expenditures  during  the  1990-91  period.  This  was 
down  from  an  average  of  S461  in  the  1986-87  period  or 
1.5  percent  of  total  expenditures. 

Apparel  and  service*  accounted  for  S.S  percent  of  total 
spencUng,  with  32  percent  of  apparel  dollars  spent  for 
women's  and  girl's  clothing.  The  rest  of  appard  spending 
was  for  men  and  boys,  toddlers,  fDotwear,  and  other 


of  San  Diego 


np  4.7 


San  Diegans 
T'^t'"!  was  down  significantly  from  the 
ptcvioM  survey  period  of  1988-89,  a  reflection  of  San 


Casht 

were  also  down  in  the  1990-91  period  averaging  $781  per 
San  Diego  consumer  oniL  Hiis  was  down  from  $839 
during  the  1986-87  period  sad  S823  darioc  1988-89,  also 
probably  leOectiBg  the  legioB'*  weakeDsd  eoonomy. 

Hsalth  can  annotiBHid  far  3.6  peroeoi  of  speafng  ia 
the  Saa  Diego  area,  compared  to  S.2  peroeaft  la  the  aatioB 
aad  4.6  peroem  ia  the  West.  PcrMiial  lawrance  and 
pcBriooa,  iadndng  Sodal  Seearity.  aocooatad  for  9J 
percent  of  total  eoipeadUares.    The  nwiaining  7  perecot 
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1.1% 
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Average  annual  1990-91  expenditures 
in  San  Diego 


Avenge  umiul  expenditorei  of  Su  Diego  oonsumen 
wu  $32,983  between  1990  and  1991  according  to  a 
recently  released  report  by  the  U.S.  Defwtment  of  Labor's 
Bureau  of  Labor  Statistict  (BLS).  Annu 
San  Diego  were  about  S4,000  higher 
average  and  about  the  same  as  the  avenge  for  the  westeni 
U.S.  In  die  previous  1988-89  survey  period,  San  Diego 
area  expenditures  were  $6,500  higher  than  the  national 
avenge  and  $3,000  greater  than  average  for  the  West. 

Avenge  aimual  expenditures  in  San  Diego  were  lower 
in  the  1990-91  period,  than  the  previous  1988-89  survey 
period.  The  $32,983  annual  average  expenditures  in  1990- 
91  compared  with  $33,351  during  1988-89.  This  partly 
reflects  the  economic  recession  impy^ng  San  Diego 
beginning  mid-year  of  1990. 

This  BLS  information  provides  a  detailed  and 
comprehensive  picture  of  consumer  spending  in  San  Diego. 


revisions   of  the  Consumer  Price  Index   (CPI) 
basket.' 

While  San  Diego's  expenditures  were  considerably 
higher  than  national  and  western  averages,  they  were  less 
than  most  other  major  metropolitan  areas  in  the  West. 
Anchonge,  Alaska  reported  the  highest  average  consumer 
expenditures  in  the  nation  at  $43,991,  followed  by  San 
Francisco  at  $39,707.  Lot  Angeles'  average  was  $35,673. 

According  to  the  BLS  survey,  the  avenge  income  per 
San  Diego  consumer  unit  was  $36,952.  After-tax  income 
was  $33,444,  with  income  taxes  avenging  $3,508  or  9.5 
percent  of  total  income. 

San  Diego's  after  tax  income  exceeded  expenditures  by 
$461  during  the  1990-91  survey  period.  The  pteviotu 
1988-89  survey  showed  average  ( 
than  after-tax  income  in  San  Di^o. 
iperiodi 
I  Aagele*  and  siu  Frandsoo,  as  well  as  the 
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Chairman  Gibbons.  As  I  listen  to  the  complainers,  and  they  are 
five  people,  what  they  are  complaining  about  is  the  past,  the 
present,  and  the  future  if  we  turn  NAFTA  down.  But  if  we  accept 
NAFTA,  we  get  an  open  market  in  Mexico.  That  is — it  is  so  obvious 
I  don't  know  why  we  don't  understand  that. 

But  we  get  all  lost  in  all  these  inane  statistics  about  this  many 
jobs  and  that  many  jobs  lost  because  if  the  statisticians  have  any 
idea  of  what  the  hell  they  are  talking  about,  you  know,  they  just — 
I  have  lived  through  this  thing  with  them.  They  can  make  all  these 
estimates  and  they  are  fortunate  we  never  go  back  and  check  them 
years  after  they  have  made  them. 

Most  of  our  members  have  been  wrong,  but  the  simple  fact  is 
that  the  Mexican  market  has  been  closed  close  to  400  years,  it  is 
closed  today  and  it  will  be  closed  tomorrow  if  we  reject  NAFTA.  It 
will  be  closed  for  a  long,  long  time  after  if  we  reject  NAFTA.  If  we 
accept  NAFTA,  we  get  an  open  market.  We  can  send  our  jobs  home 
here  and  keep  our  jobs  home  and  send  our  products  to  Mexico.  It 
just  makes  common  sense. 

Peter,  you  have  got  something  you  want  to  say? 

Mr.  HOAGLAND.  No,  thank  you,  Mr.  Chairman. 

Chairman  Gibbons.  OK,  thank  you  all  very  much  for  coming.  We 
appreciate  it. 

OK,  let's  go  to  Mr.  Block,  former  Secretary  Block.  I  am  glad  to 
see  him  back  here. 

Mr.  Gess,  Mr.  Meister,  Mr.  Hammer  and  Mr.  Santucci,  you  all 
just  grab  seats  and  we  will  put  the  right  signs  in  the  right  places. 

Let  us  go  vote. 

Gentlemen,  I  have  gotten  you  all  to  the  table  and  they  have 
called  a  vote  on  us  over  there.  I  will  be  back  as  soon  as  I  can,  or 
Mrs.  Kennelly  is  coming  because  I  have  got  another  meeting  right 
on  top  of  another  meeting,  but  we  will  be  right  back  with  you. 
Sorry,  the  voting  schedule  has  gotten  in  the  way. 

[Recess.] 

Mrs.  Kennelly  [presiding].  The  committee  will  resume  the  hear- 
ing, and  I  believe  that  Mr.  Block  is  going  to  be  first. 

Mr.  Block.  I  am  coming. 

Mrs.  Kennelly.  John  R.  Block,  president  of  the  National-Amer- 
ican Wholesale  Grocers  Association  and  former  Secretary  of  the 
United  States  Department  of  Agriculture.  It  is  very  nice  to  see  you 
again,  sir 

STATEMENT  OF  JOHN  R.  BLOCK,  PRESmENT,  NATIONAL- 
AMERICAN  WHOLESALE  GROCERS  ASSOCIATION,  AND 
FORMER  SECRETARY,  U.S.  DEPARTMENT  OF  AGRICULTURE 

Mr.  Block.  Thank  you  very  much,  Madam  Chairman.  It  is  a 
pleasure  to  have  a  chance  to  present  this  testimony.  I  would  ask 
that  my  testimony  be  submitted  for  the  record  and  I  am  just  going 
to  briefly  summerize  my  comments. 

Mrs.  Kennelly.  Your  entire  testimony  will  be  submitted. 

Mr.  Block.  All  right,  thank  you  very  much. 

I  am  representing  the  National-American  Wholesale  Grocers  As- 
sociation, NAWGA,  and  International  Foodservice  Distributors  As- 
sociation, IFDA.  I  also  am  chairman  of  the  Citizens  Network  for 
Foreign  Affairs,  and  I  am  chairman  of  the  Agra  Industry  Advisory 
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Committee,  former  Secretary  of  Agriculture,  and  a  farmer-owner  in 
Illinois  raising  com,  soybeans  and  hogs. 

From  all  of  these  perspectives,  I  am  and  my  members  and  a  lot 
of  people  I  will  submit  to  you  are  strong  supporters  of  the  North 
American  Free-Trade  Agreement.  In  fact,  we  are  all  just  champing 
at  the  bit  to  take  advantage  of  that  market  and  all  the  opportuni- 
ties to  sell  down  there. 

From  the  standpoint  of  my  trade  association,  the  wholesalers  and 
food  service  distributors,  one  of  my  biggest  companies,  Fleming, 
based  in  Oklahoma  City,  is  moving  in  and  starting  to  do  a  lot  of 
business  in  Mexico.  Labatt  out  of  San  Antonio,  TK,  is  doing  the 
same;  Certified  Grocers,  Los  Angeles  is  starting  to  do  a  lot  of  busi- 
ness there;  Smart  and  Final,  based  in  Los  Angeles,  also.  All  of 
these  companies  in  the  last  few  years,  4  or  5  years,  have  started 
to  move  in  to  do  business  in  Mexico.  TTiey  find  that  their  business 
is  growing. 

Our  exports,  the  total  exports,  of  course,  as  we  have  heard  from 
many  people,  is  in  the  range  of  $40  billion;  and  the  food  side  of  it, 
and  agricultural  side,  is  one  of  the  fastest  growing  parts  of  that. 

I  know  that  there  are  segments  of  our  society  or  interest  groups 
that  have  serious  concerns  about  whether  we  should  have  this 
North  American  Free-Trade  Agreement  completed.  I  know  labor  is 
against  it,  but  for  the  life  of  me,  I  can't  believe  that  it  will  cost 
labor  jobs.  Protectionism  never  created  jobs.  Open,  free  trade — if 
we  have  confidence  in  ourselves  to  compete,  we  will  be  able  to  grow 
jobs  in  this  country,  as  we  already  have,  as  our  trade  is  expanding 
with  Mexico;  and  to  put  our  head  in  the  sand  and  ignore  the  reali- 
ties of  the  global  economy,  I  think  is  committing  suicide,  and  I  can- 
not believe  that  we  would  move  in  this  direction. 

Another  segment,  interest  group,  that  is  split  on  NAFTA  is  the 
environmental  groups  but  I  think  the  fact  that  the  National  Wild- 
life Federation,  World  Wildlife  Fund,  The  Audubon  Society,  Envi- 
ronmental Defense  Fund  and  others  are  in  support  of  this  agree- 
ment, I  think  that  pretty  well  neutralizes  concerns  there. 

Finally,  there  have  been  some  concerns  about  safety  in  trucks 
coming  up  from  Mexico  and  our  trucks  going  down  to  Mexico.  My 
members  haul  most  of  their  food  in  trucks,  so  it  is  vitally  important 
that  the  trucking  channels  be  kept  open;  and  we  have  suffered 
some  serious  problems  in  getting  into  Mexico  because  of  some  re- 
strictions. We  think  that  this  agreement  will  open  that  up  for  us, 
and  we  will  be  able  to  move  into  Mexico  with  a  lot  less  trouble  with 
our  trucks;  and  we  also  are  convinced  that  there  is  not  going  to  be 
any  problem  in  terms  of  how  safe  their  vehicles  are  coming  up  here 
because  they  are  required  to  meet  the  same  restrictions  that  ours 
are  and  they  can't — they  don't  have  any  special  treatment  in  that 
regard. 

There  is  a  powerful  group  supporting  NAFTA.  The  food  and  agri- 
cultural industry  is — and  I  know — I  read  in  the  Washington  Post 
that  agriculture  is  not  for  it.  That  is  not  true.  There  are  some  small 
segments  of  agriculture  that  are  not  for  it. 

This  was  clear  back  on  May  21,  1991;  when  as  chairman  of  the 
Citizens  Network  Agricultural  Advisory  Committee,  we  put  to- 
gether some  77  food  organizations  and  farm  organizations,  includ- 
ing, of  course,  the  biggest  one,  the  American  Farm  Bureau  Federa- 


tion,  and  a  whole  host  of  others.  And  I  am  not  going  to  read  it  to 
you,  but  all  were  put  together  supporting  this  agreement,  and  that 
is  why  we  are  trying  to  get  the  fast  track — on  the  fast  track. 

It  has  turned  out  to  be  kind  of  a  slow  track,  but  we  are  hopeful 
now  maybe  we  can  get  it  wrapped  up  later  this  fall. 

Finally,  as  former  Secretary  of  Agriculture,  in  recent  weeks  I 
have  called  and  personally  talked  with  and  secured  the  support  of 
eight  other  former  Secretaries  of  Agriculture.  That  makes  nine  of 
us,  totally  bipartisan — Bob  Bergland,  Orville  Freeman,  Richard 
Lyng,  Clifford  Hardin,  Edward  Madigan,  Earl  Butz,  John  Knebel, 
Clayton  Yeutter,  and  yours  truly — all  strongly  supporting  this 
agreement;  and  we  have  a  statement  here  that  will  be  submitted 
for  the  record  showing  our  support  for  this  trade  agreement. 

I  think  that  it  is  clearly  something  we  need  to  get  done,  and  I 
think  that  the  opposition  to  it  should  be  neutralized  and  we  should 
move  ahead.  We  are  in  a  global  economy,  and  if  we  believe  in  our- 
selves, as  I  believe  in  American  agriculture,  in  the  food  industry 
and  in  our  total  economy,  we  can  compete  with  anyone  in  the 
world,  including  Mexico,  and  we  will  have  a  better  chance  to  sell 
down  there  because  of  lowering  some  trade  barriers  in  the  past. 

They  are  ready  to  lower  their  barriers.  They  are  just  asking  us 
for  permission,  and  I  think  it  is  time  to  give  it  to  them. 

Thank  you. 

Mrs.  Kennelly.  Thank  you  very  much,  Mr.  Block. 

[The  prepared  statement  and  attachment  follow:] 


TESTIMONY  OF  THE  HONORABLE  JOHN  R.  BLOCK,  PRESIDENT 
NATIONAL-AMERICAN  WHOLESALE  GROCERS'  ASSOCIATION 

AND 
INTERNATIONAL  FOODSERVICE  DISTRIBUTORS  ASSOCIATION 

BEFORE  THE  SUBCOMMITTEE  ON  TRADE 
HOUSE  WAYS  AND  MEANS  COMMITTEE 

SEPTEMBER  23,  1993 


Mr.  Chairman,  thank  you  very  much  for  the  opportunity  to  testify  today  on  the 
North  American  Free  Trade  Agreement  (NAFTA),  and  the  ensuing  supplemental 
agreements  recently  signed  by  President  Clinton.   As  you  may  recall,  a  year  ago,  I 
appeared  before  you  and  other  members  of  the  Trade  Subcommittee  to  express  support 
for  this  trade  agreement.   I  corns  before  you  again,  on  behalf  of  the  food  distribution 
industry,  to  reaffirm  our  strong  support  of  the  North  American  Free  Trade  Agreement. 

I  am  John  R.  Block,  President  of  the  National-American  Wholesale  Grocers' 
Association  and  the  International  Foodservice  Distributors  Association  (NAWGA/IFDA). 
I  also  serve  as   Chairman  of  the  National  Agricultural  Advisory  Committee  of  The 
Citizens  Network  for  Foreign  Affairs.    In  addition,  NAWGA/IFDA  is  a  member  of  Ag 
for  NAFTA.   Ag  for  NAFTA  is  a  coalition  of  food  and  agriculture  companies  united  in 
support  of  NAFTA. 

NAWGA/IFDA  is  an  international  trade  association  comprised  of  food 
distribution  companies  which  primarily  supply  and  service  independent  grocers  and 
foodservice  operations  throughout  the  U.S.  and  Canada.   NAWGA's  350  members 
operate  over  12C0  distribution  centers  with  a  combined  annual  sales  volume  in  excess  of 
$117  billion.    NAWGA  members  employ  a  work  force  of  over  350,000;  and,  in 
combination  with  their  independently-owned  customer  firms,  they  provide  employment 
for  several  million  people.    IFDA  represents  member  firms  that  sell  annually  over  $30 
billion  in  food  and  related  products  to  restaurants,  hospitals,  and  other  institutional 
foodservice  operations. 

Mr.  Chairman,  my  personal  interest  in  the  success  of  NAFTA  is  no  secret.   As 
USDA  Secretary  I  vigorously  pursued  completion  of  the  negotiations.   Today,  though,  I 
am  here  to  remind  you  of  the  broad  support  NAFTA  enjoys  in  the  food  industry  at  large. 
From  the  feed  industry  to  forklift  manufacturers  and  from  Houston,  Texas  to  Hershey, 
Pennsylvania,  companies  in  the  food  industry  are  poised  to  avail  themselves  to  the 
opportunities  NAFTA  will  create.    In  the  end,  this  historic  agreement  will  create  a 
barrier-free  continental  market  of  more  than  350  million  people.   The  food  distribution 
industry  I  represent  is  chomping  at  the  bit  to  get  a  crack  at  these  new  customers. 

Already,  several  of  NAWGA/IFDA's  member  companies  have  begun  ventures  in 
Mexico.    As  I  mentioned  in  my  testimony  last  year,  both  Fleming  Companies,  Inc.,  a 
wholesale  grocery  company  in  Oklahoma  City,  Oklahoma,  and  Labatt  Food  Service,  a 
foodservice  distributor  in  San  Antonio,  Texas,  had  entered  into  joint  ventures  in  Mexico. 
These  investments  have  proven  successful,  bringing  to  Mexico  the  advantages  of  the  U.S. 
food  distribution  system.   Certified  Grocers  of  California,  Limited,  in  Los  Angeles, 
California,  has  member  retailers  located  in  Mexico  and  has  formed  a  partnership  with  a 
Mexican  dairy  distributor.   Another  NAWGA/IFDA  member  company.  Smart  and  Final 
Stores,  Inc.,  Los  Angeles,  California,  has  invested  $10  million  in  a  joint  venture  with  a 
Mexican  partner  to  construct  retail  outlets.   NAWGA/IFDA  member  companies  see  a 
huge  market  clamoring  for  the  enormous  variety  of  American  products  and  services. 
These  ventures  have  increased  profitability  and  employment  for  American  companies  - 
preserving  American  jobs. 
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We  support  the  transportation  provisions  in  NAFTA  which  will  open  the  Mexican 
market  to  U.S.  truck  and  rail  companies.   Eighty  percent  of  U.S.  trade  with  Mexico 
moves  by  truck.   Today,  however,  our  membership  experiences  serious  delays  and 
restrictions  in  moving  food  products  across  the  border.   NAFTA  will  eliminate  many  of 
these  problems  by  allowing  U.S.  trucking  companies,  in  stages,  complete  cross-border 
access  to  Mexico.   We  believe  that  these  access  provisions  will  result  in  significant  growth 
in  U.S.  exports  of  foods  and  other  products  into  Mexico  by  providing  U.S.  shippers  with 
a  seamless  international  distribution  system. 

The  tremendous  opportunity  which  NAFTA's  cross-border  access  provisions  will 
provide  U.S.  exporters  should  not  be  overshadowed  by  the  concern  voiced  by  certain 
groups  over  the  trucking  company  investment  provisions.   No  trade  agreement  will  leave 
all  interests  entirely  contented.   NAWGA/IFDA  believes  that  the  benefits  in  increased 
economic  opportunity  which  NAFTA  will  provide  for  shippers  of  U.S.  products  and  the 
nation  overall,  should  remain  the  principal  focus  of  the  debate.   Criticism  of  specific 
provisions  should  not  be  permitted  to  obscure  those  large  benefits. 

In  addition,  claims  that  NAFTA  will  compromise  highway  safety  in  the  U.S.  are 
unfounded.  The  fact  is  that  no  provision  of  NAFTA  exempts  Mexican  or  Canadian 
drivers  or  vehiclbs  from  U.S.  highway  safety  standards.   Furthermore,  NAFTA  provides 
for  a  tri-lateral  body  to  work  to  harmonize  driver  qualifications  and  vehicle  safety 
standards  for  the  three  countries. 

In  sum,  NAFTA  will  greatly  expand  the  food  product  distribution  opportunities  for 
our  membership  in  Mexico.    Not  only  do  NAFTA's  transportation  provisions  include  a 
schedule  for  transportation  service  expansion,  but  they  create  a  commission  to  review 
progress  in  the  land  transportation  sector.  This  commission  may  also  recommend 
additional  liberalization  measures.   We  believe  that  the  land  transportation  provisions 
which  NAFTA  now  contains  -  combined  with  the  opportunity  NAFTA  provides  to  revisit 
transportation  service  liberalization  in  the  future  ~  will  result  in  substantial  and  continued 
expansion  of  this  sector. 

It  is  NAWGA/IFDA's  view,  and  that  of  the  food  distribution  industry,  that 
NAFTA  will  prove  to  be  of  substantial  benefit  to  American  workers,  and  that  its  impact 
on  opening  markets  (particularly  that  of  Mexico)  to  U.S.  companies  will  produce 
substantial  job  gains.  Treaty  opponents  have  advanced  speculative  warnings  of  NAFTA's 
likely  catastrophic  effects  on  domestic  employment.   Yet,  the  substantial  growth  in  U.S. 
shipments  to  Mexico  experienced  in  the  last  six  years  prior  to  NAFTA  merely  hint  at  the 
economic  benefits  and  job  opportunities  that  NAFTA  will  bring  to  U.S.  companies  and 
workers. 

According  to  the  estimates  of  Labor  Secretary  Reich,  exports  to  Mexico  today 
account  for  approximately  700,000  jobs  in  the  United  States.   Obviously,  many  of  these 
domestic  jobs  would  not  exist  today  if  exports  to  Mexico  had  not  tripled  since  1986. 
These  gains  have  been  achieved  even  in  the  presence  of  substantial  barriers  to  trade, 
obstacles  that  NAFTA  would  address  and  eliminate  in  the  years  ahead.  They 
foreshadow  the  economic  expansion  that  will  result  when  the  Mexican  market  becomes 
as  open  to  U.S.  goods  as  our  markets  are  to  Mexican  exports.   Moreover,  the  type  of 
jobs  that  an  expanded  trading  relationship  with  Mexico  will  create  are  higher-wage, 
highly-skilled  jobs  that  can  expand  our  domestic  economy  and  create  desired 
opportunities  for  American  workers  (particularly  any  who  do  suffer  dislocation  as  the 
result  of  this  treaty  or  any  of  the  other  diverse  factors  that  today  influence  our  economy 
and  its  growth). 

Turning  to  the  Supplemental  Labor  Agreement,  it  is  important  to  note  its  basic 
structure,  which  encourages  voluntary  improvement  and  enforcement  of  standards  that 
govern  child  labor,  health  and  safety,  minimum  wage  and  industrial  relations,  but  which 
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also  includes  significant  sanctions  designed  to  produce  compliance  with  the  Agreement's 
terms.  The  Supplemental  Labor  Agreement  contains  provisions  that  should  enhance 
collaboration,  cooperation  and  information  exchange  concerning  these  key  subjects 
among  the  three  nations.   It  envisions  an  expanded  effort  to  make  the  labor  law 
protections  of  each  nation's  legislation  and  protections  clear  and  visible. 

The  Supplemental  Labor  Agreement  represents  a  landmark  effort  to  deal  with 
potential  market  changes  resulting  from  a  U.S.  trade  accord  with  foreign  nations.   It  is 
specifically  designed  to  ensure  that  NAFTA  and  ensuing  economic  changes  do  not  take 
effect  at  the  cost  of  basic  workplace  rights  of  American  (and  Canadian  and  Mexican) 
workers.   NAWGA/IFDA  believes  that  the  side  agreement  reached  by  the 
Admini.siration  meets  these  critical  goals,  strengthening  NAFTA  substantially,  and  that 
the  overwhelming  positive  opportunities  created  by  the  treaty  --  accompanied  by  the 
Administration's  workforce  adjustment  program  for  the  small  number  of  workers  put  at 
risk  by  the  Agreement  --  will  produce  great  economic  advances  for  our  country. 

In  September  of  last  year,  I  noted  in  my  testimony  before  this  Subcommittee  that 
there  were  those  who  wished  NAFTA  provided  more  specific  answers  on  environmental 
concern.s.    NAWGA/IFDA  believes  that  the  recently  concluded  environmental  side 
agreement  addr.esseii  those  ct)ncerns  and  should  clear  the  way  for  NAFTA 's  passage.   As 
Senator  Baucus  has  been  quoted  as  saying,  the  environmental  side  agreement  "sets  a  new 
standard  for  incorporating  environmental  concerns  into  economic  issues."  Earlier  this 
month,  EPA  Administrator  Browner  made  much  the  same  point  in  her  testimony  on   • 
NAFTA 's  environmental  aspects. 

NAWGA/IFDA  views  the  environmental  side  agreement  as  a  promising  step  along 
the  path  to  sustainable  development.   It  ensures  that  economic  growth  with  Mexico  does 
not  come  at  the  expense  of  the  environment.    It  does  this  by  requiring  strengthened 
enforcement  of  national  environmental  laws,  and  by  establishing  a  commission  to  oversee 
progress  toward  achieving  the  Agreement's  goals. 

Those  who  expressed  concerns  about  environmental  aspects  of  NAFTA  will  be 
reassured  by  the  parties'  obligation  under  the  Agreement  to  ensure  that  their  national 
laws  provide  for  high  levels  of  environmental  protection.  The  parties  must  also  strive  to 
continue  to  improve  their  laws.  The  Agreement  also  requires  an  exchange  of  information 
about  parties'  decisions  to  ban  or  severely  restrict  the  use  of  pesticides,  an  area  of 
obvious  interest  to  NAWGA/IFDA  members.   Taken  together,  these  obligations  surpass 
any  previous  international  agreements  requiring  parties  to  uphold  and  strengthen  their 
environmental  laws. 

Of  course,  this  Agreement  cannot  be  the  "last  word"  on  environmental  protection. 
No  agreement,  in  and  of  itself,  can  be.  The  Agreement,  however,  wisely  establishes  a 
Commission  for  Environmental  Cooperation,  which  has  an  important  role  to  play  in 
ensuring  the  parties  continue  to  work  toward  meeting  the  goals  of  the  Agreement. 

•  The  Agreement  gives  the  Council,  one  of  the  Commission's  three 
constituent  bodies,  important  tasks  in  resolving  disputes  regarding 
the  interpretation  and  application  of  the  Agreement  and  in 
recommending  ways  to  harmonize  the  parties'  national 
environmental  standards. 

•  The  Agreement  gives  the  Secretariat  an  important  enforcement  role 
by  authorizing  it  to  consider  allegations  of  a  party's  failure  to 
enforce  its  environmental  law.  Any  person,  including  non- 
governmental organizations,  can  submit  such  allegations  to  the 
Secretariat. 
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•  By  giving  representatives  of  non-governmental  organizations 

positions  on  the  Joint  Public  Advisory  Committee,  the  Agreement 
assigns  these  organizations  an  important  role  in  overseeing  progress 
toward  the  Agreement's  goals. 

The  environmental  side  agreement  contains  landmark  dispute  resolution  provisions 
which  allow  the  Council  to  create  an  arbitral  panel  for  disputes  the  Council  cannot 
resolve.  The  arbitral  panel's  power  to  impose  penalties  (if  the  parties  to  the  dispute 
cannot  agree  on  a  salutary  course  of  action)  establishes  an  important  precedent  in 
international  environmental  law.   For  all  of  these  reasons,  it  comes  as  no  surprise  to  see 
several  prominent  national  environmental  groups  supporting  NAFTA. 

Mr.  Chairman,  again  I  thank  you  for  this  opportunity  to  testify  before  this 
committee.  I  would  close  by  reminding  this  committee  that  no  country  in  the  world  can 
grow,  proce.ss,  and  distribute  food  as  efficiently  and  as  safely  as  ours.  I  urge  you  to  give 
us  the  chance  to  show  our  neighbors  what  it  is  like  to  be  consumers  of  our  food  industry. 
If  you  will  pardon  the  expression,  Mr.  Chairman,  the  implementation  of  NAFTA  is  sure 
to  leave  a  ("->"H  »««♦'"  in  thp  mouths  of  the  American  food  industry  and  the  consumers  it 
serves. 

Mr.  Chairman,  in  addition  to  my  testimony,  I  also  seek  permission  to  have 
included  in  the  record  a  statement  in  support  of  NAFTA  that  was  recently  signed  by 
myself  and  eight  other  former  secretaries  of  Agriculture.  They  are:   Robert  Bergland, 
Earl  Butz,  Orville  Freeman,  Clifford  Hardin,  John  Knebel,  Richard  Lyng,  Edward 
Madigan,  and  Clayton  Yeutter. 

With  that,  I  would  be  happy  to  answer  any  questions  you  may  have. 
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FORMER  SECRETARIES'  STATEMENT  IN  SUPPORT  OF 
THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT 


As  former  secretaries  of  Agriculture,  we  enthusiastically  endorse  the  North 
American  Free  Trade  Agreement  (NAFTA)  and  encourage  the  U.S.  Congress  to  move 
expeditiously  for  its  passage. 

Successful  completion  of  NAFTA  will  reap  impressive  benefits  for  the  United 
States,  especially  for  American  agriculture.  Our  farm  exports  to  Mexico  are  expected  to 
jump  30  percent  with  the  completion  of  NAFTA,  creating  54,000  new  jobs  and  adding  $2 
billion  to  our  trade  surplus. 

A  North  American  trading  block  linking  Canada,  Mexico  and  the  U.S.  will  position 
us  to  compete  more  favorably  with  European  and  Asian  trading  groups.  A  continental 
market  of  more  than  350  million  people  will  be  a  formidable  economic  engine  -  if  it  is 
fueled  by  a  well-balanced  free  trade  pact. 

As  secretaries  of  Agriculture,  we  collectively  have  worked  for  three  decades  to 
promote  the  greater  good  of  our  industry  and  our  nation.  We  urge  Americans  and  their 
elected  representatives  to  support  the  North  American  Free  Trade  Agreement. 

Signed, 


Robert  Bergland 


John  Block 


Earl  Butz 


Orville  Freeman 


Clifford  Hardin 


John  Knebel 


Richard  Lyng 


Edward  Madigan 


Clayton  Yeutter 
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Mrs.  Kennelly.  Mr.  Larry  Gress,  vice  chairman,  International 
Trade  Committee,  Chemical  Manufacturers  Association,  and  direc- 
tor of  World  Trade,  Nalco  Chemical  Co.,  Naperville,  IL. 

Mr.  Gess. 

STATEMENT  OF  LARRY  GESS,  VICE  CHAIRMAN,  INTER- 
NATIONAL TRADE  COMMITTEE,  CHEMICAL  MANUFACTUR- 
ERS ASSOCIATION,  AND  DIRECTOR  OF  WORLD  TRADE, 
NALCO  CHEMICAL  CO.,  NAPERVILLE,  IL 

Mr.  Gess.  Good  afternoon.  Madam  Chairman,  members  of  the 
subcommittee.  I  am  Larry  Gess,  director  of  world  trade,  Nalco 
Chemical  Co.  in  Naperville,  IL.  I  am  here  today  as  a  representative 
of  the  Chemical  Manufacturers  Association,  where  I  am  vice  chair- 
man of  the  International  Trade  Committee. 

Madam  Chairman,  the  best  description  of  NAFTA  that  I  have 
heard  so  far  comes  from  a  recent  article  in  the  Wall  Street  Journal. 
In  it,  a  pollster  said  that  in  the  public  mind,  NAFTA  boils  down 
to  a  choice  between  losing  visible  jobs  and  creating  invisible  jobs. 
From  that  vantage,  it  is  easy  to  understand  why  NAFTA  is  facing 
an  uphill  battle. 

I  would  like  to  personalize  this  situation  by  introducing  you  to 
some  real  workers  who  are  an  important  part  of  the  American 
labor  force.  I  would  like  to  tell  you  about  Hank  Guevara,  Max 
Moore,  Jerry  Martin,  Ed  Kemlevski,  Tony  Delorentes,  Joe 
Cisowski,  Michelle  Combs,  and  David  Brookins,  Nalco  employees 
who  work  in  our  Chicago,  IL,  manufacturing  plants.  These  people 
hold  visible  jobs  connected  to  world  trade;  and  with  NAFTA  in 
place,  we  will  need  to  find  more  people  like  them  to  keep  up  with 
increased  demand  for  our  products  and  services. 

These  real  people  came  to  Wa55hington  last  March  to  meet  with 
their  Illinois  delegation  and  express  their  support  for  NAFTA,  and 
I  would  like  to  share  with  this  committee  a  memento  of  that  trip 
prepared  by  our  employees.  The  people  I  have  just  described  run 
our  reactors,  measure  product  quality,  fill  orders,  maintain  a  safe 
and  clean  workplace  and  make  Nalco  a  good  neighbor  in  the  great- 
er Chicago  community. 

Nalco  Chemical  Co.  is  the  world's  largest  supplier  of  specialty 
chemicals  and  services  related  to  water  treatment  technology. 
Water  is  our  business.  Our  customers  include  paper,  petroleum, 
mining  and  many  other  basic  industries.  We  also  fill  the  needs  of 
municipal  water  treatment  facilities,  commercial  offices,  univer- 
sities and  many  buildings  just  like  this  one.  Nalco  helps  customers 
eliminate  waste,  conserve  energy  and  reuse  water  resources  in 
their  processes. 

Our  employees  play  a  key  role  to  make  this  happen.  Hank  makes 
the  products  that  prevent  corrosion  and  scale  buildup  in  boilers, 
cooling  systems  and  air  conditioners.  Joe  makes  the  products  used 
to  manufacture  paper  at  the  lowest  cost. 

Michelle  makes  sure  that  the  products  used  to  clean  water  in 
municipal  applications  meet  the  requirements  specified  by  both  the 
customer  and  by  the  law. 

Dave  is  part  of  Nalco's  visible  committee  to  keep  the  environ- 
ment clean  and  improve  operator  safety  inside  of  our  customer's 
plant.  Dave  ships  the  PORTA-FEED  containers  developed  by  Nalco 
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to  customers  in  North  America  as  well  as  the  rest  of  the  world. 
Since  its  introduction  in  1984,  the  PORTA-FEED  systems  that 
Dave  ships  have  eliminated  the  need  to  dispose  of  1.5  million  steel 
drums  and  the  residues  that  they  contained. 

What  happens  to  Hank,  Joe,  Michelle  and  Dave  under  NAFTA? 
Well,  first  off,  they  will  be  busier.  More  companies  in  Mexico  and 
Canada  will  be  using  our  water  treatment  technologies.  We  will 
have  more  customers  for  our  PORTA-FEED  systems,  and  this 
means  that  people  working  in  research,  manufacturing,  marketing, 
and  sales  will  be  busier,  too. 

At  Nalco,  we  expect  NAFTA  to  help  generate  $75  to  $100  million 
in  new  sales  over  the  next  five  years.  For  Nalco,  like  many  of  our 
peers  in  the  chemical  industry  and  other  capital  intensive  indus- 
tries, the  rule  of  thumb  is  four  to  five  new  jobs  are  created  for 
every  $1  million  increase  in  new  sales.  That  means  that  NAFTA 
will  create  hundreds  of  jobs  for  new  Hanks,  Joes,  Michelles  and 
Daves  at  Nalco. 

The  revenue  gains  we  might  expect  under  NAFTA  won't  stop 
with  direct  sales  to  Mexico  and  Canada.  There  will  be  a  host  of 
U.S.  companies  whose  production  will  also  increase  as  a  result  of 
carrying  along  with  it  an  increased  demand  for  Nalco  products  and 
technology.  Nalco's  experience  under  NAFTA  will  be  replicated 
throughout  CMA's  membership,  and  here  is  why. 

Chemical  producers  are  already  the  largest  export  industry  in 
America.  Improved  access  to  the  Mexican  market  and,  through  it, 
to  Latin  America  will  increase  U.S.  export  opportunities.  In  fact, 
we  beUeve  NAFTA  will  boost  demand  for  U.S.-produced  chemicals 
by  more  than  $1.3  billion.  That  is  business  we  would  never  see 
without  the  NAFTA.  That  is  business  that  will  create  jobs  for 
American  workers  like  Hank,  Joe,  Michelle,  and  Dave. 

Madam  Chairman,  this  agreement  will  create  meaningful  oppor- 
tunities for  American  workers,  for  American  exports  and  for  Amer- 
ican companies.  Without  NAFTA,  the  sound  we  will  hear  is  the 
sound  of  jobs — jobs  and  opportunities  being  sucked  down  the  drain. 

That  concludes  my  remarks,  and  I  ask  that  my  statement  be 
made  part  of  the  record.  I  would  be  happy  to  answer  any  questions 
the  committee  might  have. 

Mrs.  Kennelly.  Thank  you,  Mr.  Gess.  Your  full  statement  will 
be  made  part  of  the  full  record. 

[The  prepared  statement  follows:] 
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TESTIMONY  OF  LARRY  GESS 

ON  BEHALF  OF  THE 

CHEMICAL  MANUFACTURERS  ASSOCIATION 

BEFORE  THE  SUBCOMMITTEE  ON  TRADE 

COMMITTEE  ON  WAYS  AND  MEANS 

UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

SEPTEMBER  23,  1993 


Good  afternoon,  Mr.  Chairman  and  members  of  the 
Subcommittee.   My  name  is  Larry  Gess,  and  I  am  Director  of 
World  Trade  at  the  Nalco  Chemical  Company,  in  Naperville, 
Illinois.   I  am  here  today  as  a  representative  of  the 
Chemical  Manufacturers  Association  (CMA) ,  where  I  am  Vice- 
Chairman  of  the  International  Trade  Committee. 

The  chemical  industry's  strong  support  for  NAFTA  comes 
down  to  a  four  letter  word  that's  been  much-abused  in  the 
public  debate:   Jobs.   It  is  true  that  we  should  see 
improved  investment  and  trading  opportunities  because  of  the 
Agreement.   But  more  importantly,  NAFTA  will  help  preserve 
and  create  jobs  in  the  United  States;  jobs  in  our  industry, 
jobs  in  our  customer's  companies,  and  jobs  in  my  own 
company . 

And  it's  clear  that  jobs  are  on  the  public's  mind  when 
we  talk  about  NAFTA.   Last  week,  a  Wall  Street  Journal  poll 
reported  that  Americans  are  concerned  about  losing  "visible" 
jobs  to  NAFTA,  and  cannot  see  the  "invisible"  jobs  that 
NAFTA  promises  to  create. 

I  understand  the  public's  concerns  with  NAFTA.   A  lot 
of  us  find  it  hard  to  see  how  that  agreement  can  create 
jobs,  particularly  in  an  industry  which,  like  ours,  is  still 
coming  out  of  a  recession.   Throughout  the  chemical 
industry,  companies  have  been  cutting  back,  focusing  on  cost 
controls  and  restructuring.   Some  people  have  lost  their 
jobs. 

It's  small  comfort  to  someone  who's  out  of  a  job  to  say 
that  NAFTA  is  going  to  create  new  employment  opportunities 
when  they  are  not  working.   What  type  of  jobs  are  going  to 
be  created?  At  what  pay  levels?  Will  it  be  meaningful 
employment?   These  are  the  questions  that  make  those  jobs 
invisible. 

I  am  here  today  to  talk  about  "invisible"  jobs,  and  the 
best  way  I  know  to  do  that  is  to  tell  you  about  Hank 
Guevara,  Joe  Cisowski,  Michelle  Combs,  and  Dave  Brookins  who 
work  in  our  Chicago,  Illinois  manufacturing  plants.   These 
people  hold  "visible"  jobs  connected  to  world  trade,  and 
with  NAFTA  in  place  we  will  need  to  find  more  people  like 
them  to  keep  up  with  increased  demand  for  our  products  and 
services.   These  are  "real  people"  who  came  to  Washington 
last  March  to  meet  with  the  Illinois  Representatives  and 
Senators  and  discuss  support  for  NAFTA. 

The  people  I  have  just  described  run  our  reactors, 
measure  product  quality,  fill  orders,  maintain  a  safe,  clean 
work  place,  and  make  Nalco  a  good  neighbor  in  the  greater 
Chicago  community. 

Nalco  Chemical  Company  is  the  world's  largest  supplier 
of  specialty  chemicals  and  services  related  to  water 
treatment  technology.   Water  is  our  business.   We  help  a 
wide  range  of  industries  vital  to  the  U.S.  economy  improve 
the  efficiency  and  throughput  of  their  systems.   Our 
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customers  include  paper,  petroleum,  petrochemical,  mineral 
processing,  steel  and  non-ferrous  metals,  power  generation, 
consumer  products,  food,  and  light  industries.   We  also  fill 
the  needs  of  municipal  water  treatment  facilities, 
commercial  buildings,  universities  and  many  buildings  like 
this  one. 

Some  of  Nalco's  goals  are  to  help  customers  eliminate 
waste,  conserve  energy,  and  to  reuse  water  resources  in 
their  processes.   Hank  makes  the  products  that  prevent 
corrosion  and  scale  build-up  in  boilers,  cooling  systems, 
and  air  conditioners.   Joe  makes  the  products  used  to  make 
paper  at  the  lowest  cost.   Michelle  makes  sure  that  products 
used  to  clean  water  in  municipal  applications  meet  the 
requirements  specified  by  both  the  customer  and  the  law. 

Dave  is  part  of  Nalco's  visible  commitment  to  keep  the 
environment  clean  and  improve  operator  safety  inside  our 
customers'  plant.   Dave  ships  the  PORTA-FEED®  containers 
developed  by  Nalco  to  customers  in  North  America  and  the 
rest  of  the  world.   PORTA-FEED®  systems,  which  use  durable, 
reusable  intermediate  bulk  containers  are  alternatives  to 
55-gallon  steel  drums.   PORTA-FEED®  units  are  proven  safe 
for  chemical  handling,  prevent  spills,  and  improve  logistics 
for  our  customers.   Since  its  introduction  in  1984,  the 
PORTA-FEED® '  s  that  Dave  ships  have  eliminated  the  need  to 
dispose  of  1.5  million  steel  drums  and  the  residues  that 
remain  in  them. 

And  what  happens  to  Hank  and  Joe  and  Michelle  and  Dave 
under  NAFTA?  At  first  they'll  be  busier.  More  companies  in 
Mexico  and  Canada  will  be  using  our  water  treatment 
technologies.   We'll  have  more  customers  for  our 
PORTA-FEED®  systems.   And  this  means  that  people  working  in 
research,  manufacturing,  logistics,  marketing,  and  sales 
will  be  busier,  too.   Our  internal  analysis  shows  that  we 
can  expect  NAFTA  to  help  generate  $4  to  $5  million  in  new 
sales  over  the  next  five  years. 

For  Nalco,  like  many  of  our  peers  in  the  chemical 
industry,  the  rule  of  thiimb  is  that  4  to  5  new  jobs  are 
created  for  every  $1  million  increase  in  new  sales.   For  my 
company  that  means  we'll  have  more  customers  to  satisfy  and 
service.   We'll  fill  that  need  by  committing  additional 
field  engineers  with  technical  expertise.   And  to  make  them 
effective  we'll  need  more  Hanks,  more  Joes,  more  Michelles, 
and  more  Daves . 

The  revenue  gains  we  might  expect  under  NAFTA  won't 
stop  with  direct  sales  to  Mexico  and  Canada.   There  will  be 
a  host  of  U.S.  companies  whose  production  will  also  increase 
as  a  result,  carrying  along  with  it  an  increased  need  for 
Nalco  products  and  technology. 

Take  the  simple  example  of  household  products.   Many 
analysts  predict  that  the  first  few  years  after  NAFTA  will 
see  a  boom  in  household  product  sales,  as  pent-up  Mexican 
demand  is  satisfied  by  improved  access  of  U.S.  products  to 
their  market.   But  look  at  the  impact  for  Nalco. 

As  the  U.S.  producers  of  household  goods  expand  to  meet 
the  growing  demand,  their  waste  treatment  needs  expand 
proportionately.   Since  it  began,  Nalco  has  worked  to  help 
industry  pre-treat  and  clean  water  as  it  enters  and  leaves 
the  manufacturing  process.   Our  research  and  development 
employees  are  continually  seeking  new  ways  to  help  customers 
conserve  water,  and  virtually  eliminate  discharges.   To 
serve  this  expanded  market,  we'll  need  still  more  Hanks, 
Joes,  Michelles,  and  Daves. 
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The  Chemical  Manufacturers  Association  represents  some 
90  percent  of  the  productive  capacity  for  basic  industrial 
chemicals  in  the  United  States,  with  185  members.   Nalco's 
experience  under  NAFTA  will  be  replicated  throughout  CMA's 
membership.   Here's  why: 

Chemical  producers  are  already  the  largest  U.S. 
exporting  industry.   Improved  access  to  the  Mexican  market, 
and  through  it  to  Latin  America,  will  increase  U.S.  export 
opportunities. 

Greater  investment  opportunities  in  Mexico  because  of 
NAFTA  means  more  jobs  in  the  U.S.,  because  exports  follow 
investment.   The  U.S.  industry  has  a  larger  share  of  foreign 
investment  overseas  than  any  other  industrial  sector.   Our 
export  record,  and  our  positive  contribution  to  the  Nation's 
trade  balance,  are  testimony  to  the  good  things  that  happen 
to  U.S.  industry  through  their  investments. 

Our  industry  is  a  world  leader  in  environmental 
protection  technology.   NAFTA  will  increase  the  need  for 
those  technologies.   An  increased  standard  of  living,  and 
increased  wages  in  Mexico  will  help  provide  the  resources  to 
clean  up  environmental  problems,  and  prevent  new  ones. 

NAFTA  won't  be  a  cure-all.   Our  industry  is  still 
coming  out  of  a  recession,  overall  export  demand  is  still 
soft,  and  the  trade  outlook  frankly  is  mixed.   H.  Clark,  the 
Chief  Executive  Officer  of  Nalco,  called  1992  his  "thirty- 
third  tough  year  in  a  row. "   But  Mexico  is  already  our 
industry's  third- largest  export  market,  and  Mexico 
registered  the  largest  percentage  increase  in  sales  for  U.S. 
chemicals  last  year  (19%) .   Those  figures,  and  the  number  of 
jobs  here  at  home,  are  bound  to  increase  under  NAFTA. 

There  are  a  lot  of  vocal  opponents  of  NAFTA  out  there 
now,  all  professing  to  represent  the  worker.   And  frankly, 
it  seems  they  take  the  same  position  Clarence  Darrow  once 
took.    They're  friends  of  the  working  man,  all  right,  but 
they'd  rather  be  his  friend  than  be  one.   My  company's 
world-class  status  was  built  upon  the  hard  work  of  our 
employees,  work  that  won't  get  easier  under  NAFTA.   But  we 
will  be  working. 

We  could  argue  about  whether  the  NAFTA  will  create 
151,000  or  152,000  jobs.   We  can  have  a  reasonable 
difference  of  opinion  about  the  precise  effect  on  labor 
rights,  restrictions  on  imports,  or  environmental 
protection.    But  we  can  agree  that  this  Agreement  will 
create  meaningful  opportunities  for  American  workers,  for 
American  exports,  and  for  American  companies.   Without 
NAFTA,  the  sound  we'll  hear  is  the  sound  of  jobs  and 
opportunity  being  sucked  down  the  drain. 

Mr.  Chairman,  that  concludes  my  statement  and  I  ask 
that  my  statement  be  made  a  part  of  the  record.   I  have 
attached  to  my  statement  a  summary  of  CMA's  support  for  the 
NAFTA.   I  will  be  happy  to  answer  any  questions  the  members 
might  have. 
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THK  rHEMTCAl.  INDUSTRY  SUPPORTS  PASSAfiF  OF  NAFTA 


The  chemical  industry  is  already  the  nation's  largest  exporting  industry.  Further 
opening  of  foreign  markets,  such  as  will  occur  with  the  NAFTA,  will  increase  the 
opportunities  for  U.S.  exports  of  chemical  industry  products. 

The  NAFTA  will  remove  virtually  all  restrictions  on  the  U.S.  chemical  industry's 
ability  to  invest  in  the  Mexican  petrochemical  industry.  Both  countries  will  derive 
great  benefits.  The  United  States  will  have  improved  access  to  a  major  source 
of  feedstocks  for  chemical  production  and  Mexico  will  be  able  to  develop  its  resources 
more  efficiently  by  using  more  advanced  U.S.  technologies  and  capital  equipment. 

Greater  investmem  opportunities  in  Mexico  will  create  more  jobs  in  the  U.S.  chemical 
sector.  Exports  follow  investment  NAFTA  should  increase  U.S.  chemical  exports 
to  Mexico  by  $1.35  billion  by  the  year  2000.  This  will  create  up  to  5,800  additional 
chemical  industry  jobs  which  in  turn  will  lead  to  the  creation  of  6,400  jobs  in  other 
industries. 

•a. 

Chemical  imports  from  Mexico  are  unlikely  to  increase  dramatically  in  the  near  future. 
Mexico  will  have  difficulty  meeting  its  own  domestic  needs  with  existing  capacity. 
Given  the  coital  intensive  nature  of  the  U.S.  chemical  industry,  Mexico's  lower  labor 
costs  will  not  be  a  significant  factor  in  Mexican  competition  with  the  U.S.  chemical 
industry. 

NAFTA  will  strengthen  environmental  protection.  Increased  wages  and  an  improved 
standard  of  living  under  NAFTA  will  help  provide  the  resources  needed  to  clean  up 
environmental  problems  in  Mexico  and  prevent  the  creation  of  new  ones.  Mexican 
environmental  laws  are  comparable  to  those  in  the  rest  of  North  America  and  the 
Mexican  government  has  taken  new  actions  to  greatly  enhance  their  enforcement 
This  trend  can  be  expected  to  increase  if  NAFTA  is  ^jproved. 

NAFTA  contains  the  highest  level  of  intellectual  property  rights  protection  yet 
achieved  in  a  trade  agreement  Strong  protection  for  the  chemical  industry's 
intellecmal  property  ~  including  product  and  process  patents,  trade  secrets  and 
registration  information  -  is  vital  to  our  ability  to  market  abroad. 

The  chemical  industry  expects  NAFTA  to  lead  to  an  overall  increase  in  U.S.  jobs  and 
exports  by  other  U.S.  industries.  Thus,  chemical  industry  sales  to  other  U.S. 
industries  should  increase  as  a  result  of  NAFTA. 
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Mrs.  Kennelly.  The  next  person  will  be  Fred  A.  Meister,  presi- 
dent and  chief  executive  officer  of  the  Distilled  Spirits  Council  of 
the  United  States. 

Mr.  Meister. 

STATEMENT  OF  FRED  A.  MEISTER,  PRESmENT  AND  CHIEF  EX- 
ECUTIVE OFFICER,  DISTILLED  SPIRITS  COUNCIL  OF  THE 
UNITED  STATES,  INC. 

Mr.  Meister.  Thank  you,  Madam  Chairman.  My  name  is  Fred 
Meister;  I  am  president  and  CEO  of  the  Distilled  Spirits  Council 
of  the  United  States,  representing  producers  and  marketers  of  dis- 
tilled spirits.  Our  members  also  export  to  more  than  90  foreign 
markets,  including  Mexico.  We  appreciate  this  opportunity  to 
present  our  views  on  NAFTA  and  we  urge  its  approval  by  the  Con- 
gress. NAFTA  will  result  in  expanded  exports  of  United  States  dis- 
tilled spirits  to  Mexico  and  add  jobs  here  at  home. 

Under  NAFTA,  Mexico  will  eliminate  its  current  duties  of  20  per- 
cent ad  valorem  on  imports  of  most  distilled  spirits  within  five 
years.  Mexican  duties  on  bourbon  and  Tennessee  whiskey  will  be 
eliminated  immediately.  Importantly,  also,  bourbon  and  Tennessee 
whiskey  will  be  recognized  by  Mexico  and  Canada  as  distinctive 
products  of  the  United  States.  Our  companies  will  no  longer  en- 
counter ever-changing  administrative  requirements  and  bureau- 
cratic roadblocks  restricting  their  exports  to  Mexico. 

With  NAFTA,  it  will  be  easier  to  transport  our  products  to  and 
within  Mexico.  The  liberalization  of  financial  and  telecommuni- 
cation services  also  will  make  it  easier  to  sell  in  Mexico. 

With  NAFTA,  United  States  distilled  spirits  exports  to  Mexico 
should  increase  quickly  by  a  minimum  of  at  least  20  to  30  percent 
and  possibly  much  more.  This  should  result  in  hundreds  of  new 
jobs  in  the  U.S.  distilled  spirits  industry  and  in  related  industries. 

The  NAFTA  also  maintains  the  already  open  United  States  mar- 
ket to  Mexican  distilled  spirits,  while  requiring  no  changes  in  exist- 
ing United  States  Federal  and  State  regulations  governing  the  pro- 
duction, distribution  and  sale  of  distilled  spirits.  These  laws  and 
regulations  which  have  been  enacted  pursuant  to  the  21st  amend- 
ment to  the  Constitution  have  functioned  effectively  and  have  pro- 
vided stability  in  the  U.S.  marketplace. 

NAFTA,  however,  is  deficient  in  one  critically  important  area  for 
us.  It  does  not  provide  for  strengthened  protection  of  importation 
rights  with  respect  to  intellectual  property.  We  understand  from 
U.S.  negotiators  that  they  sought  in  the  negotiations  to  strengthen 
the  rights  of  intellectual  property  owners  to  prohibit  the  importa- 
tion of  products  incorporating  their  trademarks  and  copyrights. 
Both  Mexico  and  Canada  refused. 

As  a  result,  the  NAFTA  is  silent  on  this  issue.  Each  party  re- 
mains free  to  maintain  its  current  legal  and  regulatory  regime. 

According  to  U.S.  negotiators,  the  United  States  is  under  no  obli- 
gation to  change  any  of  its  current  laws  and  Customs  rules  on  im- 
portation rights  in  respect  to  intellectual  property.  Despite  this  un- 
derstanding, efforts  persist  by  some  foreign  companies  to  use  the 
NAFTA  as  an  excuse  to  circumvent  territorial  distribution  agree- 
ments for  trademarked  products  in  the  U.S.  market. 


671 


In  light  of  these  efforts,  we  consider  it  essential  to  our  NAFTA 
support  that  the  understanding  reached  by  the  parties  in  the  nego- 
tiations be  reinforced  in  the  congressional  approval  process.  We 
strongly  request  that  the  Congress  and  the  administration  incor- 
porate language  in  the  statement  of  administrative  action  and  the 
accompanying  implementing  legislation  confirming  that: 

First,  the  NAFTA  will  not  require  the  United  States  to  weaken 
existing  U.S.  protection  of  importation  rights  in  respect  to  intellec- 
tual property; 

Second,  U.S.  companies  will  continue  to  have  access  to  the  full 
range  of  means  currently  provided  under  U.S.  Federal  and  State 
laws  within  the  United  States  to  protect  their  intellectual  property 
rights  and  enforce  their  territorial  licensing  agreements;  and 

Third,  the  NAFTA  will  not  require  the  United  States  to  alter  ex- 
isting Federal  and  State  laws,  including  primary  source  laws,  per- 
taining to  beverage  alcohol  products.  These  laws  represent  a  man- 
datory element  of  the  legal  framework  available  to  U.S.  distilled 
spirit  companies  in  addressing  the  unauthorized  importation  and 
distribution  of  their  protected  goods. 

Joint  action  by  the  Congress  and  the  administration  to  confirm 
and  reinforce  the  results  of  the  negotiations  on  these  key  points  is 
required  by  U.S.  distilled  spirit  companies  to  resolve  any  future 
disputes  which  may  arise  over  the  importation  rights  in  the  United 
States  for  their  products. 

Thank  you  very  much.  Madam  Chairman. 

Mrs.  Kennelly.  Thank  you  very  much. 

[The  prepared  statement  follows:] 
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WRTITEN  STATEMENT  OF  MR.  F.  A.  MEISTER,  PRESIDENT/CEO 
DISTILLED  SPIRITS  COUNCIL  OF  THE  UNITED  STATES.  INC. 

WITH  RESPECT  TO  THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

BEFORE  THE  HOUSE  WAYS  AND  MEANS  TRADE  SUBCOMMTITEE 

SEPTEMBER  23,  1993 

Good  morning,  Mr.  Chainnan;  members  of  the  Subcommittee. 

My  name  is  Fred  Meister.   I  am  President/CEO  of  the  Distilled  Spirits  Council  of 
the  United  States,  Inc.  (DISCUS),  a  national  trade  association  representing  the  producers 
and  marketers  of  distilled  spirits  sold  in  the  United  States.  Our  member  companies  also 
export  to  more  than  ninety  foreign  markets  around  the  world,  including  Mexico. 

I  very  much  appreciate  this  opportunity  to  present  our  views  with  regard  to  the 
North  American  Free  Trade  Agreement  (NAFTA),  and  to  urge  its  approval  by  the 
Congress.   Throughout  the  negotiations,  DISCUS  viewed  the  NAFTA  as  an  excellent 
opportunity  to  secure  improved  access  for  U.S.  exports  to  the  dynamic,  and  rapidly 
growing  Mexican  market.   The  agreement  that  has  been  negotiated  fulfills  that  promise. 
It  will  result  in  expanded  market  opportunities  for  U.S.  distilled  spirits  products  in  Mexico 
and  additional  jobs  in  our  industry  here  at  home. 

When  fully  implemented,  the  NAFTA  will  greatly  improve  access  for  U.S. 
distilled  spirits  exports  to  the  Mexican  market.   Within  five  years,  Mexico  will  eliminate 
its  current  duties  of  20  percent  ad  valorem  on  imports  of  most  U.S.  distilled  spirits. 
Mexican  duties  on  Bourbon  and  Tennessee  Whiskey,  the  principal  U.S.  exports,  will  be 
eliminated  immediately  upon  entry  into  force  of  the  agreement.   In  addition,  Bourbon  and 
Tennessee  Whiskey  will  be  recognized  and  protected  by  Mexico  and  Canada  as  distinctive 
products  of  the  United  States. 

Under  NAFTA,   U.S.  distilled  spirits  companies  will  no  longer  encounter  the 
myriad  of  everchanging  administrative  requirements  and  bureaucratic  road  blocks  which 
have  frustrated  their  efforts  to  export  to  the  Mexican  market  in  the  past.   The  agreement's 
provisions  on  transportation  will  make  it  easier  for  U.S.  distilled  spirits  exporters  to 
transport  their  products  to  and  within  Mexico.   The  liberalization  of  existing  Mexican 
restrictions  on  financial  and  telecommunication  services  and  the  temporary  entry  of 
business  persons,  together  with  the  establishment  of  an  effective  dispute  settlement 
mechanism,  will  contribute  to  a  much  more  favorable  climate  for  doing  business  in  the 
Mexican  market. 

As  a  result  of  the  trade  liberalization  brought  about  by  NAFTA,  we  anticipate  that 
the  U.S.  distilled  spirits  exports  to  Mexico  will  increase  by  a  minimum  of  20-30  percent 
and  possibly  much  more.  This  in  turn  should  result  in  hundreds  of  new  jobs  in  the  U.S. 
distilled  spirits  industry  and  in  related  industries. 

These  exciting  new  export  opportunities  have  been  secured  in  return  for  relatively 
few  new  concessions  on  the  part  of  the  United  States.   The  vast  majority  of  imports  of 
spiriu  from  Mexico  already  receive  duty  free  entry  into  the  United  States.   The  NAFTA 
will  simply  institutionalize  this  duty-free  access.   It  also  will  ensure  that  U.S.  distilled 
spirits  companies  will  continue  to  enjoy  unrestricted  access  to  Mexican  sources  of  supply 
of  spirits  in  bulk  for  bottling  in  the  United  States  ~  an  important  source  of  employment 
within  our  industry. 

It  is  our  understanding  that  the  agreement  also  recognizes  the  regulatory  system 
governing  the  distribution  and  sale  of  beverage  alcohol  products  within  the  United  States. 
No  changes  in  existing  U.S.  federal  and  state  regulations  governing  the  production, 
distribution  and  sale  of  distilled  spirits  will  be  required  by  the  agreement.   These  laws  and 
regulations,  which  have  been  enacted  pursuant  to  the  Twenty  First  Amendment  to  the 
Constitution,  have  functioned  effectively  for  many  years  and  have  provided  stability  to  the 
U.S.  market. 
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The  NAFTA,  however,  is  deficient  in  one  key  area:   it  does  NOT  provide  for 
strengthened  protection  of  importation  rights  in  respect  to  intellectual  property.   Since 
Mexico's  intellectual  property  legislation  does  not  prohibit  the  unauthorized  distribution  of 
trademarked  goods,  we  anticipate  that  the  incidence  of  trade  in  gray  market  goods  within 
the  Mexican  market  and  between  Mexico  and  non-NAFTA  countries  will  increase  as  U.S. 
exports  of  distilled  spirits  to  Mexico  grow.   This  unfortunately  will  deprive  U.S. 
trademark  owners  of  a  portion  of  the  benefits  which  they  might  otherwise  expect  to 
receive  from  their  efforts  to  increase  their  exports  to  Mexico. 

We  understand  from  officials  at  the  Office  of  the  U.S.  Trade  Representative  that 
the  United  States  sought  during  the  negotiations  to  strengthen  the  rights  of  intellectual 
property  owners  to  prohibit  the  importation  of  products  incorporating  their  trademarks  and 
copyrights.   However,  both  Mexico  and  Canada  refused  to  undertake  such  additional 
obligations.   As  a  result,  the  NAFTA  is  silent  on  this  issue  and  each  party  remains  free  to 
maintain  its  current  legal  and  regulatory  regime  addressing  gray  market  goods.   Thus, 
according  to  our  negotiators,  the  United  States  is  under  no  obligation  to  change  any  of  its 
current  laws  or  customs  rules  on  importation  rights  in  respect  to  intellectual  property. 

Despite  this  understanding,  efforts  by  some  foreign  companies  to  use  the  NAFTA 
as  an  excuse  to  circumvent  territorial  distribution  agreements  for  trademarked  products  in 
the  U.S.  market  penist.   In  light  of  these  efforts,  we  consider  it  essential  that  the 
understanding  reached  in  the  negotiations  be  reinforced  in  the  Congressional  approval 
process.   To  this  end,  we  request  the  Congress  and  the  Administration  to  incorporate 
language  in  the  Statement  of  Administrative  Action  and  the  implementing  legislation 
accompanying  the  NAFTA  which  confirms  that: 

a)  the  NAFTA  will  not  require  the  United  States  to  weaken  existing  U.S. 
protection  of  importation  rights  in  respect  to  intellectual  property;  and  that 

b)  under  NAFTA,  U.S.  companies  will  continue  to  have  access  to  the  full  range 
of  means  currently  provided  under  U.S.  federal  and  state  laws  within  the  United  States  to 
protect  their  intellectual  property  rights  and  enforce  their  territorial  licensing  agteemaits 
governing  the  distribution  and  sale  of  their  products. 

We  also  ask  the  Congress  and  the  Administration  to  confirm  in  the  Statement  of 
Administrative  Action  that  the  NAFTA  will  not  require  the  United  States  to  alter  existing 
federal  and  state  laws,  including  primary  source  laws,  regulating  the  production, 
distribution  and  sale  of  beverage  alcohol  products.   These  laws  represent  a  key  element  of 
the  legal  framework  available  to  U.S.  distilled  spirits  companies  in  safeguarding  against 
the  unauthorized  importation  and  distribution  of  their  protected  goods. 

Joint  action  by  the  Congress  and  the  Administration  to  confirm  and  reinforce  the 
undertakings  reached  in  the  negotiations  on  these  key  points  would  be  most  helpfiil  to 
U.S.  distilled  spirits  companies  in  any  future  disputes  which  may  arise  over  the 
importation  rights  in  the  United  States  for  their  products. 

Mr.  Chairman,  in  conclusion,  I  wish  to  reiterate  our  strong  support  for 
Congressional  approval  of  the  North  American  Free  Trade  Agreement.  We  look  forward 
to  competing  for  the  commercial  opportunities  it  will  create  for  U.S.  exports  of  distilled 
spirits  products  in  the  Mexican  market.   To  ensure  that  the  NAFTA  provides  the  full 
range  of  benefits  for  the  U.S.  distilled  spirits  industry  envisioned  under  the  Agreement, 
we  request  that  the  Congress  confirm  the  key  understandings  reached  in  the  negotiations 
which  I  have  just  mentioned. 

Thank  you. 
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Mrs.  Kennelly.  The  next  speaker  will  be  Mr.  Hammer 

STATEMENT  OF  THOMAS  A.  HAMMER,  PRESHJENT, 
SWEETENER  USERS  ASSOCIATION 

Mr.  Hammer.  Thank  you.  I  will  summarize  my  remarks. 

The  Sweetener  Users  Association  represents  U.S.  food  and  bev 
erage  manufacturers  who  are  industrial  users  of  sugar  and  othei 
sweeteners.  We  are  members  of  the  Ag  for  NAFTA,  a  broad-based 
coalition  representing  the  vast  majority  of  U.S.  farmers,  ranchers 
and  agribusiness  firms,  all  of  whom  strongly  support  passage  of  the 
NAFTA. 

The  Sweetener  Users  Association  supports  the  sugar  and  sugar- 
containing  product  provisions  of  the  NAFTA  without  change.  We  do 
so  for  two  reasons: 

First,  the  prospects  for  increased  sales  of  sugar-containing  prod- 
ucts to  Mexico  under  NAFTA  are  enormous; 

Second,  the  sugar  provisions  of  NAFTA,  along  with  the  supple- 
mental agreement  on  import  surges,  affords  significant  protection 
to  the  domestic  sugar  industry  during  the  15-year  transition  pe- 
riod. 

According  to  a  recent  Department  of  Agriculture  study,  exports 
of  sugar-containing  products  to  Mexico  will  expand  sharply  as  a  re- 
sult of  a  10-year  phaseout  of  the  tariffs  on  manufactured  food  and 
beverage  products  which  currently  range  from  10  to  20  percent  ad 
valorem. 

This  report  projects  total  United  States  sugar-containing  product 
exports  to  Mexico  to  reach  $2.2  billion  in  the  year  2008,  assuming 
we  make  this  year's  implementation  date.  At  the  same  time,  Mexi- 
can sugar-containing  product  exports  to  the  United  States  will  rise, 
but  only  to  $545  million.  Therefore,  we  will  be  in  favor  of  the  sig- 
nificant net  balance  of  trade  of  $1.6  billion  by  the  end  of  the  transi- 
tion period. 

Also,  the  NAFTA  provisions  relating  to  raw  and  refined  sugar 
were  among  the  difficult  parts  of  the  agreement  to  negotiate.  The 
transition  rules  for  sugar  are  the  most  unique  and  the  most  com- 
plicated of  the  entire  range  of  products  covered  by  the  NAFTA. 

Raw  and  refined  sugar  are  among  only  a  very  few  sensitive  prod- 
ucts that  will  have  a  15-year  transition  period.  No  other  product 
is  subjected  to  the  net  surplus  producer  restriction  during  the  tran- 
sition period. 

Mexico  must  become  a  net  surplus  producer  in  order  to  avail  it- 
self of  additional  export  sales  to  the  United  States.  TTiere  is  signifi- 
cant debate  as  to  whether  Mexico  is  capable  of  producing  more 
sugar  than  it  consumes.  Currently,  Mexico  is  a  significant  deficit 
producer  of  sugar,  and  many  economists  believe  that  the  trend  will 
likely  continue  for  the  foreseeable  future. 

We  believe  that  the  opening  of  the  market  to  Mexico  is  unlikely 
to  have  any  considerable  effect  on  United  States  sugar  producers. 
Moreover,  we  may  sell  more  sugar  to  Mexico  in  the  form  of  sugar- 
containing  products  and  refined  sugar  than  they  will  be  selling  to 
the  United  States  in  the  form  of  raw  sugar. 

Finally,  significant  safeguards  are  built  into  the  NAFTA  sugar 
provisions,  but  there  is  also  a  supplemental  agreement  on  import 
surges.   While   the   significance  of  this   supplemental   agreement 
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should  not  be  overstated,  it  does  institutionalize  a  mechanism  for 
dealing  with  sensitive  products,  such  as  sugar. 

In  spite  of  these  special  provisions  for  sugar,  the  domestic  sugar 
industry  has  proposed  a  number  of  changes  designed  to  materially 
alter  the  basic  provisions  of  the  sugar  agreement.  Apparently,  the 
sugar  growers  have  requested  our  negotiators  to  conclude  a  memo- 
randum of  understanding  with  the  Mexicans,  expanding  the  defini- 
tion of  surplus  producer  to  include  production  and  consumption  of 
corn  sweeteners. 

We  are  greatly  concerned  that  any  changes  at  this  time  could 
threaten  not  only  the  sugar  and  sugar-containing  product  provi- 
sions but  other  elements  of  the  agreement  as  well.  In  the  United 
States,  sugar  statistics  only  include  sugar  for  supply  and  demand 
calculations.  The  inclusion  of  com  sweetener  data  for  political  pur- 
poses distorts  the  statistics  and  the  intent  of  the  agreement.  The 
net  effect  of  that  is  that  Mexico  may  never  be  able  to  ship  more 
sugar  to  the  United  States  during  the  15-year  transition  period 
than  it  ships  to  us  currently.  It  is  logical  to  predict  that  the  Mexi- 
cans would  not  favor  such  a  substantive  change  to  the  sugar  provi- 
sions. 

Irregardless  of  our  assessment  and  that  of  many  analysts  that 
Mexico  will  not  become  a  net  surplus  supplier,  the  Mexicans  seem 
to  believe  that  they  are  capable;  thus,  any  changes  in  the  imple- 
menting legislation  that  would  limit  the  value  of  this  negotiated 
benefit  would,  in  all  likelihood,  lead  to  a  withdrawal  of  concessions 
on  the  Mexican  side. 

In  conclusion,  we  believe  the  removal  of  trade  barriers  to  sweet- 
eners and  sweetened  products  under  the  NAFTA  would  have  a  fa- 
vorable economic  effect  on  consumers,  as  well  as  efficient  sugar 
growers  and  processors,  com  refiners  and  com  growers,  and  manu- 
facturers of  sweetened  products  and  beverages.  The  U.S.  sweetener 
industry  is  competitive  and  will  grow  and  prosper  in  an  economic 
environment  less  hindered  by  restrictions  on  trade. 

Thank  you. 

Mrs.  Kennelly.  Thank  you,  Mr.  Hammer. 

[The  prepared  statement  follows:] 
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BEFORE  THE  HOUSE  WAYS  &  MEANS  TRADE  SUBCOMMITTEE 


COMMENTS  OF  THE  SWEETENER  USERS  ASSOCIATION 

ON  THE  UKELY  IMPACT  OF  THE  NORTH  AMERICAN 

FREE  TRADE  AGREEMENT  ON  THE  U.S.  SWEETENER  ECONOMY 


The  Sweetener  Users  Association  is  pleased  to  have  the  opportunity  to 
present  its  views  on  the  Hkely  impact  of  the  North  American  Free  Trade  Agreement 
(NAFTA)  on  the  U.S.  sweetener  economy. 

The  Sweetener  Users  Association  represents  U.S.  food  and  beverage 
manufacturers  who  are  industrial  users  of  sugar  and  other  sweeteners,  and  the  trade 
associations  representing  such  companies.   We  support  the  sweetener  euid  sweetened- 
product  provisions  that  have  emerged  from  the  NAFTA  negotiations.   The  Association  is 
a  member  of  Ag  for  NAFTA,  a  broad-based  coalition  representing  the  vast  majority  of 
U.S.  farmers,  ranchers  and  agribusiness  firms,  all  of  whom  strongly  support  passage  of 
the  NAFTA. 


The  NAFTA  AEriculturai  Provisions 

The  NAFTA  calls  for  the  elimination  of  aU  tariffs,  quotas  and  licenses  that 
act  as  barriers  to  agricultural  trade  between  the  United  States  and  Mexico.   There  tire 
no  exceptions. 

The  NAFTA  allows  import-sensitive  agricultural  industries  adequate  time 
to  adjust  to  free  trade.  The  Agreement  explicitly  provides  for  a  transition  period  of  up 
to  fifteen  years  before  tariffs  are  eliminated  for  the  most  sensitive  products. 

The  Agreement  requires  no  changes  in  domestic  farm  programs  for  either 
country. 

In  keeping  with  the  "no  exception"  mandate,  all  trade  barriers  on  sugar  and 
sweetened  products  eventuedly  will  be  eliminated.   Sugar,  due  to  its  import  sensitivity, 
has  been  granted  the  longest  transition  —  fifteen  years.   Moreover,  tough  rules  have  been 
established  to  protect  our  domestic  sugar  industry  from  sugar  that  is  not  produced  in 
Mexico. 


NAFTA  Sugar  and  Suear-Containinp  Product  Provisions 

The  Sweetener  Users  Association  supports  the  sugar  and  sugar-containing 
product  provisions  of  the  NAFTA  without  change. 

We  do  so  for  two  reasons.   First,  the  prospects  for  increased  stdes  of  sug£U^ 
containing  products  to  Mexico  as  a  result  of  the  NAFTA  are  enormous.   Second,  the 
sugar  provisions  of  the  NAFTA,  along  with  the  supplemental  agreement  on  import 
surges,  afford  significant  protection  to  the  domestic  sugar  industry  during  the  fifteen-year 
transition  period. 


Sugar-Containing  Products 

According  to  a  recent  Department  of  Agriculture  study  entitled  "Mexico's 
Sugiu-  Industry  —  Current  and  Future  Situation,"  exports  of  sugar-conttiining  products  to 
Mexico  will  expand  sharply  as  a  result  of  a  ten-year  phaseout  of  the  tariffs  on 
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manufactured  food  and  beverage  products  which  currently  range  from  10  to  20  percent, 
ad  valorem. 

This  report  projects  total  U.S.  sugarcontaining  product  exports  to  Mexico 
to  reach  $2.2  billion  in  the  year  2008.   At  the  same  time,  Mexican  sugar-containing 
product  exports  to  the  United  States  will  only  reach  $545  million.   The  table  below 
graphically  demonstrates  that,  therefore,  there  will  be  a  signiflcsmt  net  balance  of  trade 
of  $1.6  billion  in  favor  of  the  United  States  by  the  end  of  the  transition  period. 


VS. 

Exports  of 

Sugar-Containing  1 

Products  to 

Mexico 

Item 

J990 

J991 
-  Million  dollars 

i992 

Projected 
2000 

Projected 

2m 

Cocoa  &  chocolate  products 
Cereal  &  bakery  products 

MisceUaneous  edible 
preparatioas 

32 
23 
18 

41 

47 
30 
20 

.S3 

53 
67 
23 

79 

225 
400 
50 

340 

480 
850 
105 

715 

Total  selected  sugar- 

114 

150 

222 

1015 

2160 

Imports  of  sugar-containing 
products  from  Mexico 

73 

85 

96 

250 

545 

\JS.  trade  balance 

+  41 

+65 

+  126 

+  765 

+  1615 

Source:   "Mexico's  Sugar  Industry— Current  and  Future  Situation,"  by  Fred  Kessell,  Peter  Buzzanell  and  Ron 
Urd,  USDA,  AprU  12,  1993. 


Raw  and  Refined  Sugar 

The  NAFTA  provisions  relating  to  raw  and  refined  sugar  were  among  the 
most  difficult  parts  of  the  Agreement  to  negotiate.  The  transition  rules  for  sugar  are  the 
most  unique  and  the  most  complicated  of  the  entire  remge  of  products  covered  by  the 
NAFTA.    Raw  and  refined  sugar  are  among  only  a  very  few  sensitive  products  that  will 
have  a  fifteen-year  transition  period.   No  other  product  is  subject  to  the  "net  surplus 
producer'  restriction  during  the  transition  period. 


Transition  Period:  Years  1-6 

In  the  initial  six  years  of  the  Agreement,  Mexico's  sugar  exports  to  the 
United  States  will  be  limited  to  its  current  export  edlocation  of  7,258  metric  tons. 
However,  in  any  year  that  Mexico  reaches  net  exporter  status  during  the  initial  six-year 
period,  it  would  be  allowed  access  for  its  net  exportable  surplus,  up  to  25,000  tons. 

During  Years  1  through  6,  the  United  States  will  reduce  its  second  tier 
tariff  on  sugar  imports  from  Mexico  by  15  percent,  from  16  cents  per  pound  to  13.6  cents 
per  pound. 


Transition  Period:  Years  7-15 

Beginning  in  Year  7,  Mexico  will  be  allowed  to  ship  its  net  exportable 
surplus  to  the  United  States  duty-free,  up  to  a  maximum  of  150,000  tons.   This  ceiling 
will  grow  10  percent  per  yeeu-  over  the  remainder  of  the  15-year  treinsition. 
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K  Mexico  reaches  net  exporter  status  for  two  consecutive  years  at  any  time 
during  the  transition  period,  beginning  in  Year  7  or  the  second  year  of  net  exporter 
status,  whichever  is  later,  it  can  ship  its  totaJ  exportable  surplus  to  the  United  States 
duty-free. 

Mexico  will  align  its  tariff  regime  with  that  of  the  United  States  by  Year  7 
of  the  Agreement,  implementing  a  tariff  quota  with  rates  equal  to  those  of  the  United 
States. 


Economic  Impact  —  Sugar 

The  net  effect  of  these  provisions  is  that  Mexico  cannot  ship  tmy  more  than 
25,000  metric  tons  annually  to  the  United  States  during  the  first  six  yetws  of  the 
Agreement.  This  amount  of  sugar  is  statistically  insignificant  in  comparison  to  the 
minimum  1.1  million  metric  ton  (1.2S  million  short  ton)  annual  import  quota  or  the 
8.3  million  metric  tons  (9  million  short  tons)  of  sugar  that  are  consumed  each  year  in  the 
United  States. 

Moreover,  by  the  beginning  of  Year  7  Mexico  must  harmonize  its  external 
tariff  on  sugar  imported  from  countries  other  than  the  United  States.   In  essence,  Mexico 
will  form  a  "common  market'  with  the  United  States  on  sugar  by  the  beginning  of  the 
7th  year  of  the  Agreement.   This  will  tend  to  equeilize  sugar  prices  between  the  United 
States  and  Mexico  and,  consequently,  offset  the  incentive  for  Mexico  to  export  sugar  to 
the  United  States,  since  there  will  be  no  price  premium  to  be  gained. 

Even  with  these  protective  provisions,  Mexico  must  become  a  net  surplus 
producer  in  order  to  avail  itself  of  additional  export  stdes  to  the  United  States.   There  is 
significant  debate  as  to  whether  Mexico  is  capable  of  producing  more  sugar  than  it 
consumes.   Currently,  Mexico  is  a  deficit  producer  of  sugar  and  most  economists  believe 
that  that  trend  will  likely  continue  for  the  foreseeable  future. 

Whether  Mexico  will  become  a  net  exporter  is  very  difficult  to  predict.   It 
will  depend  on  a  number  of  public  policy  and  private  investment  choices  in  Mexico  that 
are  difficult  to  forecast.   Numerous  economic  forecasts  have  been  advanced  on  this 
subject.   The  USDA  study  referred  to  earlier  states  that  it  will  require  hundreds  of 
millions  of  dollars  of  investment  to  modernize  the  Mexican  sugar  industry  and  achieve 
levels  of  efficiency  required  to  be  competitive.  The  study  indicates  that  under  the  most 
optimistic  conditions,  including  higher  sugar  production,  decreased  sugar  consumption 
and  HFCS  substitution  by  the  soft  drink  industry,  Mexico  may  only  have  a  net  surplus  of 
800,000  tons  by  the  year  2008. 

We  believe  that  the  opening  of  the  U.S.  market  to  Mexico  is  unlikely  to 
have  amy  considerable  effect  on  U.S.  sugar  producers.   Even  given  the  best  case  scenario 
described  in  the  USDA  study,  this  level  of  Mexican  imports  is  still  below  total  sugar 
quota  imports  and  thus  increased  imports  of  Mexican  sugar  would  simply  displace 
imports  of  sugar  from  other  traditional  suppliers.   This  is  not  an  ideal  situation,  but  it 
represents  another  protection  for  domestic  sugar  growers  unless  the  sugtu  program  is 
changed  as  a  result  of  legislation  or  cm  international  agreement. 


Supplemental  Agreement  on  Import  Surges 

In  addition  to  the  significemt  safeguards  that  are  built  into  the  NAFTA 
sugar  provisions,  there  is  now  also  a  supplemental  agreement  on  import  surges.   While 
the  significance  of  this  supplemental  agreement  should  not  be  overstated,  it  does 
institutionalize  a  mechanism  for  dealing  with  sensitive  products  when  imports  enter  the 
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domestic  market  in  such  volume  as  to  cause  undue  instability  in  the  form  of  depressed 
market  prices  or  declining  employment  in  a  particular  industry.   Also,  a  working  group 
established  under  the  agreement  will  review  how  well  NAFTA's  safeguard  provisions  are 
working  and  cem  make  recommendations  for  revisions,  as  appropriate. 


Memorandum  of  Understanding 

In  spite  of  the  special  provisions  for  sugar,  the  domestic  sugar  industry  has 
proposed  a  number  of  changes  designed  to  materially  alter  the  basic  provisions  of  the 
sugar  agreement.    Apparently,  the  sug{u°  growers  have  requested  our  negotiators  to 
conclude  a  memorandum  of  understanding  with  the  Mexicans  expanding  the  deflnition  of 
"surplus  producer"  to  include  production  emd  consumption  of  corn  sweeteners. 

We  are  greatly  concerned  that  tmy  changes  at  this  time  could  threaten  not 
only  the  sugar  and  sugar-containing  product  provisions  but  other  elements  of  the 
Agreement  as  well.    In  the  United  States,  sugar  statistics  only  include  sugar  for  supply 
and  demand  calculations.   The  inclusion  of  corn  sweetener  data  for  political  purposes 
distorts  the  statistics  and  the  intent  of  the  Agreement. 

If  the  sum  of  Mexico's  sugar  and  corn  sweetener  production  has  to  exceed 
the  sum  of  its  sugar  and  com  sweetener  consumption  in  order  for  that  country  to  be 
judged  a  "net  surplus  producer,"  then  it  is  unlikely  to  ever  qualify.    Much  of  the  com 
sweetener  will  be  imported  from  the  United  States  and  would  appear  in  the  consumption 
figure  but  not  in  production.   Thus,  Mexico  would  never  achieve  net  exporter  status  and 
only  the  minimum  quantity  would  be  allowed  to  enter  the  United  States  during  the 
tremsition  period. 

It  is  logical  to  predict  that  the  Mexicans  would  not  favor  substantive 
chcuiges  to  the  sug£u-  provisions.   Irregcu'dless  of  our  assessment  and  that  of  many  U.S. 
ancdysts,  the  Mexicans  believe  that  they  are  capable  of  becoming  a  net  exporter  of  sugar. 
Thus,  any  changes  in  the  implementing  legislation  that  would  limit  the  vtdue  of  this 
negotiated  benefit  would  in  all  likelihood  lead  to  a  withdrawal  of  concessions  on  the 
Mexican  side. 


The  Sweetener  Users  Association  supports  the  NAFTA  sugar  and  sugar 
containing  product  provisions,  without  chtmge. 

Based  upon  our  assessment  of  the  requirement  that  Mexico  become  a  "net 
exporter"  during  the  transition  period,  we  do  not  believe  that  there  is  a  signiFictrnt  threat 
that  Mexico  will  flood  the  U.S.  market  with  raw  or  refined  sugar. 

With  respect  to  sugarcontaining  products,  we  are  very  optimistic  about  the 
opportunity  to  supply  Mexico's  growing  demand  for  these  products. 

During  the  tremsition  period,  the  supplemental  agreement  on  import  surges 
establishes  an  additional  mechzinism  for  consultation. 

The  removal  of  trade  barriers  to  sweeteners  and  sweetened  products  under 
the  North  American  Free  Trade  Agreement  would  have  favorable  economic  effects  on 
consumers,  as  well  as  on  efficient  sugar  growers  and  processors,  com  refiners  and  com 
growers,  and  manufacturers  of  sweetened  products  and  beverages.   The  U.S.  sweetener 
industry  is  competitive  and  will  grow  and  prosper  in  an  economic  environment  less 
hindered  by  restrictions  on  trade. 

Thank  you  for  the  opportunity  to  present  our  views  on  this  most  vital  issue. 


Mrs.  Kennelly.  Our  next  panelist  will  be  vice  president  of  Inter- 
national Aifairs  for  the  Cosmetic,  Toiletry,  and  Fragrance  Associa- 
tion, Mr.  Santucci. 

STATEMENT  OF  LOUIS  G.  SANTUCCI,  VICE  PRESIDENT  OF 
INTERNATIONAL,  COSMETIC,  TOILETRY,  AND  FRAGRANCE 
ASSOCIATION 

Mr.  Santucci.  Thank  you.  Madam  Chairman.  As  you  said,  I  am 
Lou  Santucci,  the  vice  president  for  international — ^for  the  Cos- 
metic, Toiletry,  and  Fragrance  Association.  Our  association  is  just 
a  few  months  shy  of  celebrating  its  100th  anniversary,  and  we  are 
an  organization  that  represents  companies  of  all  sizes  with  annual 
sales  ranging  from  $10,000  to  more  than  $3  billion;  and  more  than 
half  of  our  members  are  smsdl  businesses  with  annual  sales  of  less 
than  $1  million. 

Our  members  support  the  passage  of  the  North  American  Free- 
Trade  Agreement.  We  are,  however,  sympathetic  to  some  of  the 
concerns  that  have  been  raised  by  the  critics  of  NAFTA,  particu- 
larly the  concern  that  has  been  voiced  about  the  loss  of  American 
jobs. 

Some  opponents  of  NAFTA  fear  that  its  passage  will  mean  either 
the  massive  export  of  jobs  to  Mexico  or  the  import  of  competing 
products  produced  by  low-paid  workers  which  would  flood  the  U.S. 
market  at  a  lower  cost,  making  American  produced  goods  less  com- 
petitive. But  for  our  industry,  neither  of  these  scenarios  is  likely 
to  occur. 

However,  we  believe  that  there  is  the  grim  possibility  that  if 
NAFTA  does  not  pass,  American  jobs  could  actually  be  lost  in  our 
sector. 

I  would  like  to  take  a  few  moments  to  explain  our  reasoning. 
Today,  Mexico  is  one  of  the  fastest  growing  markets  for  our  compa- 
nies. The  Mexican  market  for  cosmetics  has  grown  from  just  $290 
million  in  1988  to  over  $1.5  biUion  in  1992.  This  kind  of  growth  of- 
fers substantial  opportunities  for  American  companies,  which  they 
have  taken  advantage  of  by  increasing  exports  to  Mexico  in  a  simi- 
lar, dramatic  way. 

Exports  from  the  United  States  to  Mexico  in  our  product  cat- 
egories have  increased  in  just  5  years  by  tenfold.  In  1988,  the  value 
of  American  cosmetic  exports  to  Mexico  was  $11  million,  and  last 
year,  they  were  $125  million.  These  are  exports  of  U.S.-manufac- 
tured  products  running  the  range  of  our  products  from  soaps  to  de- 
odorants to  shampoos  to  shaving  cream  to  toothpaste  to  perfumes 
and  so  forth. 

And  this  year,  even  in  the  face  of  the  worldwide  slowdown,  cos- 
metics exports  to  Mexico  will  be  50  percent  higher  than  last  year. 
In  fact,  Mexico  now  accounts  for  7  percent  of  the  total  American 
cosmetic  exports. 

All  of  this  is  good  news  for  those  people  who  express  concern 
about  American  jobs;  and  I  think  that  even  the  critics  of  NAFTA 
would  agree  that  increased  exports  contribute  to  sustained  or  in- 
creased employment. 

It  is  important  to  note  that  a  large  segment  of  U.S.  cosmetic  com- 
panies are  small  businesses  and  employ  50  employees  or  less.  We 
find  for  many  of  our  medium-  and  small-sized  companies,  Mexico 
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is  one  of  the  first  markets  they  look  to  when  considering  expanding 
their  markets  beyond  the  U.S.  borders.  These  companies  are  able 
to  supply  the  Mexican  market  from  the  U.S.  It  is  quite  unlikely 
that  they  would  relocate  to  Mexico  when  they  can  increase  their 
manufacturing  capacity  in  this  country  with  very  little  effort. 

I  do  not  believe  that  any  of  the  critics  of  NAFTA  are  in  favor  of 
decreasing  exports,  yet  if  NAFTA  is  not  enacted,  that  may  be  the 
very  result  of  such  a  move. 

For  years,  our  industry,  like  many  others,  faced  a  hostile  trading 
environment  in  Mexico.  Mexico  had  rules  requiring  that  companies 
manufacture  their  products  in  Mexico;  they  had  price  controls;  and 
for  cosmetics,  they  required  that  a  company  obtain  Mexican  Grov- 
emment  approval  for  each  cosmetic  product  before  it  could  be  sold 
there.  These  so-called  "nontariff  barriers"  created  an  antibusiness 
climate,  which  meant  that  many  American  companies  refused  or 
were  unable  to  do  business  in  Mexico. 

But  beginning  in  1987,  the  Mexican  Government  did  away  with 
these  rules,  and  our  companies  began  entering  the  Mexican  market 
in  a  big  way.  But  the  failure  of  NAFTA  could  lead  to  a  return  to 
the  old  way  of  doing  business  in  Mexico  and  would  spell  the  doom 
of  the  kind  of  growth  we  have  seen  since  the  opening  of  their  mar- 
kets. It  might  also  cause  sales  to  shrink  dramatically,  thus  poten- 
tially affecting  American  jobs  that  are  dependent  on  exports. 

Turning  for  a  moment  to  the  other  fear  voiced  by  some  of  the  op- 
ponents regarding  the  potential  threat  from  Mexican  imports,  I  be- 
lieve that  for  our  sector,  this  too  is  not  a  reality.  As  leaders  of  the 
world  in  our  sector,  we  have  no  fear  that  the  market  will  be  flooded 
with  cosmetics  manufactured  in  Mexico.  Certainly,  there  are  Mexi- 
can manufacturers  of  cosmetics,  and  these  manufacturers  have 
made  great  strides  in  their  manufacturing  capabilities,  but  the 
truth  of  the  matter  is  that  the  United  States  leads  the  way  in  qual- 
ity and  product  development  in  our  sector.  We  have  nothing  to  fear 
from  Mexican  competition  in  this  sector. 

The  United  States  is  the  largest  producer  of  perfumes,  cosmetics 
and  toiletries  in  the  world,  not  the  Europeans  and  not  the  Japa- 
nese, but  we  do  have  competitors  and  it  is  incumbent  upon  all  of 
us  to  take  action  to  ensure  that  we  remain  competitive. 

We  respectfully  urge  this  subcommittee  and  the  Congress  to  con- 
sider the  overwhelming  evidence  that  NAFTA  will  lock  in  the  ex- 
port gains  that  have  been  made  and  will  lead  to  continued  growth 
of  exports.  Certainly,  our  industr/s  performance  in  Mexico  is  one 
of  which  we  can  be  very  proud.  We  are  far  ahead  of  our  usual  mar- 
ket competitors,  and  passage  of  NAFTA  will  assure  that  the  United 
States  cosmetic  industry  continues  to  lead  the  way. 

Thank  you  very  much. 

Mrs.  Kennelly.  Thank  you  very  much,  Mr.  Santucci. 

[The  prepared  statement  follows:] 
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STATEMENT  OF  LOUIS  G.  SANTUCQ 

FOR 

THE  COSMETIC,  TOILETRY,  AND  FRAGRANCE  ASSOCIATION 

BEFORE  THE  HOUSE  WAYS  &  MEANS  COMMITTEE 
SUBCOMMTITEE  ON  TRADE 


September  23,  1993 


Mr.  Chairman  and  members  of  the  Subcommittee,  my  name  is  Louis  Santucci, 
and  I  am  the  Vice-President  of  International  for  the  Cosmetic,  Toiletry,  and  Fragrance 
Association  (CTFA). 

CTFA  is  the  national  trade  association  representing  the  cosmetic,  toiletry  and 
fragrance  industry.  Founded  in  1894,  CTFA  has  an  active  membership  of  240  companies 
which  manufacture  or  distribute  the  vast  majority  of  the  finished  cosmetic  products 
marketed  in  the  United  States.  CTFA  also  includes  270  associate  members,  which  sell 
services,  equipment  or  supplies  such  as  raw  materials  and  packaging  components  to 
active  members. 

CTFA  represents  companies  of  all  sizes.  The  annual  sales  of  our  individual 
members  range  from  $10,000  to  more  than  $3  billion. 

More  than  half  of  our  members  are  small  businesses  with  annual  sales  of  less  than 
$1  million. 

Many  of  our  members,  both  large  and  small,  are  either  actively  engaged  in  selling 
their  products  in  Mexico  or  are  looking  at  Mexico  as  a  potential  growth  market. 

Our  members  support  the  passage  of  the  North  American  Free  Trade  Agreement 
(NAFTA).   We  are,  however,  sympathetic  to  some  of  the  concerns  that  have  been  raised 
by  the  critics  of  NAFTA  particularly  the  concern  that  has  been  voiced  about  the  loss  of 
American  jobs. 

Some  opponents  of  NAFTA  fear  that  its  passage  will  mean  the  massive  export  of 
jobs  to  Mexico  or  the  import  of  competing  products  produced  by  low-paid  workers  which 
would  flood  the  U.S.  market  at  a  lower  cost,  making  American  produced  goods  less 
competitive. 

For  our  industry,  neither  of  these  scenarios  is  likely  to  occur.   However,  we 
believe  that  there  is  the  grim  possibility  that  if  NAFTA  does  not  pass,  American  jobs 
could  actually  be  lost  in  our  sector. 

I  would  Uke  to  take  a  few  moments  to  explain  our  reasoning. 

Today,  Mexico  is  one  of  the  fastest  growing  markets  for  our  companies.  The  total 
Mexican  market  for  cosmetics  has  grown  from  just  $290.5  million  in  1988  to  over  $1.5 
billion  in  1992. 

This  kind  of  growth  offers  substantial  opportunities  for  American  companies  and, 
as  I  will  discuss,  our  companies  have  taken  advantage  of  those  opportunities  by 
exports  in  a  similar  dramatic  way. 


Exports  from  the  United  States  to  Mexico  in  our  product  categories  have 
increased  in  just  five  years  by  about  1000%.   For  example,  in  1988  the  value  of  American 
cosmetic  exports  to  Mexico  was  $11  million,  by  1989  they  had  nesirly  tripled  to  $30 
million,  and  last  year  they  were  $125  million.  These  are  exports  of  U.S.  manufactured 
products  running  the  range  of  our  products  from  soaps  to  deodorants  to  shampoos  to 
shaving  cream  to  toothpaste  to  perfume,  etc. 

This  year,  even  in  the  face  of  the  worldwide  slowdown,  cosmetic  exports  to 
Mexico  are  50%  higher  than  for  the  same  period  in  1992. 

Exports  have  been  one  bright  spot  for  our  companies  in  an  otherwise  slow  growth 
period.  And  while  total  worldwide  cosmetic  exports  grew  12%  last  year,  with  Mexico 
offering  four  times  that  rate  of  growth,  one  can  readily  appreciate  the  significant  impact 
the  Mexican  market  has  on  total  exports  for  our  industry.   In  fact,  Mexico  now  accounts 
for  7%  of  total  American  cosmetic  exports.   All  of  this  is  good  news  for  those  people 
who  express  concern  about  American  jobs. 

Certainly,  export  growth  is  a  major  factor  in  a  company's  success,  and  I  think  that 
even  the  critics  of  NAFTA  would  agree  that  increased  exports  contribute  to  sustained  or 
increased  employment 

Based  on  a  Department  of  Commerce  analysis,  one  job  is  created  for  every 
$47,000  in  exports.  Using  this  estimate,  last  year's  $125  million  worth  of  cosmetic 
exports  to  Mexico  potentially  accounted  for  2,500  jobs  for  American  workers. 

It  is  important  to  note  that  a  large  segment  of  U.S.  cosmetic  companies  are  small 
businesses  and  employ  50  employees  or  less.  We  find  that  for  many  of  the  medium  and 
small  sized  companies,  Mexico  is  one  of  the  first  markets  they  look  to  when  considering 
expanding  their  markets  beyond  the  U.S.  borders. 

These  companies  are  able  to  supply  the  Mexican  market  from  the  U.S.  It  is  quite 
unlikely  that  they  would  relocate  to  Mexico  when  they  can  increase  their  manufacturing 
capacity  in  this  country  with  very  little  effort. 

I  do  not  believe  that  any  of  the  critics  of  NAFTA  are  in  favor  of  decreasing 
exports.  Yet  if  NAFTA  is  not  enacted,  that  may  be  the  very  result  of  such  a  move. 

For  years  our  industry,  like  many  others,  faced  a  hostile  trading  environment  in 
Mexico.   Mexico  had  rules  requiring  that  companies  manufacture  their  products  in 
Mexico  or  purchase  supplies  from  Mexican  suppliers  which,  more  likely  than  not,  meant 
inferior  quality.  The  Mexican  Government  set  the  price  at  which  we  could  sell  our 
products  and  required  that  a  company  obtain  Mexican  Government  approval  for  each 
cosmetic  product  before  it  could  be  sold  in  their  country. 

These  so  called  anti-tariff  barriers  created  an  anti-business  climate  which  meant 
that  many  American  companies  refused  or  were  unable  to  do  business  in  Mexico. 
Beginning  in  1987,  the  Mexican  Government  did  away  with  these  onerous  rules  and  our 
companies  began  entering  the  Mexican  market  in  a  big  way.  As  a  result,  the  sales  of 
American  products  increased  by  the  magnitude  I  cited  earlier. 

The  failure  of  NAFTA  could  lead  to  a  return  to  the  old  way  of  doing  business  in 
Mexico  which  would  spell  the  doom  of  the  kind  of  growth  we  have  seen  since  the 
opening  up  of  their  market  to  American  exports.   It  might  also  cause  sales  to  shrink 
dramatically,  thus  potentially  affecting  American  jobs  that  are  dependent  on  exports. 

Also  important  is  the  spill-over  effect  that  the  passage  of  NAFTA  would  have  on 
the  other  economies  of  Latin  America,  many  of  which  are  just  now  thinking  about  easing 
their  own  rigid  market  entry  requirements.  If  it  spurred  growth  in  those  markets  at 
anywhere  near  the  rate  we  experienced  in  Mexico,  this  would  be  an  added  boon. 
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Turning  for  a  moment  to  the  other  fear  voiced  by  some  of  the  opponents 
regarding  the  potential  threat  from  Mexican  imports,  I  believe  that  for  our  sector  that  is 
not  a  reality. 

As  the  leaders  of  the  world  in  our  sector,  we  have  no  fear  that  the  market  will  be 
flooded  with  cosmetics  manufactured  in  Mexico.  Certainly  there  are  Mexican 
manufacturers  of  cosmetics  and  these  manufacturers  have  made  great  strides  in  their 
manufacturing  capabiUties.  But  the  truth  of  the  matter  is  that  the  U.S.  leads  the  way  in 
quality  and  product  development  in  the  cosmetic  sector. 

We  have  nothing  to  fear  from  competition  in  this  sector. 

Finally,  passage  of  NAFTA  also  means  elimination  of  tariff  rates  which  are  now  2 
or  3  times  higher  on  U.S.  goods  than  on  Mexican  goods.  The  elimination  of  these  tariffs 
on  U.S.  cosmetics  will  make  our  goods  even  more  competitive,  ensuring  an  even  larger 
share  of  the  Mexican  market. 

The  United  States  is  the  largest  producer  of  perfumes,  cosmetics,  and  toiletries  in 
the  world,  not  the  Europeans  and  not  the  Japanese.  But  we  do  have  competitors,  and  it 
is  incumbent  upon  all  of  us  to  take  action  to  ensure  that  we  remain  competitive. 

We  respectfully  urge  this  Subcommittee  and  the  Congress  to  consider  the 
overwhelming  evidence  that  NAFTA  will  lock  in  the  export  gains  that  have  been  made 
and  will  lead  to  continued  growth  of  exports. 

Certainly,  our  industry's  performance  in  Mexico  is  one  of  which  we  can  be  very 
proud.  We  are  far  ahead  of  our  usual  market  competitors  and  passage  of  NAFTA  will 
assure  that  the  U.S.  cosmetic  industry  continues  to  lead  the  way. 

Thank  you. 


Mrs.  Kennelly,  I  know  we  always  hear  sounds  but  I  think  last 
night  I  heard  Mr.  Meister,  with  a  sigh  of  relief,  and  I  congratulate 
you. 

Mr.  Meister.  Thank  you  for  your  help. 

Mrs.  Kennelly.  Mr.  Hoagland. 

Mrs.  Johnson. 

Mrs.  Johnson.  Thank  you.  I  just  briefly  wanted  to  ask  if  you  had 
any  thoughts  about  the  impact  of  access  to  this  market  on  your 
competitiveness  in  Europe  and  Japan  or  Europe  and  Asia. 

Mr.  Santuccl  I  am  not  sure  I  understand  the  question. 

Mrs.  Johnson.  One  of  the  things  that  is  of  interest  to  me  is  the 
impact  of  sales  in  Mexico  and,  through  Mexico,  eventually  into 
South  America  extending  the  profitable  life  of  American  products 
in  a  way  that  the  European  market  doesn't  allow  us,  because  the 
European  market  is  so  much  more  sophisticated;  and  what  role  this 
market  might  play  in  terms  of  your  competitiveness,  cost  competi- 
tiveness and  R&D  competitiveness  and  in  every  other  way  with  Eu- 
rope, which  is  a  very  competitive  market,  and  Asia,  which  is  an  in- 
creasingly competitive  market. 

Mr.  Santuccl  At  least  in  our  industry — I  think  I  can  speak  in 
general  terms — ^the  growth  there  has  been  tremendous;  and  we  an- 
ticipate, if  NAFTA  passes,  the  growth  will  continue.  And  I  would 
say  that  we  have  a  number  one  position  in  the  world  now  and  the 
opportunity  to  expand  our  markets  will,  I  believe,  buttress  that  po- 
sition. 

So  I  think  that  in  order  to  remain  competitive  with  our  competi- 
tors— and  chiefly  they  are  the  Europeans  and  the  Japanese  in  our 
industry — we  need  NAFTA  to  assure  that  the  growth  continues  the 
way  we  have  seen  it. 

Mrs.  Johnson.  Any  other  comment? 

Mr.  Block.  Let  me  just  say  that  it  looks  to  me  like  NAFTA  will 
give  us  a  leg  up  on  a  lot  of  the  competition. 

Listen,  it  opens  the  door  for  us.  We  will  have  freer  trade  here  in 
North  America,  350  million  people,  all  of  them  looking  for  better 
food,  better  whatever  they  are  looking  for — ^better  widgets.  And  the 
Mexican  market  growing;  it  is  all  really  growing  fast. 

I  have  got  members  down  there  that  are  really  looking  for  oppor- 
tunities, and  the  opportunity  is  there  because  they  like  our  prod- 
ucts, they  want  our  products;  and  right  now  the  barriers  to  our 
products  going  down  there  are  relatively  high.  The  barriers  to  their 
products  coming  up  here  are  very,  very  low. 

So  when  you  talk  about  doing  a  Free-Trade  Agreement,  who  wins 
on  this?  We  win  on  this  thing  because  we  get  the  barriers  down 
so  we  can  sell  the  products  down  there.  Once  we  do  that,  a  lot  of 
our  companies  won't  have  to  go  down  there  and  start  a  factory.  We 
can  make  it  here  and  sell  it  down  there. 

Today,  there  are  companies  that  go  down  there  because  they 
can't  get  it  through  the  barriers.  I  mean,  it  is  a  win-win  situation, 
in  my  judgment. 

Mrs.  Johnson.  Thank  you  for  your  testimony. 

Mr.  Hammer.  I  would  just  reiterate  what  Jack  Block  said  with 
respect  to  sweetened  food  products  and  beverages. 

We  have  been  enjoying  a  significant  increase  in  trade  with  the 
Mexicans,  as  has  been  stated  by  other  industries  on  this  panel. 
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during  the  last  several  years  because  the  licensing  restrictions 
have  been  removed  or  at  least  lessened.  The  only  reason  that  it 
would  make  sense  for  companies  at  this  point  to  go  to  Mexico 
would  be  if  we  see  a  return  to  those  out  and  out  prohibitions  where 
we  couldn't  get  in  the  market  unless  we  were  physically  located 
there. 

But  with  respect  to  our  competitors,  we  will  see  our  20  percent 
duties  reduced  over  a  10-year  period  and  we  will  have  that  duty 
advantage  over  them,  plus  the  transportation  advantage.  The  only 
disadvantage  we  have  is  that  we  pay  two  to  three  times  the 
amount  for  sugar  that  many  of  our  competitors  pay,  and  that  will 
put  us  on  a  better  footing  to  be  able  to  compete  with  them. 

Mrs.  Johnson.  Thank  you.  Yes. 

Mr.  Gess.  Yes,  I  believe  that  the  chemical  industry  also  views 
the  opportunity  in  Mexico  as  a  very  good  one  because  of  the  prox- 
imity. They  are  a  neighbor  by  geography.  A  lot  of  our  plants,  of 
which  we  have  excess  capacity  here  in  the  United  States  that  is 
available  to  export  to  Mexico,  will  become  much  easier  because  of 
the  geography  and  the  transportation  and  services  that  will  be  re- 
formed by  NAFTA. 

I  think  the  larger  question  here,  there  is  a  greater  good  at  stake. 
The  Mexican  people  are  very  committed  to  improve  their  standard 
of  living,  and  I  would  prefer  that  they  follow  an  American  model 
through  the  cooperation  of  this  NAFTA  agreement  than  be  forced 
to  look  for  another  partner,  perhaps  from  Japan  or  Europe,  to  do 
that. 

Mrs.  Johnson.  Thank  you. 

It  is  interesting  and  quite  impressive,  the  fact  that  since  the  bar- 
riers began  to  drop  in  1987,  some  of  you  have  actually  already  ben- 
efited, which  indicates  if  the  barriers  are  further  dropped,  there 
will  be  more  benefit.  The  more  trade,  the  more  jobs. 

Thank  you. 

Mrs.  Kennelly.  Thank  you,  gentlemen,  for  your  very  excellent 
testimony. 

The  next  panel,  Mr.  John  C.  Reichenbach,  director  of  industry 
and  business  analysis.  Glass  Group,  PPG  Industries,  accompanied 
by  Charles  St.  Charles,  counsel;  Mr.  R.M.  Cooperman,  executive  di- 
rector. Independent  Zinc  Alloyers  Association;  Carl  King,  president, 
American  Com  Growers  Association;  William  Libman,  secretary- 
treasurer  of  The  Libman  Co.,  Areola,  IL,  representing  the 
Broomcom  Broom  Industry. 

If  these  panelists  will  come  forward,  we  will  continue  with  the 
hearing. 

Welcome,  gentlemen.  I  would  Uke  to  assure  you  that  your  entire 
testimony  will  be  placed  on  the  record  and  will  be  in  the  full  hear- 
ing record.  There  is  an  upcoming  Ways  and  Means  meeting.  I  know 
you  have  had  a  long  wait  and  a  long  day,  but  if  any  of  you  wish 
to  summarize  your  testimony,  certainly  you  can  do  that  and  know 
that  every  word  you  have  on  paper  will  be  in  the  hearing  record. 

Mr.  Reichenbach,  you  are  the  one  who  is  going  to  testify? 

Mr.  Reichenbach.  Yes. 

Mrs.  Kennelly.  Go  ahead. 


STATEMENT  OF  JOHN  C.  REICHENBACH,  JR.,  DIRECTOR,  IN- 
DUSTRY AND  BUSINESS  ANALYSIS,  GLASS  GROUP,  PPG  IN- 
DUSTRIES, INC.,  ON  BEHALF  OF  PPG  INDUSTRIES,  INC., 
PITTSBURGH,  PA;  GUARDL\N  INDUSTRIES  CORP.,  NORTH- 
VILLE,  MI;  AND  AFG  INDUSTRIES,  INC.,  KINGSPORT,  TN 

Mr.  Reichenbach.  I  am  John  Reichenbach,  director  of  industry 
and  business  analysis  in  the  Glass  Group  at  PPG  Industries.  I  ap- 
pear today  not  only  for  PPG  but  also  on  behalf  of  two  other  United 
States  manufacturers,  Guardian  Industries  Corp.  and  AFG  Indus- 
tries, Inc.  We  are  United  States  producers  of  flat  glass  and  fab- 
ricated automotive  safety  glass. 

I  am  grateful  for  this  opportunity  to  explain  why  it  is  imperative 
that  there  be  a  corrective  side  agreement  or  side  letter  or  corrective 
provisions  in  the  NAFTA  implementing  legislation  if  our  industry 
is  to  have  hope  of  a  successful  future. 

What  we  face  is  an  enormous  disparity  between  tariff  rates  on 
flat  glass  and  fabricated  automotive  safety  glass  in  the  United 
States  on  the  one  hand  and  Mexico  on  the  other,  and  between  the 
United  States  and  Mexican  NAFTA  phaseout  periods  for  tariffs  on 
those  products. 

Immediately  upon  NAFTA's  entry  into  force,  duties  on  this  side 
of  the  border  will  be  eliminated  for  97  percent  of  Mexican  exports 
to  the  United  States  of  flat  glass  and  automotive  safety  glass;  that 
is,  our  market  will  be  completely  open  to  the  exports  of  Vitro,  the 
Mexican  glass  monopoly. 

The  Mexican  tariff,  however,  which  is  a  rate  of  20  percent  ad  va- 
lorem, will  be  phased  out  over  a  painstakingly  slow  period  of  10 
years  in  most  cases.  So,  you  see,  with  respect  to  flat  glass  and  fab- 
ricated automotive  safety  glass,  NAFTA  assures  the  glass  monopoly 
in  Mexico  a  closed  home  market  at  the  same  time  that  it  enjoys 
unfettered  access  to  the  United  States  market.  This  situation  is  to- 
tally at  odds  with  the  opening  of  the  North  American  markets  and 
enhancement  of  cross-border  trade,  the  supposed  centerpieces  of 
the  NAFTA. 

Before  I  explain  more  about  the  Mexican  producer's  monopoly 
power  in  its  own  market  and  its  undeserved  protection  against 
competition  in  its  own  market,  I  would  like  to  explain  exactly  what 
we  are  seeking. 

Our  concerns  can  be  addressed  either  by  the  United  States  Trade 
Representative  prior  to  the  implementation  of  NAFTA  or  by  Con- 
gress in  the  NAFTA  implementing  legislation.  USTR,  however,  has 
not  thus  far  been  able  to  accomplish  what  is  necessary  for  our  in- 
dustry to  remain  healthy  under  the  NAFTA.  Congressional  inter- 
vention appears  necessary. 

At  page  10  of  our  written  statement,  we  explain  with  respect  to 
USTR  that  we  seek,  one,  a  side  letter  of  agreement  offered  by  the 
Mexican  Government,  assuring  that  immediately  upon  implemen- 
tation of  the  NAFTA,  Mexico  will  accelerate  elimination  of  tariffs 
on  flat  glass  and  automotive  safety  glass  to  a  position  of  parity 
with  United  States  tariffs  under  the  NAFTA. 

We  identify  the  recent  Mexican  letter  regarding  opportunities  for 
the  United  States  insurance  industry  in  Mexico  as  a  precedent  in 
this  regard. 


At  page  10  of  our  statement,  we  also  identify  the  way  in  which 
the  implementing  legislation  and  your  markup  process  could  ac- 
complish the  same  result.  We  request  inclusion  of  a  provision  in 
the  NAFTA  implementing  legislation  stating  as  a  condition  prece- 
dent to  the  NAFTA's  taking  effect  that  the  Mexican  Grovemment 
agree  to  accelerate  the  elimination  of  tariffs  on  flat  glass  and  auto- 
motive safety  glass  to  a  position  of  parity  with  United  States  tariffs 
under  the  NAFTA. 

Now,  I  would  like  to  run  through  some  of  the  factors  highlighting 
why  the  tariff  and  phaseout  disparity  cannot  be  permitted  to  stand. 

First,  our  competitor  in  Mexico  is  not  an  infant  industry  strug- 
gling for  survival.  Vitro  is  a  strong  and  highly  profitable  company 
with  assets  of  $4.5  billion,  annual  sales  of  $3.3  billion,  and  operat- 
ing income  which  exceeds  $350  million.  It  has  ready  access  to  the 
latest  cutting-edge  technologies  through  a  series  of  relationships 
with  some  of  the  world's  most  advanced  producers.  Pilkington 
Bros.,  Ltd.,  the  United  Kingdom  company  that  pioneered  the  float 
glass  process  and  now  has  annual  sales  in  excess  of  $5  billion, 
owns  35  percent  of  Vitro's  flat  glass  business. 

Not  only  is  Vitro  as  competitive  as  U.S.  producers,  in  many  re- 
spects it  enjoys  important  competitive  advantages  in  terms  of  labor, 
fuel  and  raw  material  costs.  Vitro's  most  noteworthy  advantage, 
however,  is  that  it  is  permitted  to  operate  as  a  monopoly  in  Mexico. 
It  is  shielded  from  any  meaningful  incursion  of  imports  through 
this  monopoly  power  which  is  made  stronger  by  the  20-percent  tar- 
iffs. Trust-busting  has  not  yet  become  a  working  policy  of  the  Mexi- 
can Government. 

Vitro  has  used  its  monopoly  power  and  predatory  pricing  to  dis- 
courage United  States  competition  in  Mexico.  A  move  toward  a 
more  competitive  environment  in  Mexico  will  not  be  possible  with 
Mexico's  tariff  barrier  remaining  for  10  years.  Also,  with  tariffs  in 
place  in  Mexico  but  eliminated  in  the  United  States,  Vitro  will  be 
able  to  compete  in  this  market  with  a  comfortable  cushion  of  home 
market  monopolist  revenues. 

With  that  cushion,  it  will  be  able  to  set  prices  at  whatever  level 
necessary  to  make  a  sale  and  to  endure  extended  losses  here.  The 
same  losses  for  U.S.  producers  lacking  monopolist  cushions  would 
cause  us  to  be  severely  injured. 

This  is  not  speculation.  This  is  the  economic  reality  of  domestic 
and  international  competition  when  a  world-class  competitor  also 
has  monopoly  power  in  its  home  market. 

Vitro  is  poised  to  explode  in  the  United  States  market.  It  is  in- 
creasing its  production  capacity  geometrically  in  Monterrey,  Mex- 
ico, 140  miles  from  the  United  States  border.  Its  glass  production 
capacity  increased  from  265,000  metric  tons  annually  in  1991  to 
600,000  metric  tons  this  year  after  Vitro  built  a  second  plant  in 
Monterrey.  That  plant  is  the  largest  flat  glass  plant  in  the  world. 
Principal  Mexican  demand  for  flat  glass,  however,  is  located  a 
thousand  miles  to  the  south  in  the  Mexico  City  and  Guadalajara 
areas.  So  Vitro's  intention  to  invade  the  U.S.  market  is  very  clear. 

Vitro  also  recently  purchased  ACI  America  for  $82.6  million. 
ACI,  with  its  120  distribution  outlets  now  owned  by  Vitro,  is  poised 
to  lead  in  the  wholesale  distribution  and  fabrication  of  flat  glass 


made  in  Mexico  for  the  automotive  and  construction  sectors  in  the 
United  States. 

There  is  vigorous  competition  in  the  U.S.  flat-glass  market,  with 
price  differences  as  small  as  1  percent  often  determining  purchas- 
ing decisions.  Already,  the  economic  slump  in  the  United  States 
construction  and  automotive  sectors  has  caused  depressed  prices 
and  a  shutdown  of  five  float  glass  plants  in  the  United  States.  Flat- 
glass  prices  have  fallen  by  25  percent  in  the  past  2  years. 

Employment  in  the  U.S.  industry  has  already  dropped  from 
14,600  persons  in  1987  to  13,000  persons  in  1991,  a  decline  of  11 
percent.  Vitro's  explosion  into  this  market  from  a  posture  of  home 
market  protection  spells  serious  trouble  for  the  U.S.  producers  and 
their  workers. 

Now,  Vitro  would  have  you  think  that  United  States  exports  to 
Mexico  are  in  a  healthy  state  of  affairs  and  that  despite  the  pres- 
ence of  their  tariff,  they  will  tell  you  that  there  has  been  a  signifi- 
cant increase  in  United  States  exports  of  flat  glass  to  Mexico  in  the 
past  four  years.  What  they  do  not  tell  you  is  that  the  vast  majority 
of  those  exports  to  Mexico  have  been  to  maquiladora  plants  which 
have  taken  that  glass,  fabricated  it  into  automotive  safety  glass 
and  then  shipped  it  back  to  the  United  States.  Those  exports  from 
the  United  States  are  not  subject  to  the  20  percent  Mexican  tariff, 
and  that  is  why  they  have  been  made. 

Second,  Mexico  will  tell  you  that  Mexican  exports  to  the  United 
States  occupy  only  a  fraction  of  1  percent  of  demand  in  the  United 
States.  That  is  patently  untrue.  According  to  United  States  Depart- 
ment of  Commerce  statistics,  total  imports  to  the  United  States 
presently  account  for  20  percent  of  the  United  States  flat-glass 
market  and  imports  from  Mexico  almost  7  percent  of  the  United 
States  flat-glass  market. 

The  U.S.  International  Trade  Commission  has  predicted  that 
NAFTA  will  have  a  beneficial  impact  on  the  U.S.  glass  industry, 
according  to  Vitro.  I  would  like  to  correct  that  erroneous  statement 
by  referring  you  to  page  7  of  the  prior  testimony  of  Dr.  Robert  A. 
Rogowsky,  Director  of  Operations  for  the  U.S.  International  Trade 
Commission,  who  stated  as  follows: 

Losses  between  6  and  15  percent  in  production  and  emplojanent  in  the  long  term 
could  occur  in  major  household  appliances,  flat  glass  and  certain  segments  of  house- 
hold glassware  and  ceramic  tile. 

That  does  not  sound  like  a  beneficial  impact  to  me. 

When  we  appeared  before  this  subcommittee  earlier  this  year  on 
March  11,  we  asked  for  your  support  for  our  request  that  the  Unit- 
ed States  use  the  occasion  of  its  side  agreement  negotiations  to 
remedy  the  tariff  inequity.  We  noted  that  negotiations  on  the  issue 
could  not  be  expected  to  yield  meaningful  results  after  NAFTA's 
implementation. 

We  are  grateful  for  the  many  Members  of  Congress,  including 
Members  of  this  committee,  who  have  asked  the  past  and  present 
administrations  for  modification  of  NAFTA's  provisions  on  flat  and 
automotive  glass  tariffs.  Although  it  is  still  within  the  grasp  of  this 
administration  to  seek  agreement  with  the  Mexican  authorities  for 
immediate  elimination  of  the  Mexican  tariffs,  the  recently  com- 
pleted side  agreements  do  not  include  such  an  agreement,  nor  has 
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the  administration  been  able  to  assure  that  it  will  either  be  willing 
or  able  to  do  what  is  necessary  to  obtain  such  an  agreement. 

We  therefore  ask  this  committee  to  include  corrective  measures 
m  its  markup  or  "mock  markup"  of  the  NAFTA  implementing  bill. 
We  ask  only  for  fair  competition  and  equal  market  access,  goals 
which  were  fundamental  to  the  concept  of  the  NAFTA. 

Thank  you  very  much  for  your  attention. 

Mrs.  Kennelly.  Thank  you,  sir,  very  much. 

[The  prepared  statement  follows:] 
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I. 

I  am  John  Reichenbach,  Director  of  Industry  and  Business  Analysis  in  the  Glass 
Group  at  PPG  Industries,  Inc.  I  iqjpear  today  not  only  for  PPG,  but  also  on  behalf  of  two  other 
U.S.  manufacturers:  Guardian  Industries  Corp.,  and  AFG  Industries,  Inc.  We  are  U.S. 
producers  of  flat  glass  and  fabricated  automotive  safety  glass. 

We  are  very  concerned  about  the  fiiture  of  the  U.S.  industry  and  its  workers  under 
the  NAFTA.  I  am  grateful  for  this  opportunity  to  explain  why  it  is  imperative  that  there  be  a 
corrective  side  agreement  or  side  letter,  or  corrective  provisions  in  the  NAFTA  implementing 
legislation,  if  this  U.S.  industry  is  to  have  hope  of  a  fiiture. 

What  we  face  is  an  enoimous  disparity  between  the  U.S.  and  Mexican  tariff  rates 
on  flat  glass  and  fabricated  automotive  safety  glass,  and  between  the  U.S.  and  Mexican 
NAFTA  phase -out  periods  for  tariffs  on  those  products.  We  also  face  an  ominous  monopoly 
in  Mexico  able  to  use  its  monopoly  power,  and  its  world-class  conqjetitiveness,  to  keep  us  out 
of  Mexico  and  to  severely  undercut  our  industry  on  this  side  of  the  border. 

Let  me  explain  briefly  what  the  impact  of  NAFTA,  as  it  now  stands,  will  be  upon 
our  industry.  Immediately  upon  NAFTA's  entry  into  force,  duties  on  this  side  of  the  border 
wiU  be  eliminated  for  99%  of  Mexican  exports  to  the  United  States  of  flat  glass  and 
automotive  safety  glass.  That  is,  our  market  will  be  completely  open  to  the  exporu  of  Vitro, 
S.A.,  the  Mexican  glass  monopoly.  The  20%  Mexican  tariff,  however,  will  be  phased  out 
over  a  painstakingly  slow  period  of  ten  years  in  most  cases.  So  you  can  see  that  under 
NAFTA,  with  respect  to  flat  glass  and  fabricated  automotive  safety  glass,  the  glass  monopoly 
in  Mexico  is  assured  a  closed  home  market  at  the  same  time  that  it  enjoys  unfettered  access  to 
the  U.S.  market.  This  equation  is  totally  at  odds  with  opening  of  the  North  American  markets 
and  enhancement  of  cross-border  trade,  the  supposed  centerpieces  of  the  NAFTA. 
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It  is  important  to  note  what  it  means  on  both  sides  of  the  border  that  the  Mexican 
producer.  Vitro,  enjoys  and  will  continue  to  enjoy  monopoly  power  in  its  home  market.  Basic 
principals  of  economics  teach  that  Vitro's  monopoly  power  in  Mexico,  reinforced  by  the  high 
tariff  barrier,  will  permit  Vitro  to  undercut  our  prices  and  limit  our  access  to  the  expanding 
market  in  Mexico,  no  matter  what  prices  we  are  able  to  offer.  That's  what  monopoly  power 
and  high  tariffs  mean.  Mexico  remains  the  proteaed  province  of  Vitro.  What  about  on  this 
side  of  the  border?  Vitro  will  compete  in  this  market  with  a  comfortable  cushion  of 
home-market,  monopolist  revenues.  With  that  cushion  it  will  be  able  to  set  prices  at  whatever 
level  necessary  to  make  a  sale  and  to  endure  even  extended  losses  here.  The  same  losses  for 
U.S.  producers-lacking  monopolist  cushions-will  cause  us  to  be  severely  injured.  This  is  not 
speculation.  This  is  the  economic  reality  of  domestic  and  international  competition  when  a 
world-class  competitor  also  has  monopoly  power  in  its  home  market. 

Also  to  be  factored  in  is  that  the  U.S.  market  for  these  products  is  getting  smaller 
while  the  Mexican  market  is  expanding.  United  States  apparent  consumption  of  these 
produas  is  contracting  largely  as  a  result  of  reduced  construction  of  buildings  and  reduced 
produaion  of  motor  vehicles  in  which  these  glass  products  are  used.  The  market  in  Mexico 
however  is  expanding  along  with  growth  in  its  construction  and  automobile  sectors.  On  this 
basis  alone  the  long  phase  out  period  in  Mexico  is  fiindamentally  unfair. 

It  is  clear  under  NAFTA's  present  tariff  formula  for  these  products  that  U.S. 
producers  and  woricers  in  our  industry  are  seriously  threatened.  This  is  why  it  is  inqjcrative 
for  our  survival  that  the  equation  be  balanced:  just  as  the  U.S.  tariffs  will  be  nearly  totally 
removed  at  the  outset  of  NAFTA  implementation,  the  tariffs  on  the  Mexican  side  of  the 
border  must  also  be  gone  at  implementation. 

When  we  iq>peared  before  this  Subcommittee  earlier  this  year,  on  March  11,  we 

requested  your  support  for  our  request  that  the  United  States  use  the  occasion  of  its 

side-agreement  negotiations  to  remedy  the  tariff  inequity.   We  noted  specifically  NAFTA's 

provision  that: 

On  the  request  of  any  Party,  the  Parties  shall  consult  to  consider 
accelerating  the  elimination  of  customs  duties  set  out  in  their 
Schedules.  An  agreement  between  two  or  more  Parties  to  accelerate 
the  elimination  of  a  custotns  duty  on  a  good  shall  supersede  any 
duty  rate  or  staging  category  determined  pursuant  to  their  Schedules 
for  such  good  when  approved  by  each  such  Party  in  accordance  with 
its  ^jplicable  legal  procedures. 

NAFTA,  Chapter  3,  Article  302.  We  noted  that  such  consultations  or  negotiations  could 
not  be  expected  to  yield  meaningful  results  after  NAFTA  implementation  and  that  the  side 
agreement  negotiations  offered  a  ready-made  opportunity  for  obtaining  a  pre-ratification 
agreement  by  Mexico  to  eliminate  its  tariffs  on  U.S.  flat  and  automotive  safety  glass 
exports. 

We  are  gratefiil  for  the  many  members  of  Congress,  including  members  of  this 
Committee,  which  have  asked  the  past  and  present  administration  for  modification  of 
NAFTA's  provisions  on  flat  and  automotive  glass  tariffs.  Although  it  is  still  within  the 
grasp  of  this  administration  to  seek  agreement  with  the  Mexican  authorities  for  imntediate 
elimination  of  the  Mexican  tariffs,  the  recendy  completed  side  agreements  do  not  include 
such  an  agreement.   Nor  has  the  administration  been  able  to  assure  that  it  will  be  either 


willing  or  able  to  do  what  is  necessary  to  obtain  such  an  agFeement.  We  therefore  ask  this 
Committee  to  include  corrective  measures  in  its  markup,  or  "mock  markup",  of  the  NAFTA 
implementing  bUl. 

Below,  we  give  more  details  on  the  relevant  terms  of  NAFTA,  the  highly 
competitive  producer  in  Mexico  and  its  competitive  advantages,  market  forces  in  the 
United  States  and  Mexico,  and  ways  in  which  we  believe  this  Subcommittee  and  Congress 
can  provide  a  solution. 

n.      y.s,/Mwco  Tariff  and  Tariff  Phase-Out  Digpatity.  Need  for  Awcieraion  of 
TarifT  Himinatiop  m  Mcnko 

NAFTA 's  present  formula  for  flat  and  automotive  glass  assures  that  Vitro  S.A., 
the  huge  Mexican  glass  monopoly,  will  be  shielded  from  meaningful  competition  in  its 
home  market  for  another  decade  at  the  same  time  that  it  enjoys  unfettered  access  to  this 
market.  Vitro 's  access  to  this  market  will  increase  when  U.S.  tariffs  on  98.6%  of  U.S. 
impons  of  flat  glass  and  automotive  safety  glass  maikets  from  Mexico  are  pennanently 
eliminated  immediately  upon  implementation  of  the  NAFTA.  See,  e^,  U.S.  International 
Trade  Commission,  Potential  Impact  on  the  U.S.  Economy  and  Selected  Industries  of  the 
North  American  Free-Trade  Agreement.  Inv.  332-337,  USITC  Pub.  2596  (Jan.  1993)  at 
n-2.  Of  the  1.4%  of  imports  from  Mexico  on  which  U.S.  duties  will  not  be  eliminated 
immediately,  1.33%  wiU  be  phased  out  over  eight  years  and  0.07%  over  ten  years.  li  That 
is,  any  delays  in  U.S.  duty  elimination  will  be  insignificant.  Moreover,  the  present  average 
U.S.  tariff  on  dutiable  imports  from  Mexico  is  only  4.8%  ad  valorem.  IsL  Sss.  table 
following. 

The  treatment  of  U.S.  exports  to  Mexico,  both  presently  and  under  NAFTA,  is 
entirely  different.  The  Mexican  tariff  is  20%  on  twenty-nine  of  the  thirty  eight-digit  items 
of  concern  (the  exception  being  one  item  with  a  rate  of  10%).  The  NAFTA  phase  out 
period  is  ten  years  for  all  but  four  of  the  thirty  items,  representing  the  vast  majority  of 
product  quantity  in  demand  in  Mexico.  Ss£  table  following. 

Hence,  whereas  the  present  average  U.S.  tariff  rate  oh  dutiable  imports  of  flat 
and  automotive  glass  from  Mexico  is  4.8%  ad  valorem,  the  rate  in  Mexico  is  20%  for 
virtually  all  categories.  Whereas  U.S.  tariffs  on  98.6%  of  imports  from  Mexico  will  be 
eliminated  immediately  upon  implementation  of  NAFTA,  tariffs  in  Mexico  on  the  U.S. 
expons  of  these  products  will  not  be  gone  until  the  end  of  ten  years. 

The  Mexican  producer  thereby  preserves  its  monopoly  position  and  closed 
market  in  Mexico  while  gaining  free  access  to  our  maiket. 
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m.      The   Meocicm   Prodncer   is   a   Monopoly    Highly   Competitive   In   Both  the 

F.M>ainling  Mcwcan  MMtct  and  the  Stagnant  US,  Market.  Without  Need  of 

Tariff  Protection  a  Home  While  Ri^oying  Pnll  Access  to  thit  IIS  Market  At  Hit; 

EspciBC  of  tfac  U,S.  Tmtostry 

The  competing  industry  in  Mexico  has  neither  a  need  nor  a  reasonable  right  to  a 
protected  maricet  while  it  enjoys  ftee  access  to  the  U.S.  market. 

The  flat  glass  and  fabricated  automotive  glass  sectors  in  Mexico  are  dominated 
by  Vitro  S.A.,  a  multibillion  dollar  consortium,  using  state-of-the-art  technologies  and 
enjoying  monopoly  power  in  the  glass  sector.  Vitro  began  in  1909  and  has  evolved  into  one 
of  the  world's  largest  glass  corporations,  with  more  than  80  individual  enterprises  located 
mainly  in  North  America.  It  has  annual  sales  of  $3.3  billion,  operating  income  over  $350 
million,  and  assets  of  about  $4.5  billion.  In  addition  to  flat  glass,  Vitro's  subsidiaries 
produce  other  glass  products  and  non-glass  products. 

While,  direct  exports  represent  about  20%  of  total  sales  by  Vitro's  facilities  in 

Mexico,  Vitro  retains  the  protection  of  monopoly  power  and  tariff  barriers  which  permit  it 

to  control  and  limit  import  competition  in  glass  products  in  Mexico. 

It  is  also  in  the  interest  of  U.S.  companies  that  foreign 
monopolies  be  restrained  so  that  they  do  not  use  their  profits  to 
break  into  U.S.  markets.  Once  here,  such  companies  can  rely  on 
revenue  from  the  parent's  protected  home  business  to  weather 
competition  that  wipes  out  U.S.  firms. 


Currentiy,  Guardian  cannot  easily  compete  with  Vitro  in  Mexico  for 
two  reasons  [Guardian's  Vice  President]  said:  First,  the  20  percent 
tariff  on  glass  exports  to  Mexico,  and  second,  the  E)etroit  company 
has  alleged  that  Vitro  has  used  various  tacrics  to  discourage 
competition  in  Mexico.  For  example,  Guardian  has  alleged  that 
Vitro  has  driven  off  rivals  by  responding  to  their  entry  in  a  maiket 
by  lowering  prices  sharply  in  a  predatory  manner  and  making  it 
difficult  for  the  newcomer  to  compete. 

"It  is  a  mess,  but  it's  the  nature  of  the  beast,"  [Guardian's 
Vice  President]  said.  "That's  how  monopolies  behave." 

Glater,  Jonathan  D.,  Busting  Trusts,  South  of  die  Border.  Wash.  Post,  Aug.  21,  1993, 


Vitro's  float  glass  interests  consist  essentially  of  two  companies.  Vitro  Flotado 
and  Vidrio  Piano.  These  producers  have  been  identified  by  the  International  Trade 
Commission  as  among  the  most  competitive  float  glass  producers  in  the  world.  Foreign 
Investment  Barriers  or  Other  Restrictions  that  Prevent  Foreign  Capital  from  Qaiming  the 
Benefits  of  Foreign  Govenmient  Programs,  USITC  Pub.  2212  at  2-11  (1989).  vitro's  flat 
glass  division  is  35%  owned  by  the  world's  leading  flat  glass  producer,  Pilkington  Brothers, 
Ltd.  USrrC  Pub.  2596  at  II-l.  That  relationship  guarantees  Vitro  access  to  the  highest 
levels  of  technology  and  marketing.  Pilkington  has  about  $5  billion  in  annual  sales.  It 
invented  the  float  manufacturing  process.  Hence,  as  a  November  19,  1991  prospectus 
issued  by  Vitro  (p.  45)  explains,  its  equityAechnology  partnership  with  Pilkington  gives  it 
ongoing  access  to  "the  leading  technology  in  the  flat  glass  industry." 

Vitro  also  has  the  controlling  interest  in  five  automotive  glass  companies: 
Cristales  Inastillabler  de  Mexico  ("Crinamex"),  Vitroflcx,  Vidrio  Piano,  Auto  Templex,  and 


Shatterproof  de  Mexico.  Like  Vitro's  float  glass  producers,  these  companies  are 
state-of-the-art  and  world-class  competitors.  In  the  case  of  automotive  glass,  Vitro  reports 
that  it  exported  to  the  United  States  in  1992  product  valued  at  about  $75  million  from  Vitro 
Flex  alone,  in  addition  to  controlling  90%  of  the  $1  million  car  set  OEM  market  in  Mexico. 
This  is  a  good  illustration  of  the  dual  effects  of  the  Mexican  producer's  having  access  to 
this  market  while  U.S.  producers  are  denied  meaningful  access  to  the  Mexican  market. 

Moreover,  Vitro  has  strong  resources  and  a  demonstrated  access  to  international 
capital  markets.  For  instance,  "16  international  banks  and  an  arm  of  the  World  Bank  ... 
Pent]  glassmaking  giant  Vitro  $126  million  for  up  to  10  years.  In  addition,  the 
International  Finance  Corp.,  the  World  Bank  unit  that  extends  credit  to  private  companies, 
said  it  will  invest  $10  million  in  the  company's  stock."  Mexican  Glassmaker  Gets  Foreign 
Loans.  LA  Times,  Oct.  25,  1990,  D2.  "The  banks  agreed  to  lend  Vitro  the  money  at  a 
favorable  interest  rate  of  2  percentage  points  over  the  London  Interbank  Rate."  Id. 
(emphasis  added).  Vitro's  profitability,  ready  access  to  capital,  and  ease  of  cross-border 
trade  and  investment-and,  hence,  that  it  does  not  require  high  tariff  walls-are  also 
demonstrated  by  investments  in  joint  venture  arrangements  with  U.S.  firms:  Vitro's  cash 
payment  of  $130  million  in  a  joint  venture  arrangement  with  Coming  in  the  household 
glassware  sector  (Financial  Times,  Aug.  7,  1991,  p.  11,  NY  Times,  August  7,  1991,  p.  Dl); 
another  joint  venture  arrangement  with  World  Tableware  International  in  the  United  States 
in  the  same  sector,  (PR  Newswire,  July  25,  1991);  and  a  cash  payment  of  $440  million  plus 
the  assumption  of  $460  million  in  debt  to  acquire  Anchor  Glass  Container  Corp.  in  the 
United  States  (NY  Times,  August  7, 1991,  p.  Dl). 

Improvements  in  the  economy  of  Mexico,  increased  construction,  and  the 
establishment  of  automobile  and  truck  production  facilities  by  a  number  of  foreign  firms 
makes  Mexico  a  growth  market  for  Gat  and  auto  glass.  Asian,  European,  and  U.S. 
companies  are  investing  heavily  in  the  Mexican  automotive  industry.  Ford  Motor 
Company  de  Mexico  S.A.  has  spent  nearly  $1  billion  renovating  three  plants  to  produce 
Escorts  and  Tracers  for  the  U.S.  market.  Chrysler  and  General  Motors  have  been  producing 
vehicles  in  Mexico  for  a  number  of  years.  Together  they  exported  approximately  1 14,000 
vehicles  in  1990.  Volkswagen  de  Mexico  S.A.  recendy  announced  that  it  will  be  increasing 
both  export  and  domestic  volume  at  its  Puebla  plant  and  has  spent  $1  billion  in  renovations 
to  expand  annual  c^abilities  to  three  hundred  thousand  units.  Nissan  Mexicana  is  also 
investing  $1  billion  in  a  plant  scheduled  to  open  this  year.  According  to  Vitro,  already  the 
the  automotive  glass  market  in  Mexico  increased  27.7%  between  1989  and  1990.  Sss  Vitro 
Annual  Report.  1990  at  8.  Since  1982,  the  Mexican  market  has  enjoyed  an  automotive 
trade  surplus  with  the  United  States.  Similariy,  the  Mexican  construction  industry 
experienced  a  boom  firom  1986  to  1991.  New  construction  put  in  place  rose  from  $11 
billion  in  1986  to  neatly  $14  billion  in  1991,  a  26%  increase.  The  flat  glass  market  for  the 
construction  industry  in  Mexico  expanded  by  6%  between  1989  and  1990  alone.  The 
overall  Mexican  economy,  as  measured  by  GDP,  expanded  by  4.0%  in  1991  and  is 
forecasted  to  grow  by  4.5%  to  5.0%  during  the  next  few  years.  U.S.  Industrial  Oudook  '92 
at  9. 

Vitro's  monopoly  position  in  the  lucrative  Mexican  market  permits  it  to  use 
profits  both  to  further  expand  its  capacity,  aggressively  acquire  U.S.  firms  and  U.S. 
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market  share,  and  expand  its  already  highly-developed  distribution  infrastructure  in  the 
United  States.  Related  directly  to  flat  glass,  in  May  1992,  Vitro  purchased  ACI  America 
Inc.  for  $82.6  million.  Francisco  J.  Villegas,  Vitro  Group  up  to  Purchase  Another  Glass 
Plant  in  the  US.  El  None,  May  20,  1992.  ACI  America  is  a  leader  in  the  wholesale  and 
retail  distribution  of  float  glass  for  the  automotive  and  construction  sectors  in  the  United 
States.  Lt  The  company  has  more  than  120  outlets  in  the  western  and  southern  regions  of 
the  United  States.  li  In  addition  to  augmenting  the  already-sophisticated  network  Vitro 
has  in  place  in  the  United  States,  the  ACI  acquisition  further  demonstrates  Vitro's  extensive 
fmancial  resources  and  its  intention  to  use  those  resources  to  become  a  dominant  force  in 
the  U.S. 


Vitro  has  also  announced  plans  to  build  a  huge,  neady  500,000  square  foot 
warehouse  in  Laredo,  Texas  as  part  of  its  U.S.  distribution  network.  This  warehouse  is  the 
equivalent  of  ten  acres  under  one  roof  and  can  store  the  equivalent  of  six  months  produaion 
of  an  entire  float  glass  plant. 

In  an  apparent  reference  to  the  ACI  acquisition  and  the  warehouse  expansion, 
the  International  Trade  Commission  states  that  "[t]he  Mexican  industry  has  improved  its 
service  potential  in  the  U.S.  maiket  by  purchasing  U.S.  distribution  facilities."  USITC  Pub. 
2596atn-3. 

Increasing  its  capacity  to  supply  its  U.S.  distribution  network.  Vitro  recently 
built  a  second  plant  in  Monterrey,  near  the  U.S.  bottler.  The  new  plant  commenced 
operations  in  October  1991  and,  by  Vitro's  own  estimation,  will  increase  Vitro's  flat  glass 
production  capacity  by  89%  by  1993.  Securities  and  Exchange  Commission  Form  F-1 
Registration  Statement,  Vitro,  S.A.  Oaober  30,  1991,  p.  44.  Vitro's  glass  production 
capacity  has  increased  from  265,000  tons  annually  in  1991  to  600,000  tons  this  year.  S» 
Chart  below.  Vitro  has  plans  to  build  a  third  plant  in  Monterrey  by  1995,  which  will 
provide  Vitro  hundreds  of  thousands  of  tons  of  additional  production  capacity.  The 
proximity  of  Monterrey  to  the  United  States  border,  where  three-quarters  of  Vitro's  flat 
glass  production  is  presently  housed,  enhances  Vitro's  ability  to  ship  its  increased 
production  to  the  United  States.  Indeed,  given  that  80%  of  the  market  for  flat  glass  in 
Mexico  is  in  the  Mexico  City  area,  nearly  1,000  miles  south  of  Monterrey,  and  that 
transportation  costs  for  flat  glass  in  Mexico  are  relatively  high  (USITC  Pub.  2596  at  11-2), 
the  expansion  of  production  edacity  in  Monterrey  is  clearly  aimed  at  increasing  exports  to 
the  United  States. 

VITR<«  FLAT  GLASS  CAPACITY 
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Not  only  is  Vitro  as  advanced  and  competitive  as  any  producer  in  the  world,  it 
enjoys  a  number  of  important  cost  advantages  compared  with  U.S.  producers.  It  has  a 
staggering  competitive  advantage  in  labor  costs:  $2.20/hour.  including  benefits,  for 
production  workers  in  the  glass  sector  in  Mexico,  versus  $I6-30/hour.  including  benefits, 
for  similar  workers  in  the  United  States.  It  also  has  an  advantage  in  fuel  costs.  U.S. 
International  Trade  Commission,  Foreign  Investment  Barriers  or  Other  Restrictions  That 
Prevent  Foreign  Capital  from  aaiming  the  Benefits  of  Foreign  Government  programs. 
USrrC  Pub.  2212  (Aug.  1989)  at  2-12;  see  also  U.S.  International  Trade  Commission,  life 
Likely  Impact  on  the  United  States  of  a  Free  Trade  Agreement  With  Mexico.  Inv.  No. 
332-297,  USITC  Pub.  2353  (Feb.  1991)  at  4-31,  and  USITC  Pub.  2596  at  11-2.  Vitro  also 
has  lower  costs  with  respect  to  certain  key  glass  raw  materials,  including  sand,  soda  ash  and 
feldspar.  Eg..  USITC  Pub.  2596  at  11-2. 

Moreover,  Vitro's  production  lies  only  140  miles  from  the  U.S.  border,  in 
Monterrey,  providing  it  the  same  or  better  access  to  major  U.S.  markets  as  U.S.  producers. 

At  the  same  time,  in  the  U.S.  market,  demand  for  fiat  glass  is  contracting  due  to 
the  conelation  of  the  flat  glass  industry  with  the  construction  and  automotive  sectors. 
During  the  period  from  1988  to  1992,  both  the  construction  and  the  automotive  industries 
endured  severe  slumps  in  the  U.S.  market.  The  value  of  new  construction  declined  in  the 
construction  industry,  in  real  terms,  from  $415  billion  in  1988  to  $380  billion  in  1991,  a 
decline  of  more  tfian  8.4%.  The  Commerce  Department  estimates  that  new  construction 
wiU  rise  by  only  1.0%  per  year  through  1996.  U.S.  Industrial  Outlook  at  7-11  (1992).  The 
International  Trade  Commission  characterizes  the  investment  conditions  for  the  flat  glass 
industry  in  the  United  States  as  unfavorable,  citing  recent  investment,  existing  excess 
production  capacity,  and  weak  demand  in  the  principal  flat  glass  markets,  Lfc.,  construction 
and  automobiles.  USITC  Pub.  2596  at  11-2.  The  excess  capacity  problem  is  likely  to 
remain  until  the  end  of  the  decade.  li  Additionally,  the  share  of  total  imports  held  by 
imports  from  Mexico  continues  to  grow.  Sse  table  on  following  page. 

There  is  vigorous  competition  in  the  U.S.  flat  glass  maiket,  with  piJCC 
differences  as  smaU  as  one  percent  often  determining  purchasing  decisions-  Already  the 
economic  slump  in  the  U.S.  construction  and  automotive  sectors  has  caused  depressed 
prices  and  the  shutdown  of  five  float  glass  plants  in  the  United  States  (approximately  10% 
of  domestic  capacity).  Float  glass  prices  have  fallen  by  25%  in  the  past  two  years. 
Employment  in  the  U.S.  market  aheady  dropped  from  14,600  in  1987  to  13.000  in  1991.  a 
decline  of  11%.  U.S.  Industrial  Oudook  at  7-11  (1992). 

The  following  apparent  consumption  table  illustrates  the  progressive  contraction 
ofthe  U.S.  market. 

U.S.  Apparent  Consumption  of  Rat  Glass  and  Flat  Glass  Products 
(In  Millions  of  U.S.  Dollars) 

1987  1988  1989  1990  1221  1222 

3,655  3,510  3,410  3,012  2,715  2,492 

Source:    U.S.  Industrial  Outlook  1993,  U.S.  Department  of  Commerce, 
Bureau  ofthe  Census  (1992  estimated  by  Department  of  Commerce) 


Accordingly,  the  most  relevant  facts  concerning  our  request  can  be  simply 
summarized.  Vitro  enjoys  considerable  cost  advantages,  is  as  technologically  advanced  and 
internationally  competitive  as  any  of  the  leading  flat  glass  producers  in  the  world,  possesses 
the  additional  advantages  of  monopoly  power  in  its  expanding  home  maricet,  and  is 
expanding  geometrically  its  production  capacity  near  the  U.S.  border  and  its  distribution 
and  warehousing  infrastructure  in  the  United  States,  notwithstanding  contraction  of  the 
price-sensitive  U.S.  market.  These  facts  can  in  no  way  justify  granting  Vitro  immediate 
access  to  the  U.S.  market  at  the  same  time  that  competition  in  Mexico  is  restricted  by 
Vitro 's  monopoly  position  and  a  20%  tariff  rate,  which  is  to  be  eliminated  only  at  the  end  of 
a  ten-year  transition  period. 

The  U.S.  flat  glass  industry  has  concluded  that  it  would  be  worse  off  if  NAFTA 
is  implemented  in  its  current  form  than  if  it  is  not  enacted  at  all.  Without  NAFTA  it  could 
at  least  petition  USTR  to  revoke  the  Mexican  flat  glass  industry's  tariff  preference  under 
the  Generalized  System  of  Preferences  (GSP).  Mexican  competitiveness  in  flat  and 
automotive  safety  glass  produos  makes  its  preferential  GSP  status  partioilarly 
unwarranted.  We  have  in  fact  petitioned  in  the  1993-94  GSP  review  for  removal  of 
Mexico's  GSP  treatment  from  four  glass  product  categories.  Its  competitiveness,  which 
resulted  in  automatic  removal  of  its  GSP  treatment  on  one  product,  was  demonstrated  by 
Mexico's  exceeding  the  GSP  statute's  "competitive  need  limit"  last  year. 

Unless  the  present  tariff  disparity  is  eliminated,  the  U.S.  flat  glass  industry 
estimates  that  the  Mexican  flat  glass  monopoly  will  capture  at  least  13  percent  of  the 
overall  U.S.  flat  glass  market,  including  26  percent  of  the  market  in  the  Southwest  and 
West,  long  before  NAFTA,  as  proposed,  would  allow  compensating  competition  in  Mexico. 

If  the  agreement  is  approved  as  currently  written,  the  effects  of  Vitro 's  tariff 
preference  in  the  United  States,  its  monopoly  power  in  Mexico,  its  other  competitive 
advantages,  and  its  expanding  production  capacity  in  Mexico  and  distribution  network  in 
the  United  States  will  likely  include  sybstqntjal  pl^t  closings  and  the  loss  of  thousands  of 
U.S.  workers'  jpbs  m  both  thg  g\KS  industry  smj  related  sectors, 

IV.  Conclusion:  Need  for  Provision  in  a  Side  Agreement  or  Letter,  or  In  the 
Tmpltyingnting  RiH.  to  Assure  Accelerated  Plimm^nn  of  Flat  Glass  and 
Automotive  Safety  Glass  Tariffs  In  Mexico 

Although  the  American  flat  glass  industry  is  extremely  competitive  globally, 
thousands  of  U.S.  manufacturing  jobs  and  related  positions  in  service  industries  are 
threatened  because  the  NAFTA  gives  the  Mexican  flat  glass  monopoly  this  extraordinary 
tariff  advantage  over  flat  glass  manufactiuers  located  in  the  U.S. 

The  U.S.  flat  glass  industry  is  not  looking  for  protection  from  Mexican  inqmits. 
All  it  asks  is  fair  and  equal  treatment,  and  an  opportunity  to  compete  on  both  sides  of  the 
border.  Moreover,  the  Mexican  flat  glass  industry  does  not  need  protection~as  evidenced 
by,  among  other  things,  its  high  profit  margins.  It  boasts  some  of  the  world's  largest,  most 
modem  glass  making  facilities,  inexpensive  labor,  and  competitive  raw  materials. 
American  glass  producers  are  more  than  ready  to  compete  on  both  sides  of  the  border  if  we 
are  given  a  level  playing  field. 
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The  ways  we  believe  our  concerns  could  be  addressed  by  USTR  prior  to 
implementation  or  by  Congress  in  the  NAFTA  implementing  legislation  include: 

1.  A  side  letter  of  agreement  o£feied  by  tbe  Mexican  government  assming  that, 
immediately  upon  implementation  of  tbe  NAFTA,  Kfexico  will  accelerate  elimination  of 
tari£Es  on  flat  glass  aod  automotive  safety  glass  to  a  position  of  parity  with  U.S.  tarifis 
under  the  NAFTA  (tbe  recent  Kfexican  letter  regarding  opportunities  for  tbe  U.S.  insurance 
industry  in  Nfexico  is  a  precedent  in  this  regard); 

2.  Inclusion  of  a  provision  in  the  NAFTA  implementing  legislation  stating  as  a 
condition  precedent  to  the  NAFTA's  taking  effect  that  the  Mexican  govemmoit  agree  to 
accelerate  the  elimination  of  tariffs  on  flat  glass  and  automotive  safety  glass  to  a  position  of 
parity  with  U.S.  tariffs  under  die  NAFTA. 


For  NAFTA  to  be  a  success,  "free  trade"  must  mean  that  goods  move  freely  in 
both  directions  across  the  borders  of  North  America.  Very  simply,  accelerating  the  removal 
of  Mexico's  unfair  tariff  on  American  flat  glass  is  the  only  solution  consistent  with  the 
purpose  of  NAFTA  and  with  the  health  of  the  U.S.  industry,  as  well  as  with  the  objectives 
underlying  this  nation's  antitrust  laws. 
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Mrs.  KE^fNELLY.  Our  next  panelist  will  be  Mr.  Cooperman,  execu- 
tive director,  Independent  Zinc  Alloyers  Association. 
Mr.  Cooperman. 

STATEMENT  OF  R.M.  COOPERMAN,  EXECUTIVE  DIRECTOR, 
INDEPENDENT  ZINC  ALLOYERS  ASSOCIATION,  PRESENTING 
STATEMENT  OF  ROBERT  H.  BAUER 

Mr.  Cooperman.  Thank  you,  Madam  Chairman.  Mr.  Bauer  who 
was  to  testify  today  apologizes  to  the  committee.  He  became  in- 
volved in  a  business  transaction  yesterday  and  he  knew  that  he 
couldn't  finish  it  today — ^until  today,  and  he  asked  me  to  just  make 
some  of  the  major  points  in  his  testimony.  We  have  filed  our  testi- 
mony with  the  committee. 

Mrs.  Kennelly.  Thank  you,  sir. 

Mr.  Cooperman.  The  Independent  Alloyers  produce  an  inter- 
mediate product  called  zinc  alloys  which  they  supply  to  the  casting 
companies  who  make  parts  for  consumer  products  that  range  from 
automobiles  to  household  hardware.  Most  of  the  special  high-grade 
zinc,  which  is  our  raw  material,  is  bought  from  companies  outside 
the  United  States,  including  Mexico,  and  this  is  because  the  United 
States  produces  only  one-third  of  the  zinc  metal  that  is  necessary 
for  the  conversion  we  make  into  alloy. 

Today,  there  are  only  18  independent  zinc  alloy  companies.  When 
the  United  States-Canada  Free-Trade  Agreement  was  put  into  ef- 
fect, there  were  22.  We  are  the  only  channel  of  distribution  for  90 
percent  of  the  zinc  alloy  produced  in  this  country  to  the  casting  in- 
dustry, and  that  comprises  20  percent  of  the  zinc  consumed  in  the 
United  States. 

The  greatest  majority  of  our  customers,  approximately  300  zinc 
die  casters  in  the  United  States,  are  small  businesses  and  most  of 
them  are  family-run  and  undercapitalized.  Part  of  our  role  as  zinc 
alloyers  is  to  provide  to  the  casting  companies  extended  credit  over 
unusually  large  periods  on  a  regular  basis. 

The  industry  has  lost  a  great  deal  of  its  production  capacity  to 
overseas  zinc  alloy  and  castings,  and  this  was  demonstrated  in  a 
study  by  the  Department  of  Commerce,  the  International  Trade 
Administration,  which  showed  that  the  consumption  of  zinc  cast- 
ings— into  which  the  alloy  is  made,  increased  by  more  than  30  per- 
cent during  the  period  1980  to  1988  in  the  United  States  to  over 
650,000  metric  tons.  U.S.  zinc  alloyers  and  their  customers,  the 
casters,  supplied  only  240,000  metric  tons  of  that  total.  The  rest  of 
it  came  into  the  United  States  as  zinc  castings  in  consumer  prod- 
ucts imported  into  the  country. 

The  industry  had  been  so  badly  flayed  by  imports  that,  in  1989, 
we  urged  Congress  and  the  administration  to  include  special  lan- 
guage on  zinc  aJloys  in  the  administrative  action  section  of  the 
United  States-Canada  Free-Trade  Agreement,  and  that  language 
was  adopted  and  is  submitted  with  our  testimony  as  Attachment 
A. 

Our  problem  lies  in  the  fundamental  makeup  of  the  zinc  indus- 
try. Foreign  producers  of  special  high-grade  zinc — ^that  is,  miners 
and  smelters — can  also  make  zinc  alloy,  but  they  can  do  it  within 
their  own  facility  using  existing  furnaces,  using  marketing  and 
sales  staff  that  are  in  existence  in  world-class  corporations. 
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The  independent  zinc  alloyers  have  to  have  their  own  stand- 
alone facility.  They  have  to  have  their  own  marketing  operations, 
their  own  sales  operations,  their  own  administrative  operations. 
These  are  costly.  Producers  of  zinc,  including  producers  in  Mexico, 
are  able  to  manufacture  alloy  and  sell  it  into  the  United  States  at 
a  price  below  what  we  have  to  sell  it  for  because  of  their  integrated 
facilities. 

In  the  long  run,  low  prices  purely  for  market  penetration,  which 
is  what  we  would  anticipate  from  Mexico,  are  destructive  in  a  his- 
toric industry,  particularly  in  recessions  and  slow-recovering  econo- 
mies such  as  we  are  in  today. 

Market  penetration  prices  satisfy  a  bottom-line  need  and  perhaps 
short-term  and  even  medium-term  need  after  that  they  have  de- 
stroyed the  essence  of  sound  industry  by  diminishing  the  impor- 
tance of  good  technology,  good  and  timely  shipments  and  financial 
reliability.  Ultimately,  lower-than-market  prices  prove  to  be  a  false 
boon  and  an  irreversible  pattern  of  dysfunction.  Ultimately,  the 
market  and  the  industry  disappears. 

The  needs  of  the  casting  industry  in  this  country  are  long  term. 
To  be  competitive  here  and  abroad,  they  require  continuous  and 
up-to-date  transfer  of  technology  that  begins  with  alloyers'  research 
into  new  alloys  and  better  use  of  existing  alloys.  We  independent 
alloyers  develop  and  provide  that  technology.  It  is  built  into  our 
cost  structure  and  into  our  price  of  alloys. 

Mexican  alloy  producers  are  not  as  advanced  technologically,  can- 
not provide  technology  transfer  in  this  country,  and  cannot  provide 
the  long-term  financial  support  that  is  necessary  for  the  domestic 
industry  to  survive. 

Our  fears  about  Mexico  are  10  times  greater  than  they  were  with 
respect  to  Canada.  Canada  also  has  its  own  zinc  producers  capable 
of  producing  alloy  in-house  at  lower  prices  than  we  can  in  this 
country.  The  problem  with  Mexico  is  that  because  of  the  GSP, 
there  will  be  no  10-year  phaseout  of  duty  in  Mexico  under  NAFTA 
as  there  was  in  Canada  under  the  United  States-Canada  Free- 
Trade  Agreement;  and  that  is  why  in  response  to  Chairman  Gib- 
bons' expressed  interest  in  proposals  for  inclusion  of  necessary  pro- 
visions in  NAFTA,  the  Independent  Zinc  Alloyers  ask  that  lan- 
guage like  that  in  the  United  States-Canada  Free-Trade  Agreement 
be  included  in  NAFTA.  We  have  submitted  the  draft  of  that  lan- 
guage in  our  Attachment  B. 

I  might  add,  in  closing,  that  this  language  has  been  submitted 
to  the  U.S.  Trade  Representative's  office.  They  have  it  in  their 
process,  and  so  far  they  have  offered  no  objection  to  it. 

Thank  you.  Madam  Chairman. 

Mrs.  Kennelly.  Thank  you  very  much,  Mr.  Cooperman. 

[The  prepared  statement  and  attachments  follow:] 
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Before  The  Subcommittee  on  Trade 

Committee  on  Ways  and  Means 

September  23,  1993 


Richard  H.  Bauer,  President,  Eastern  Alloys  Inc. 
President,  Independent  Zinc  Alloyers  Association  Inc. 


Thank  you  Mr.  Chairman. 

My  name  is  Richard  H.  Bauer.  I  am  Executive  Vice  President  of  Eastern  Alloys,  Inc.,  of 
Maybrook,  New  York.  I  am  also  President  of  the  Independent  Zinc  Alloyers  Association 
(IZAA).  We  produce  an  intermediate  product  called  zinc  alloys  that  we  supply  to  casting 
companies  who  make  parts  for  consumer  products  that  range  from  automobiles  to 
household  hardware.  We  are  intermediate  in  that  we  neither  mine  nor  smelt  zinc  ore  but  we 
do  buy  and  alloy  special  high  grade  zinc  purchased  from  smelters. 

Most  of  our  special  high  grade  zinc  is  bought  from  companies  outside  the  United  States, 
including  Mexico,  t>ecause  the  U.S.  produces  only  one  third  of  the  zinc  metal  this  country 
requires  each  year. 

Today,  independent  zinc  alloyers  number  only  18  companies,  four  less  than  when  the 
U.S./Canada  Free  Trade  Agreement  (FTA)  went  into  effect  in  January,  1989.  We  are  the  only 
channel  of  distribution  for  90%  of  the  zinc  alloy  produced  in  this  country  to  the  casting 
industry.  The  other  10%  is  provided  by  two  of  the  U.S.  zinc  smelting  companies. 

The  greatest  majority  of  approximately  300  zinc  diecasters  in  the  U.S.  are  small  businesses 
and  many  of  them  are  small,  family  run  businesses  and  undercapitalized.  Part  of  are  role 
as  suppliers  to  the  casting  companies  is  to  extend  credit  over  unusually  long  periods  on  a 
regular  basis. 

Our  operations  are  carried  out  in  industrial  plants  of  varying  sizes  and  employing  anywhere 
tjetween  15  and  100  people.  Many  of  our  plants  employ  urban  minority  personnel  w^om 
we  have  trained  to  various  levels  of  technical  capability.  We  provide  our  customers  with 
specification  alloys,  as  well  as  with  research  and  engineering  support,  and  extended  lines 
of  credit  as  a  part  of  our  total  service  to  casting  companies. 

The  industry  has  lost  a  great  deal  of  its  production  capacity  to  overseas  zinc  alloy  and 
castings  makers  because  so  many  zinc  castings  are  incorporated  into  consumer  products 
imported  into  the  U.S. 

A  Department  of  Commerce,  International  Trade  Administration,  study.  Zinc  Alloy  &  Die 
Castings:  A  Measure  of  Indirect  Imports  and  Their  Impact,  at  Figure  5,  demonstrated  that 
during  the  years  1980-1988,  the  consumption  of  zinc  castings  in  this  country  increased  by 
more  than  30%  to  over  650,000  MT  but  that  U.S.  zinc  alloyers  and  die  casters  supplied  only 
240,000  MT.  The  major  portion  of  the  increase  over  60%,  was  included  in  imported 
consumer  products. 

The  industry  had  been  so  badly  flayed  by  imports  that  in  1989  we  urged  Congress  and  the 
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Administration  to  include  special  language  on  zinc  alloys  in  the  Administrative  Action  section 
of  the  U.S/Canada  Free  Trade  Agreement.  That  language  is  submitted  with  this  testimony 
as  Attachment  A. 

It's  intention  was  to  keep  the  U.S.  zinc  market  from  being  flooded  and  injured  by  imports 
from  Canada. 

The  duty  that  was  19%  ad  valorem  on  imports  of  zinc  alloy  has  now  tiecome  9.5%  under 
the  FTA  as  the  result  of  the  ten  year  phase  down.  The  total  of  zinc  alloys  imported  into  the 
U.S.  from  Canada  according  to  the  Bureau  of  the  Census  in  1 992  was  28.97  metric  tons. 
Thus  far  this  year  there  has  tseen  only  2.1  metric  tons.  We  do  not  regard  this  as  threatening 
to  our  industry  and  indeed  we  will  be  restrained  in  requesting  fliat  the  Executive  Branch  or 
the  Congress  implement  the  language  of  the  Administrative  Action  section  of  the 
U.SVCanada  FTA. 

Since  earning  my  degree  in  engineering  many  years  ago,  I  have  spent  my  business  life 
engaged  in  intemational  trade  which  i  strongly  believe  is  a  very  necessary  element  of  world 
commerce  and  this  country's  well  being. 

It  is  not,  I  believe,  a  contradiction  to  seek  continuing  support  for  an  industry  that  is  an  equally 
fundamental  element  of  U.S.  industry.  Last  year,  213,8CX)  metric  tons  of  zinc  based  alloys 
were  produced  in  the  U.S.  That  is  approximately  20%  of  all  the  zinc  used  in  this  country. 
Although  there  are  only  18  of  us  independent  zinc  alloyers  in  the  United  States,  we  supplied 
90%  of  the  alloys  that  the  non-ferrous  casting  Industry  used  to  make  parts  for  domestic 
products    We  have  performed  this  function  since  the  end  of  World  War  II. 

There  is  a  dependence  upon  us  18  companies  for  specification  zinc  alloy  by  basic  U.S. 
industries  that  cannot  be  transferred  to  either  Canada  or  Mexico  because  of  the  intricacies- 
technical,  financial,  and  historical  supply-of  alloyer/casting  company  relationship.  But,  and 
it  is  a  large  but,  in  a  highly  competitive  market  place,  and  we  are  always  in  that  mode, 
sharply  lower  prices  can  always  displace  Intricate  relationships  in  Industry  between  supplier 
and  buyer. 

The  casting  Industry's  needs  are  long  term.  To  be  competitive  here  and  abroad  they  require 
continuous  and  up  to  date  transfer  of  technology  that  begins  with  alloyers'  research  into  new 
alloys  and  better  use  of  existing  alloys.  We  independent  alloyers  develop  and  provide  that 
technology.  It  Is  built  into  our  cost  structure  and  Into  our  price  of  alloys.  Mexican  alloy 
producers  are  not  as  advanced  technologically. 

In  the  long  run  lower  prices  purely  for  market  penetration  purposes  are  destructive  in  an 
historic  industry.  Particularly  in  recessions  and  slow  recovering  economies.  They  satisfy  a 
bottom  line  need  today,  and  perhaps  out  Into  the  short  and  medium  terms.  After  that  they 
have  destroyed  the  essence  of  sound  industry  by  diminishing  the  importance  of  good 
technology,  good  and  timely  shipments,  and  financial  reliability.  Ultimately,  lower  than  market 
prices  prove  to  be  a  false  boon  and  an  Irreversible  pattern  of  disfunction.  The  market  and 
the  industry  disappears. 

As  IZAA  has  testified  before  Congress,  the  International  Trade  Commission,  and  the  Trade 
Policy  Staff  Committee  on  many  occasions,  we  Independent  alloyers  must  rely  upon  special 
high  grade  zinc  supplies  from  other  countries  because  there  just  Isn't  enough  produced  in 
this  country  Many  of  the  foreign  zinc  smelters  from  whom  we  buy  also  produce  the  same 
zinc  alloy  that  we  18  produce.  If  there  had  been  no  support  for  the  zinc  alloy  industry  from 
Congress  for  the  past  three  decades,  there  would  not  t>e  such  a  domestic  industry.  We 
were  supported  because  we  were  in  needed  in  the  defense  industrial  base.  We  served  well 
and  our  reward  should  not  be  abandonment  by  our  government. 

Foreign  smelters  who  produce  zinc  alloy  or  can  turn  to  producing  zinc  alloy,  can  do  so  at 
far  less  cost  than  independent  alloyers.  We  alloyers  must  have  fi-ee  standing  plants, 
furnaces  and  all  their  attendant  equipment,  labor  and  administrative  staffs,  and  our  own 
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marketing  and  sales  operations. 

Smelters  can  move  zinc  within  their  existing  plants  to  make  alloy,  use  employees, 
administrative  personnel,  and  sales  and  marketing  staff  already  in  place  who  are  producing 
and  selling  zinc  in  other  forms.  Their  costs  for  making  and  selling,  zinc  alloy  are  less  than 
ours  and  they  could  ship  to  the  U.S.  and  substantially  undersell  us. 

Zinc  smelters  in  Mexico  and  alloyers  in  Mexico  have  advantageous  production  and  operating 
costs  below  ours  which  will  be  reflected  in  their  lower  prices  for  alloy  shipped  into  the  U.S. 
Our  fears  about  Mexico  are  ten  times  greater  than  they  were  with  respect  to  Canada  Mexico 
obtained  a  zero  duty  on  zinc  alloy  under  the  Andean  Agreement.  Consequently  there  will 
be  no  ten  year  phase  out  of  the  duty  between  the  US.  and  Mexico  as  there  is  between  the 
US  and  Canada.  As  soon  as  NAFTA  becomes  effective,  there  will  be  no  duty  on  zinc  alloy 
imports  from  Mexico  While  there  were  uncertainties  about  GSP  treatment,  it  did  expire  briefly 
earlier  this  year,  there  will  be  no  doubt  about  the  results  of  NAFTA  on  the  duty  on  zinc  alloy 
imports  from  Mexico  and  no  doubt  that  zinc  alloy  at  below  our  prices  mW  be  shipped  into  our 
markets. 

This  is  why  in  response  to  Chairman  Gibbons  expressed  interest  in  proposals  for  inclusion 
of  necessary  provisions  in  NAFTA,  we  ask  that  language  like  that  in  the  U.S./Canada  FTA 
be  included  in  NAFTA  and  we  respectfully  submit  the  language  as  Attachment  B. 

Ttiank  you. 
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Attachment  A 


U.S.-CANADA  FREE  TRADE  AGREEMENT 


2.       Administrative  Action 

(a)       Zinc  Alloy  Imports 

Under  Article  2003  of  the  Agreement,  either  party  may  take  measures  essential  to 
protect  its  national  security  interests  that  would  otherwise  be  inconsistent  with  the  Agreement. 
Article  2003  is  very  similar  to  the  national  security  exception  in  Article  XXI  of  the  GATT. 

During  consultations  concerning  legislation  to  implement  the  Agreement.  Congress 
requested  that  the  Administration  carefully  monitor  U.S.  imports  of  zinc  alloys  from  Canada 
once  the  Agreement  entered  into  force.  Congress  was  concerned: 

(1)  that  elimination  of  tariffs  on  zinc  alloys  over  ten  years  under  Article  401 
could  result  in  increased  imports  of  Canadian  zinc  alloys  and, 
consequently,  serious  injury  to  U.S.  producers  of  zinc  alloys;  and 

(2)  that  such  injury  could  in  turn  erode  the  U.S.  defense  industrial  base. 

The  Administration  notes  that  zinc  alloy  has  been  considered  an  import-sensitive 
material  with  defense  requirement  applications,  and  was  excepted  from  tariff  negotiations 
during  the  Tokyo  Round.  The  Executive  Branch  will  monitor  imports  of  zinc  alloys  from 
Canada  with  a  view  to  taking  any  action  consistent  with  the  Agreement,  including  Article 
2003,  and  U.S.  law.  Moreover,  the  Executive  Branch  will  consult  with  the  Congress 
concerning  any  developments  with  respect  to  imports  of  Canadian  zinc  alloys  that  are 
relevant  to  U.S.  national  security  interests." 
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Attachment  B 
PROPOSED  NAFTA  AGREEMENT 


Zinc  Alloy,  Casting  Grade  Zinc  Imports 

Under  the  Agreement,  as  under  the  national  security  exception  in  Article  XXI  of  the 
GATT,  either  party  may  take  measures  essential  to  protect  its  national  security  interests  that 
would  otherwise  be  inconsistent  with  the  Agreement. 

The  Administration  carefully  will  monitor  U.S.  imports  of  zinc  alloys  and  casting  grade 
zinc  from  Mexico  once  the  Agreement  enters  into  force.  If  the  elimination  of  tariffs  on  zinc 
alloys  or  casting  grade  zinc  under  the  Agreement  results  in  increased  imports  of  Mexican 
zinc  alloys  and/or  casting  grade  zinc  and,  causes  or  threatens  to  cause  serious  injury  to  U.S. 
producers  of  zinc  alloys  and  casting  grade  zinc,  and  in  turn  erodes  the  U.S.  defense 
industrial  base,  the  Executive  Branch  will  take  any  action  consistent  with  the  Agreement  and 
U.S.  law  to  rectify  this  circumstance.  Moreover,  the  Executive  Branch  will  consult  with  the 
Congress  concerning  any  developments  with  respect  to  imports  of  Mexican  zinc  alloys  and 
casting  grade  zinc  that  are  relevant  to  U.S.  national  security  interests. 

The  Administration  notes  that  zinc  alloy  has  been  considered  an  import-sensitive 
material  with  defense  requirements  applications,  and  was  accorded  a  separate  caveat  under 
Administrative  Action  in  the  U.S.  Canada  Free  Trade  Agreement. 
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Mrs.  Kennelly.  Mr.  King. 

STATEMENT  OF  CARL  KING,  PRESIDENT,  AMERICAN  CORN 
GROWERS  ASSOCIATION 

Mr.  King.  Yes,  ma'am,  Madam  Chairman,  thank  you  for  giving 
us  the  opportunity  to  testify  here  today  on  behalf  of  the  American 
Com  Growers. 

I  have  Ustened  to  a  lot  of  rhetoric  here  this  morning,  lots  of  testi- 
mony, a  lot  of  pros  and  cons.  We  have  been  following  this  NAFTA 
and  GATT  thing  now  for  about  8  years.  I  personally  went  to  a 
meeting  myself  when  they  sent  people  over  to  Geneva  and  Brus- 
sels. I  myself  went  to  Canada  and  spoke,  and  we  have — after  doing 
thorough  research  of  this  by  people  that  we  hired  as  experts,  we 
have  yet  to  find  an3rthing  that  would  help  the  American  producers. 

I  notice  they  never  mention  farmers  in  any  of  their  deals  with 
NAFTA.  Farmers  aren't  mentioned.  We  have  been  a  forgotten 
breed  for  a  long  time. 

American  Com  Growers  is  a  grower-only  organization  of  over 
10,000  com  farmers  in  25  States.  Our  goal  as  an  organization  is 
to  assist  the  com  growers  in  receiving  more  return  for  the  com 
they  produce,  not  to  keep  the  price  so  low  that  agriprocessors  and 
traders  can  make  higher  profits. 

Before  we  address  the  treaty  itself,  I  would  like  to  address  the 
bigger  picture  of  the  general  state  of  American  agriculture.  In  com, 
producers  in  the  Midwest  and  southwest  regions  of  the  country 
have  already  built  a  significant  export  market  of  com  to  Mexico, 
and  we  did  so  without  NAFTA. 

American  agricultural  exports  are  the  only  major  commodity  that 
helps  in  keeping  our  trade  deficit  down,  as  you  all  well  know,  but 
keeping  it  down  about  $9  or  $10  billion  a  month;  it  would  be  much 
worse  without  agriculture.  While  exports  are  a  help,  they  are  not 
the  answer  for  prosperity  in  American  agriculture,  and  even  a  wild- 
ly successful  NAFTA  will  not  change  the  fact  that  600,000  farmers 
have  gone  out  of  business  in  the  last  12  years,  many  of  them  com 
farmers. 

Exporting,  at  less  than  the  cost  of  production,  does  not  help  the 
farmer.  I  know  the  Chairman  this  morning,  Mr.  Gibbons,  kept 
pleading  for  somebody  to  tell  him  what  is  going  to  happen  if  we 
didn't  get  NAFTA.  Well,  my  question  to  you  would  be,  with  all  due 
respect  to  him,  is,  what  would  a  farmer  do  if  he  didn't  get  his  cost 
of  production  back?  Why  export  if  you  don't  get  the  money?  And  he 
don't  understand  that  apparently. 

But  there  are  a  lot  of  people  in  this  country  who  don't;  he  is  not 
by  himself.  And  we  don't  want  to  be  isolationist;  we  are  for  trade, 
but  we  are  for  fair  trade.  But  there  is  no  such  thing  in  our  book 
as  free  trade,  including — ^multinational  processors  is  who  this  could 
help. 

Supply  management  and  increased  loan  rates,  we  feel  like,  is  the 
answer.  It  doesn't  cost  taxpayers  one  penny;  and  I  would  like  to 
add  that  we  can  compete  on  a  level  playing  field  with  any  country 
in  the  world  if  we  have  got  a  level  playing  field.  We  haven't  had 
that  in  the  past  14  years,  so  we  are  due  for  a  change  on  that,  hope- 
fully, in  the  1995  farm  bill. 
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So  we  take  our  position  on  NAFTA,  stating  what  we,  as  an  orga- 
nization, have  urged  of  Congress  for  the  last  6  years:  The  only  solu- 
tion to  America's  crisis  in  com  production  is  to  establish  a  farmer- 
government  partnership  and  a  reasonable  supply  program  and  in- 
crease the  level  for  com  to  the  national  average  cost  of  production, 
plus  a  reasonable  profit,  around  10  percent,  and  save  the  Govern- 
ment billions  in  price  support  payments.  NAFTA  will  cure  little  or 
none  of  the  problems  in  com  processing. 

Having  established  the  real  issue,  let  us  now  address  NAFTA. 
ACG  supports  fair  trade  as  I  said,  not  free  trade.  All  this  NAFTA, 
too  much  of  it  has  been  done  behind  closed  doors.  Carla  Hills  and 
Yeutter  primarily,  under  the  Reagan-Bush  administrations.  I  feel 
like  so  much  of  this  has  been  done  behind  closed  doors  that  we  may 
refer  to  NAFTA  in  later  years  as  the  Great  Mushroom  Agreement, 
produced  in  the  dark  with  plenty  of  fertilizer. 

The  past  and  present  administrations  have  traveled  around  the 
globe  talking  about  the  various  advantages  of  free  trade  agree- 
ments. I  have  heard  it  here  today.  They  keep  referring  to  a  reloca- 
tion of  resources  that  will  occur  under  such  agreements. 

It  would  be  interesting  if  you  and  this  committee.  Madam  Chair- 
man, can  find  out  who  and  what  would  be  relocated.  It  is  my  inter- 
pretation that  this  means  farmers  and  other  workers.  I  am  not 
sure  we  all  wish  to  be  relocated. 

I  would  like  to  go  into  specific  areas  of  concern.  Section  22  in 
particular,  very  important,  gives  the  President  of  the  United  States 
the  authority  to  limit  farm  commodity  imports.  That  provision  is  in 
jeopardy  under  the  North  American  Free-Trade  Agreement.  We 
would  lose  several  of  our  most  successful  farm  programs — peanuts, 
sugar  and  tobacco  among  others.  We  heard  the  panel  before  this 
explain  that.  Secretary  Block  and  all  of  them  being  for  this  situa- 
tion on  sugar. 

There  is  no  issue  more  important  to  farmers  and  ranchers  than 
protection  of  section  22.  It  is  the  cornerstone  of  America's  ability 
to  establish  domestic  farm  policy. 

The  next  issue  I  would  like  to  address  is  the  compatibility  of 
NAFTA.  The  American  Com  Growers  has  vigorously  opposed  the 
U.S.  position  at  the  General  Agreement  on  Tariffs  and  Trade,  Uru- 
guay round  on  agriculture,  over  the  past  6  years  because  the  past 
administration  was  clearly  attempting  to  achieve  in  an  inter- 
national treaty  a  domestic  U.S.  agriculture  policy  that  Congress  did 
not  pass  in  1981,  1985  or  1990. 

GATT  is  nothing  more  than  an  end-around  approach  to  the 
phaseout  of  all  domestic  supports  for  U.S.  agriculture.  We  opposed 
that  approach  in  the  past  three  farm  bills,  and  we  still  oppose  it 
in  GATT,  NAFTA  or  any  other  constitutional  maneuvers  around 
the  elected  legislative  branch  of  our  government. 

NAFTA  has  scores  of  references  to  GATT  and  statements  that 
this  treaty  must  be  both  dependent  upon  GATT  and  interpreted  by 
the  final  GATT  treaty.  There  is  no  question  that  NAFTA  is  GATT 
dependent.  American  Com  Growers  Association  cannot  and  will  not 
support  the  NAFTA  pact  until  it  has  determined  exactly  and  pre- 
cisely what  is  in  the  GATT  pact,  as  well  as  the  relationship  of  the 
provisions  of  the  two  treaties. 


710 


Now  to  the  environment.  Many  people  were  stunned  by  a  court 
ruling  last  summer  which  stated  NAFTA  had  not  met  required  en- 
vironmental impact  documentation.  They  should  have  been  more 
stunned  by  the  fact  that  it  will  take  months  to  prepare  a  response 
to  the  court's  challenge  over  environmental  issues.  If  NAFTA  is  as 
environmentally  friendly  as  its  proponents  claim,  a  response  should 
have  been  ready  in  a  matter  of  hours  from  off-the-shelf  informa- 
tion. The  fact  is,  they  need  time  to  put  the  proper  spin  on  the  envi- 
ronmental consequences  to  satisfy  the  court. 

The  American  Com  Growers  Association  understands  that  farm- 
ers were  the  original  environmentalists,  and  if  allowed  to  earn  a 
living  on  the  land,  they  will  protect  the  land,  not  to  jeopardize  the 
authority  of  the  Nation  to  administer  environmental  protection  leg- 
islation deemed  "market-distorting"  by  some.  NAFTA  and  the  trade 
agreements  jeopardize  the  existence  of  those  friendly  farmers  who 
are  stewards  of  the  land. 

For  an  agreement  to  be  reached,  it  must  provide  the  same  rules 
for  all  countries.  The  American  public  is  not  going  to  back  away 
from  protection  of  soils,  streams,  lakes  and  groundwater.  I  am  not 
sure  we  are  ready  for  an  unelected  international  committee  to  en- 
force these  rules. 

Which  brings  us  to  the  issue  of  enforcement.  Who  decides  if  ev- 
eryone is  playing  by  the  rules?  Trade  complaints  through  the  years 
have  run  through  an  international  bureaucracy  so  complex  it 
makes  our  own  Federal  bureaucracy  seem  like  small  potatoes.  At 
least  each  of  you  must  answer  to  the  people  of  your  State  every  two 
years.  If  they  are  not  happy  with  the  job  you  are  doing,  they  can 
send  someone  else  to  represent  them  in  Washington.  On  the  other 
hand,  the  people  on  the  International  Trade  board  seem  unaccount- 
able for  their  actions,  as  I  am  yet  to  understand  to  whom  some  of 
these  international  trade  panels  and  commissions  must  answer. 

The  American  Com  Growers  represents  com  farmers,  of  course, 
but  unlike  many  national  commodity  organizations,  we  realize  our 
com  farmers  also  raise  other  commodities  if  they  are  properly  di- 
versified. We  raise  com;  we  raise  cotton,  com,  sugar  beets,  et 
cetera. 

We  also  participate  and  welcome  a  coalition  with  other  agricul- 
tural interests.  The  price  of  sugar  affects  the  price  of  com  sweeten- 
ers. This  is  what  you  heard  a  while  ago.  What  happens  in  one  com- 
modity program  many  times  affects  the  com  program.  There  are 
many  interlocking  scenarios  for  that  matter. 

I  can  go  on  and  on,  but  I  have  got  a  plane  to  catch  in  30  minutes. 
I  hope  I  make  it.  I  know  you  are  getting  tired  of  listening  to  all 
of  this,  and  I  could  go  for  three  or  four  pages.  Madam  Chairman, 
but  I  would  just  like  to  say  that  this  treaty  clearly  encourages  an 
increase  in  Mexican  sugar  production  to  the  point  of  overproduction 
and  exportation. 

You  heard  Secretary  Block  and  others  say  that  Mexico  could  not 
supply  the  sugar.  I  have  heard  this  from  other  congressmen,  my 
own  as  well.  We  know  that,  but  there  is  nothing  in  this  treaty — 
the  biggest  thing  that  hangs  it  up  is  section  22,  the  point  of  origin. 
If  there  is  no  point  of  origin — I  asked  the  Mexican  Ambassador  in 
San  Antonio  about  2  months  ago,  I  said,  "What  is  your  section  22; 
what  is  the  status?" 
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I  have  been  in  the  White  House  three  times  this  year  already 
just  on  NAFTA — never  got  anything  solved.  We  are  talking  about 
the  side  agreements,  but  there  wasn't  anything  in  there  to  favor 
agriculture.  They  told  me  it  was  a  holdover  from  people  from  the 
past  administration  that  wasn't  listening. 

But  to  get  back  to  the  real  facts  of  this  thing  on  sugar,  there  is 
nothing  to  keep  Mexico  from  being  a  brokerage  country  for  all  the 
sugar  in  Latin  America — and  all  over  South  America  for  that  mat- 
ter, including  Cuba — coming  right  into  the  United  States.  We  have 
got  a  sugar  plant  in  my  hometown  in  Texas,  producing  50,000 
bushels  of  com  a  day.  Holly  Sugar  has  a  sugar  beet  plant  20  miles 
south  of  there.  I  was  there  the  other  day  for  the  first  time  this 
year.  These  things  would  all  be  gone  within  a  few  short  years  if 
this  was  allowed  to  happen. 

I  guess  the  biggest  thing.  Madam  Chairman,  that  really  worries 
me — I  am  taking  this  off  the  top  of  my  head,  so  I  can  wind  up  in 
a  hurry — is  we  don't  have  any  control.  We  can't  come  up  here  to 
Congress  and  say,  hey,  we  don't  like  this  farm  bill,  we  don't  like 
these  provisions,  but  NAFTA  is  going  to  supersede  that.  We  are 
sa)dng  we  want  a  fair  trade  agreement;  scrap  the  thing  and  start 
over. 

I  have  told  them  this  in  the  White  House,  I  have  told  our  own 
congressmen  and  senators.  That  is  what  you  really  need  to  do. 

i^riprocessors,  yes,  they  are  going  to  make  some  bucks.  There 
are  a  lot  of  people.  But  you  have  heard  witnesses  up  here  today — 
they  are  not  just  agriculture — they  are  going  to  be  hurt,  and  they 
will  be  the  first  proponents  of  it,  but  they  don't  say  who  it  is. 

I  asked  this  Mexican  Ambassador — ^"Do  you  think,  you  know — 
perhaps  it  is  the  farmer,  because  you  never  have  mentioned  him — 
are  we  going  to  get  hurt?"  I  asked  him  that  question.  He  didn't  an- 
swer. I  doubt  if  he  knew. 

Most  people  in  this  country  don't  even  know  what  NAFTA 
means,  and  I  am  not  saying  I  am  the  smartest  guy  in  the  world. 
I  have  been  coming  up  here  for  30  years.  That  don't  make  me 
smart,  but  I  have  sure  got  a  lot  of  experience.  I  am  telling  you,  I 
know  what  this  is  all  about  when  it  comes  to  agriculture.  It  is  no 
good. 

We  advise  you  and  this  committee  to  take  a  long,  hard  look  be- 
fore you  vote  yes  on  it.  I  am  ready  to  start  over,  and  I  will  cooper- 
ate with  any  committee  in  Washington  to  see  that  we  get  a  fair 
shake. 

We  are  for  trade.  We  send  com  to  Mexico  on  a  weekly,  monthly 
basis.  There  is  no  problem  shipping  com  over  there.  Highest  paid 
com  in  the  world  out  there  in  Texas.  Frito  Lay,  we  raise  for  them, 
we  raise  for  Azteca,  which  is  a  Mexican  outfit.  They  buy  com. 
There  is  no  problem  with  trade  with  Mexico. 

Everybody  gets  worried,  what  is  going  to  happen  if  we  don't  get 
NAFTA.  Hell,  what  happened  before  and  after?  We  are  still  here, 
and  it  will  keep  on  going.  We  can  work  things  around. 

I  will  shut  up. 

[The  prepared  statement  follows:] 


712 


STATEMENT  OF  CARL  KING, 
PRESroENT,  AMERICAN  CORN  GROWERS  ASSOCIATION 

Mr.  Chairman,  members  of  the  subcommittee,  you  are  providing  agriculture 
and  this  nation  a  great  service  by  holding  this  hearing.  There  is  a  desperate 
need  to  understand  what  impact  the  North  American  Free  Trade  Agreement 
(NAFTA)  will  have  on  the  different  sectors  of  the  U.S.  agricultural  economy. 

The  American  Com  Growers  Association  is  a  grower-only  organization  of 
over  10,000  com  growers  in  25  states.  Our  goal  as  an  organization  is  to  assist 
the  com  growers  in  receiving  more  return  for  the  com  they  produce.  Our  goal 
as  a  national  organization  representing  com  growers  is  not  to  keep  the  prices 
low  in  ordo"  to  allow  the  agriprocessors  and  traders  higher  profits. 

Exports  are  an  important  part  of  the  income  pichire  of  farmers  and  ranchers 
m  this  country,  especially  com  producers,  but' our  domestic  markets  are  also 
important.  Com  producers  in  the  Midwest  and  Southwest  region  of  this 
country  have  already  built  a  significant  export  market  of  com  to  Mexico,  and  we 
did  so  without  NAFTA. 

Agriculture  exports  from  the  U.S.  are  the  one  major  sector  that  keeps  our 
trade  deficit  from  escalating  as  rapidly  as  our  budget  deficit.  Exports  are 
important,  but  exports  are  too  often  presented  as  some  kind  of  magic  elixir 
peddled  by  snake  oil  salesmen  to  cure  all  that  is  wrong  with  agriculture. 
Exports  are  not  the  answer  to  achieving  prosperity  in  America's  production 
agriculture  sector.  Exporting  anything  at  a  price  below  the  cost  of  production 
does  not  help  the  producer,  be  they  farmers  or  manufacturers.  Exporting  com 
at  $2.00  per  bushel  as  we  are  doing  today  does  not  benefit  U.S.  com  farmers,  it 
only  subsidizes  the  multinational  processors.  That  is  why  the  American  Com 
Growers  Association  has  always  opposed  the  export  enhancement  program. 
EEP,  simply  stated,  is  an  income  transfer  from  taxpayers,  either  in  cash  or 
commodity,  to  large,  very  wealthy  agriprocessors.  Using  EEP  to  export  corn 
for  $2.00  per  bushel  or  less  is  absolutely  outrageous. 

Many  of  you  who  know  me  realize  1  will  not  allow  this  opportunity  to  pass 
without  pointing  out  again  that  agriculture  jjolicy  which  links  proper  supply 
management  with  adequate  support  rates  is  the  only  viable  approach  to 
achieving  prosperity  in  rural  America.  Such  a  system  will  require  1) 
establishment  of  a  farmer-go vem men t  partnership  in  a  reasonable  supply 
management  program  and  2)  increased  Commodity  Credit  Corporation  loan 
rates  for  all  storable  commodities  which  reflect  the  national  cost-of-production 
plus  a  reasonable  profit 

The  members  of  the  American  Com  Growers  Association  hope  that  this 
hearing  will  bring  some  of  what  is  being  proposed  in  NAFTA  into  the  light  of 
day.  Too  much  of  the  NAFTA  negotiations  have  been  made  behind  closed 
doors.  So  much  so  that  history  may  refer  to  NAFTA  in  latter  years  as  the  great 
mushroom  agreement  -  jMrxluced  in  the  dark  with  plenty  of fenilizer. 

The  U.S.  Trade  Representative  officials  of  past  and  present  administrations 
have  traveled  the  globe  talking  about  the  great  advantages  of  various  free  trade 
agreements.  They  keep  referring  to  a  "reallocation  of  resources"  that  will  occur 
unda-  such  agreements.  We  would  be  interested  if  you  and  your  committee  can 
find  out  who  and  what  will  be  reallocated.  It  is  my  interpretation  that  resources 
in  their  vocabulary  means  fanners  and  other  workers.  I  am  not  sure  we  all  wish 
to  be  reallocated,  but  the  message  we  keep  getting  sounds  a  lot  like,  "We're 
from  the  government,  just  trust  us'!  I  would  like  to  go  into  some  specific  areas 
ofc 


COST 

With  the  President's  and  Congress'  budget  packages  being  debated  as  we 
speak  today,  we  here  must  address  the  issue  of  the  potential  cost  of  the  pact  on 
the  federal  budget  In  a  New  York  Times  article  last  summer,  estimate  range  up 
to  $40  billion  in  lost  tariff  revenue,  benefits  for  U.S.  workers  who  will  be 
unemployed  as  a  result  of  new  competition  ft-om  Mexican  Factories  and 
infrastructure  requirements  to  carry  the  additional  traffic.  The  Congressional 
Budget  Office  last  week  released  figures  that  NAFTA  will  cost  up  to  $3  billion 
in  lost  tariff  revenue  alone. 

We  in  agriculture  have  great  cause  for  concem  with  revenue  losses  such  as 
these.  Coupled  with  the  pay-as-you-go  budget  agreement  of  last  session  and 
the  ever  popular  Gramm-Rudman  requirements,  revenue  reductions  mean 
^>ending  reductions.  Maybe  it's  an  alphabetical  thing,  but  it  seems  as  if  every 
time  Washington  is  fcnt«d  to  break  out  the  budget  axe,  agriculture  takes  the  first 
blow.  I  am  here  to  tell  you  that  until  we  pass  sensible,  no-cost  farm  legislation 
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which  insures  fair  prices  to  producers,  we  in  agriculture  cannot  endure  no  more 
swings  by  the  budget  axe. 

SECTION  22 

Section  22  gives  the  President  of  the  United  States  the  authority  to  limit  farm 
commodity  imports.  That  provision  is  in  jeopardy  under  a  North  American 
Free  Trade  Agreement  We  would  lose  several  of  our  most  successful  farm 
programs.  Quotas  on  peanuts,  dairy,  sugar  and  tobacco,  among  others,  would 
be  removed.  There  is  no  issue  of  more  importance  to  farmers  and  ranchers  than 
protection  of  Section  22.  It  is  the  cornerstone  of  America's  ability  to  establish 
domestic  farm  policy. 

LOSS  OF  MARKET  SHARE 

Com  fanners  are  very  concerned  about  the  economic  health  of  one  of  our 
best  customer  countries  -  The  United  States  of  America.  Our  domestic  market 
is  our  largest  and  best  customer.  A  healthy  domestic  economy  means 
customers  for  U.S.  produced  food.  That  economy  will  not  be  helped  in  trading 
good  paying  manufacturing  jobs  for  minimum  wage  level  service  sector 
employment 

Proponents  of  NAFTA  fail  to  recognize  the  serious  reality  of  the  loss  of 
market  share  the  pact  will  bring  about  We  as  com  fanners  stand  to  lose  market 
share  in  our  greatest  market  here  at  home.  We  do  sell  quite  a  lot  of  our 
production  as  food  grain  processed  into  breakfast  cereals,  snack  chips,  meal, 
etc.,  but  the  majority  of  our  production  is  sold  in  the  meat  counter.  There  is  a 
serious  threat  that  with  rising  imports  of  meat,  demand  by  our  domestic  feed 
lots  will  weaken. 

An  even  greater  threat  comes  in  the  area  of  consumer  confidence.  In  today's 
retail  marketplace,  perceived  food  safety  concerns,  whether  warranted  or 
unfounded,  are  reality  to  those  who  spaid  their  hard  earned  dollars  at  the  check- 
out counter  of  the  local  supermarket  or  under  those  Golden  Arches.  Rumors  of 
inadequate  food  safety  cuts  consumption  of  both  imported  and  domestic 
production.  We  all  remember  what  the  the  pesticide  scare  of  a  few  years  ago 
did  to  apple  consumption,  but  what  has  the  unfortunate  deaths  of  children  who 
consumed  tainted  beef  last  winter  done  to  consumer  confidence  in  our  meat 
inspection?  Congressional  testimony  of  a  25  year  veteran  Import  Meat 
Inspector  of  the  USDA  Food  Safety  Inspection  Service  lays  the  possible  blame 
of  the  tragedy  at  the  Canadian  Free  Trade  Agreement.  Because  of  that 
agreement,  Australian  beef  is  allowed  to  be  transshipped  through  Canada  into 
the  U.S.  without  inspection.  Coupled  with  a  USDA  ruling  last  summer  which 
canceled  the  prohibition  on  imports  of  ground  meat,  we  are  now  importing 
uninspected  meat  of  unknown  species.  We  are  very  concerned  that  NAFTA 
will  expand  this  problem  and  we  as  com  producers  will  pay  for  it  in  the  end. 

GATT 

The  American  Com  Growers  Association  has  vigorously  opposed  the  U.S. 
position  at  the  General  Agreement  on  Tariffs  and  Trade  Uruguay  Round  on 
Agriculture  over  the  past  six  years  because  the  past  Administration  was  clearly 
attempting  to  achieve  in  an  international  treaty  a  domestic  U.S.  agriculture 
policy  that  Congress  did  not  pass  in  1981,  1985  or  1990.  GATT  is  nothing 
more  than  an  end-around  approach  to  the  phase-out  of  all  domestic  supports  for 
U.S.  agriculture.  We  opposed  that  approach  in  the  past  three  farm  bills  and  we 
still  oppose  it  in  GATT,  NAFTA  or  any  other  constitutional  maneuvers  around 
the  elected  legislative  branch  of  our  government 

NAFTA  has  scores  of  references  to  GATT,  and  statements  that  this  treaty 
must  be  both  dependent  upon  GATT  and  interpreted  by  the  final  GATT  treaty. 
There  is  no  question  that  NAFTA  is  GATT  dependent  American  Com 
Growers  Association  cannot  and  will  not  support  the  NAFTA  pact  until  it  is 
determined  exactly  and  precisely  what  is  included  in  the  GATT  pact  as  well  as 
the  relationship  of  the  provisions  of  the  two  treaties. 

ENVIRONMENT 

Many  people  were  stunned  by  a  court  ruling  last  summer  which  stated 
NAFTA  has  not  met  required  environmental  impact  documentation.  They 
should  have  been  more  stunned  by  the  fact  that  it  will  take  months  to  prepare  a 
response  to  the  court's  challenge  over  environmental  issues.  If  NAFTA  is  as 
environmentally  friendly  as  its  proponents  have  claimed,  a  response  should 
have  been  ready  in  a  matter  of  hours  from  off-the-shelf  information.  The  fact 
is,  they  need  time  to  put  the  proper  spin  on  the  environmental  consequences  to 
satisfy  the  court. 
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In  many  countries  there  is  often  a  battle  between  environmental  groups  and 
agriculture  interests.  The  choices  sometimes  seem  to  come  down  between 
preserving  the  environment  or  making  a  living,  with  the  environment  coming 
out  on  the  short  end  of  the  deal  too  many  times. 

We,  in  this  country,  have  established  certain  priorities  along  those  lines  and 
have  determined  that  preserving  our  natural  resources  is  in  the  public  interest. 
Our  members  understand  that  farmers  were  the  original  environmentalist,  and  if 
allowed  to  earn  a  living  on  the  land,  they  will  protect  the  land.  NAFTA 
jeopardizes  the  authority  of  this  nation  to  administer  environmental  jKotection 
legislation,  deemed  'market  distorting'  by  some.  A  good  case-in-point  was  the 
tuna/dolphins  episodie  of  a  few  years  ago.  NAFTA  and  like  trade  agreements 
jeopardizes  the  dolphins  and  also  jeopardizes  the  existence  those  familv  farmen 
who  are  the  stewards  of  the  land. 

We  are  sympathetic  with  the  budget  problem  Mexico  has  with  requirements 
to  meet  U.S.  standards  on  environmental  protection  as  well  as  food  safety,  but 
we  cannot  waiver  on  these  demands.  Congress  must  insure,  through  separate 
legislation  if  necessary,  that  U.S.  and  Canadian  standards  be  meet  by  Mexico. 
The  agreement  reached  must  provide  the  same  rules  for  aU  countries.  The 
American  public  is  not  going  to  back  away  from  protection  of  soil,  streams, 
lakes  and  ground  water.  I  am  not  sure  we  are  ready  for  an  unelected 
international  committee  to  enforce  these  rules.  That  brings  us  to  another  issue, 
enforcement 

ENFORCEMENT 

Who  decides  if  everyone  is  playing  by  the  rules?  Past  actions  of  the 
International  Trade  Commission  on  C^adian  pork  dumping,  where  a  clear 
decision  of  unfair  trade  practices  was  overturned  by  the  bilateral  trade  panel,  is 
representative  of  what  has  happened  through  the  years  on  these  kinds  of  cases. 
Will  Rogers  once  stated  that  our  foreign  policy  was  an  open  book...most  often 
an  open  check  book. 

Trade  complaints  through  the  years  have  run  through  an  international 
bureaucracy  so  complex  that  it  makes  own  federal  bureaucracy  seem  like  small 
potatoes.  Even  though  I  have  been  known  to  complain  about  actions,  or  non- 
actions of  Congress,  at  least  each  of  you  must  answer  to  the  people  of  your 
state  each  six  years.  If  they  are  not  happy  with  the  jobs  you  are  doing,  they  can 
send  someone  else  to  represent  them  in  Washington.  On  the  other  hand,  the 
people  on  the  international  trade  boards  seem  unaccountable  for  their  actions  as 
I  am  yet  to  understand  to  whom  some  of  these  international  trade  panels  and 
commissions  must  answer. 

OTHER  COMMODITIES 

The  American  Com  Growers  Association  represents  com  farmers  of  course, 
but  unlike  many  national  commodity  organizations,  we  realize  that  our  com 
farmers  also  raise  other  commodities  if  they  are  properly  diversified.  We  don't 
just  raise  com.  Our  members  also  raise  cotton,  peanuts,  sugar  beets,  etc.  We 
also  participate  and  wdcome  coahtions  with  other  agriculture  intsesL  The  price 
of  sugar  affects  the  price  of  com  sweetener.  What  happens  to  one  commodities 
program  many  times  affects  the  com  program.  There  are  many  other 
interlocking  scenarios  involving  com  and  other  commodities.  We  are  therefore 
very  concerned  with  the  impact  NAFTA  will  have  on  other  commodities  and  I 
would  like  to  list  a  few. 

Sugar  -  We  are  concerned  about  the  impact  of  NAFTA  on  sugar  for  two 
major  reasons.  Inrst,  the  treaty  cleariy  encourages  an  increase  in  Mexican  sugar 
production  to  the  point  of  over  production  and  exportation.  NAFTA  tten 
rewards  Mexico  with  tariff  considerations  when  that  level  of  production  is 
reached.  While  that  is  not  all  bad,  our  second  point  of  concern  is  that  the  sugar 
positions  of  NAFTA  must  be  compatible  with  GATT  and,  as  stated  eartier  in 
this  testimony,  NAFTA  and  GATT  threaten  the  ability  to  set  domestic  farm 
policy  with  Section  22.  NAFTA  incentives  for  Mexican  sugar  imports  coupled 
with  no  Section  22  to  protect  U.S.  producers  adds  iq>  to  a  double  whammy  for 
U.S.  su 


I^anuts  -  The  Peanut  Program  stands  out  as  one  of  the  most  effective  and 
efficient  farm  program  we  have  on  the  books.  It  provides  a  good  return  to 
farmers,  a  good  product  at  a  reasonable  price  to  consumers,  and  has  no  cost  to 
the  taxpayer.  That  combination  is  tough  to  beat  We  are  being  ask  to  give  this 
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up  to  pay  proper  worship  to  the  "god  of  FREE  TRADE".  Fair  trade  sounds  a 
lot  more  r^listic  than  fiee  trade. 

Cotton  -  The  textile  industry  is  on  the  ropes  in  this  country  and  going  down 
for  the  count  If  any  members  of  this  committee  have  textile  plants  in  your 
state,  or  if  fanners  and  ranchers  in  your  state  produce  cotton  or  even  wool  for 
that  matter,  1  recommend  you  take  a  long  hard  look  at  NAFTA  .  You  may  be 
saying  goodbye  to  that  segment  of  the  economy.  According  to  one  study  done 
by  the  American  Textile  Manufacturer's  Institute,  if  the  textile  proposal  that  is 
on  the  table  today  was  to  be  adopted,  the  U.S.  would  lose  two  thirds  of  its 
current  domestic  production  of  textiles  and  apparel,  and  1.4  million  jobs  out  of 
a  present  total  of  1.7  million.  That  is  a  lot  of  jobs  and  a  lost  market  for  our 
cotton  producers. 

COUNTRY  OF  ORIGIN 

Some  of  the  most  important  safeguards  that  NAFTA  must  provide  are 
strident  "Country  of  Origin"  provisions.  As  com  growers,  we  are  concerned 
about  whether  this  treaty  is  just  with  Mexico  and  Canada,  or  indeed  with  all  of 
the  world.  I  have  already  discused  the  problem  with  the  Canadian  Free  Trade 
Agreement  as  it  relates  to  Australian  meat.  We  note  that  while  the  general 
provisions  in  the  pact  seem  tough  at  first  glance,  but  there  are  over  40  pages  of 
exceptions  and  formulas.  Is  barter  allowed  between  Argentina  and  Mexico  on 
com?  Can  Cuban  sugar  be  imported  into  Mexico,  transformed  within  the  legal 
provisions  of  NAFTA,  and  shipped  to  the  U.S.?  Why  ha?  Canada  exempted 
themselves  from  so  many  of  the  origin  provisions?  Will  GATT  have  even 
softer  origin  requirements,  and  will  those  provisions  jwevail? 

In  conclusion,  let  us  say,  we  want  the  oppwtunity  to  expand  markets,  but 
what  is  being  proposed  will  have  the  effect  of  forcing  us  to  fight  for  our  own 
domestic  markets.  We  appreciate  the  opportunity  to  introduce  our  statement 
before  your  committee  today,  and  look  forward  to  working  with  all  of  you  on 
this  issue. 
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Mrs.  Kennelly.  Mr.  King,  let  me  ask  you  a  question. 

We  heard  testimony  from  a  former  Agriculture  Secretary  who 
said  he  had  nine  Agriculture  Secretaries  agree  with  him.  How  does 
someone  like  me  answer  that? 

Mr.  King.  There  are  a  lot  of  them  that  aren't  too  smart,  and  Jack 
Block  and  I  are  good  friends  and  we  have  never — I  told  him  awhile 
ago,  I  said,  One  of  these  days  we  are  going  to  see  eye  to  eye  on 
a  lot  of  things.  He  says,  we  see  eye  to  eye  on  a  lot  of  things.  I  said, 
but  on  this,  we  sure  don't. 

Let  me  say  this  to  answer  your  question  as  briefly  as  I  can.  I 
have  close  friends  who  say,  what  is  wrong  with  you?  I  don't  think 
they  have  studied  it.  I  think  they  think  when  you  mention  trade, 
that  is  the  greatest  thing  in  the  world.  You  mention  that  to  the 
American  public — ^yes,  we  are  for  trade,  but  they  don't  know  the  de- 
tails of  it  or  what  they  are  going  to  do  to  them.  And  I  don't  think 
that  Bergland  or  Block  or  even  you  going  back  to  all  those  Sec- 
retaries of  Agriculture — and  my  experience  has  been,  dealing  with 
the  USDA  all  these  years,  is  that  their  staff  knows  a  whole  lot 
more  about  what  is  going  on  in  agriculture  than  they  do. 

And  Jack  Block,  for  example,  represents  grocer  people,  and  natu- 
rally they  want  to  trade.  It  is  going  to  be  an  advantage  to  them. 
I  can  see  that.  I  can  see  where  all  these  other  Secretaries  went  into 
other  fields,  most  of  them  did,  and  as  far  as  a  few  of  them,  they 
were  always  for  fence-row-to-fence-row  planting  and  opening — ^that 
is  what  got  us  in  trouble  in  agriculture:  Exports  were  the  answer — 
but  it  wasn't.  We  end  up  with  cheap  com. 

You  are  selling  $2  com  right  now;  no  way  a  farmer  can  make  any 
money.  That  is  why  we  have  lost  600,000  already. 

So  I  am  saying,  we  have  a  strong  domestic  farm  policy,  and  start 
over  and  let's  not  go  about  it  like  the  Europeans,  for  example,  like 
the  French,  for  example,  with  $8  a  bushel  of  com.  That  is  like  get- 
ting two  strikes  against  you  before  you  ever  get  there. 

So  it  just — ^they  just  don't  understand,  and  I  am  not  saying  I  am 
smarter  than  they  are,  but  on  this  particular  subject,  I  think  I  am. 

Mrs.  Kennelly.  Thank  you,  Mr.  King.  And,  Mr.  King,  if  you 
really  have  that  plane  to  catch,  I  would  suggest  you  feel  free  to 
leave  to  get  it  because  the  traffic  gets  bad  as  the  day  goes  on. 

Mr.  King.  I  didn't  understand  you. 

Mrs.  Kennelly.  If  you  would  like  to  leave  now  to  get  that  plane, 
please  do. 

Mr.  King.  I  would  appreciate  it.  Get  me  talking,  I  miss  my  own 
plane.  Thank  you  very  much. 

There  is  one  other  thing  in  this  summary  that  I  forgot  to  men- 
tion that  I  had  gone  forward  to.  It  is  interesting  to  note,  little  nota- 
tion, that  of  the  2,000-plus  pages  of  NAFTA,  over  700  pages  deal 
with  U.S.  financial  and  banking  materials.  I  thought  you  might  no- 
tice that. 

Mrs.  I^nnelly.  I  have  looked  at  it. 

Mr.  King.  Thank  you  very  much. 

Mrs.  Kennelly.  Thank  you,  sir. 

The  next,  Mr.  William  Libman,  secretary/treasurer  of  The 
Libman  Co.,  Areola,  IL.  This  is  the  Broomcom  Broom  Industry. 

Mr.  Libman. 
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STATEMENT  OF  WILLIAM  LIBMAN,  SECRETARY/TREASURER, 
THE  LIBMAN  CO.,  ARCOLA,  IL,  ON  BEHALF  OF  THE  U.S. 
BROOMCORN  BROOM  INDUSTRY 

Mr.  LiBMAN.  Thank  you,  Madam  Chairman.  The  constituency 
that  I  represent  are  the  owners  of  approximately  120  broom  manu- 
facturers in  the  United  States  and  the  employees  who  work  for 
these  companies.  I  feel  that  I  am  speaking  for  the  current  workers 
rather  than  the  future  workers  that  will  benefit  under  NAFTA  at 
some  point  in  the  future. 

Now,  broomcorn  is  a  very  specialized  commodity,  and  I  brought 
two  strands  to  show  you  what  it  looks  like.  It  is  a  sorghum  which 
was  raised  in  the  United  States  from  1790  until  approximately 
1965.  The  crop  is  very  labor  intensive;  its  move  to  Mexico  is  pri- 
marily because  it  is  very  labor  intensive  to  harvest. 

We  are  working  with  the  University  of  Illinois,  through  the  in- 
dustry, to  bring  broomcorn  back  to  the  United  States.  During  the 
1950s,  as  much  as  400,000  acres  of  American  land  was  raised  in 
broomcorn,  and  it  is  a  high  cash  value  crop,  and  it  was  raised  in 
Illinois — many  of  the  western  states,  Texas,  Oklahoma,  all  over. 

The  reason,  as  I  indicated,  why  it  is  now  in  Mexico  is  because 
we  do  not  have  a  variety  of  broomcorn  that  can  be  mechanically 
harvested.  It  has  to  be  harvested  manually.  Now,  we  are  very  close 
to  developing  a  mechanized  variety  of  broomcorn  which  would  be 
adaptable  to  mechanical  harvesting,  but  we  feel  that  we  are  ap- 
proximately five  years  from  the  present  time  in  obtaining  this. 

It  is  very  difficult  to  develop  a  variety  hybrid  of  an  agricultural 
product.  You  just  can't  press  a  button  like  on  a  machine.  It  sets  up 
and  takes  many  years. 

Now,  what  we  are  talking  about  in  the  NAFTA,  as  we  see  it,  is 
the  virtual  integration  of  Mexico  into  the  United  States.  Now,  our 
feeling  is  that  when  we  have  a  dissimilar  economy  such  as  Mexico's 
with  a  standard  of  living  between  one-seventh  and  one-tenth  of  the 
United  States,  that  it  presents  unbelievable  problems. 

Now,  the  American  people  need  to  understand  that  what  they 
are  talking  about  is  in  effect  creating  the  51st  State  to  the  United 
States;  and  granted,  it  is  approximately  80  million  people,  but  this 
agreement  will  result  in  an  open  border  with  unrestricted  move- 
ment of  materials,  goods  and  services  within  a  15-year  period. 

Now,  I  am  not  a  trade  expert.  I  am  a  manufacturer,  and  I  need 
to  address  several  things  in  this  open  border  treaty  which  the 
American  people  need  to  know.  One  is  that  after  the  transition  of 
the  duties  take  place — and  in  the  broom  category  it  is  an  11-year 
reduction  in  the  duty;  the  current  duty  is  32  percent,  and  the  32 
percent  references  the  differential,  the  cost  of  production  between 
Mexican-sourced  goods  and  American-sourced  goods,  and  after  the 
32  percent  duty  is  eliminated  after  11  years,  if  the  American  indus- 
try— and  it  is  not  just  the  broom  industry.  It  could  be  any  industry. 
It  could  be  the  glass  industry,  you  name  it. 

If  we  do — in  a  bilateral  negotiation  under  801,  if  the  United 
States  does  not  have  permission  from  Mexico  to  launch  an  inves- 
tigation, from  what  I  can  tell,  the  United  States  is  somewhat  ham- 
strung and  cannot  help  a  domestic  industry  from  virtual  elimi- 
nation. 
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We  feel  that  it  is  grossly  unfair  to  put  any  American  industry  in 
jeopardy  of  being  wiped  out.  The  broom  industry  and  other  indus- 
tries in  this  country  feel  that  there  should  not  be  100  percent  of 
the  goods  imported.  There  should  always  be  some  local  production 
in  this  country. 

Now,  we  cannot  predict  what  is  going  to  happen  in  10  or  11 
years.  Ten  years  ago,  in  this  very  building,  we  heard  members  of 
a  former  administration  say  that  by  cutting  taxes,  which  this  com- 
mittee was  very  responsible  for,  would  result  in  increased  invest- 
ment and  reduced  deficit  at  the  Federal  level.  What  we — ^but  we 
know  now,  in  retrospect,  it  was  not  to  happen.  It  was  made  in 
never-never  land,  this  analysis. 

Now,  with  the  NAFTA,  I  have  been  here  all  day  and  we  have 
heard  the  chairman  of  Enron  present  an  eloquent  case  for  the 
NAFTA  and  many  other  large  companies,  small  companies,  the 
benefits.  But  these  are  future  benefits,  and  as  what  happened  10 
years  ago  with  the  Federal  deficit,  anybody  can  get  up  and  say  in 
the  year  2005  we  are  going  to  create  1  million  jobs  or  5  million 
jobs.  We  don't  know. 

Now,  the  problem  that  this  industry,  the  broom  industry,  has  is 
that  under  this  section  801,  if  Mexico  does  not  improve — now,  we 
hope  that  Mexico  improves — if  their  wages  and  standard  of  living 
over  the  next  11  years  do  not  improve  to  an  acceptable  level,  we 
simply  will  not  be  able  to  compete  on  anything  near  approaching 
a  level  playing  field. 

Now,  if  you  had  10  silver  dollars  in  your  right  hand  and  one  sil- 
ver dollar  in  your  left  hand,  that  is  not  what  I  would  consider  a 
level  playing  field.  That  is  what  we  are  presently  faced  with.  If  in 
10  years  or  11  years  or  15  years  it  hasn't  improved,  or  let's  say  it 
has  marginally  improved,  what  can  we  do  as  an  industry  or  what 
can  other  industries  do  when  faced  with — ^basically  run  out  of  busi- 
ness, if  the  Congress  is  forbidden  from  giving  any  relief  because  of 
the  very  provisions  in  the  NAFTA  which  require  Mexico's  permis- 
sion to  give  relief  under  the  import  surge  protection. 

I  would  also  like  to  tell  the  American  people  that  under  the  im- 
port surge  protection,  if  an  American  industry  files  a  complaint 
with  the  International  Trade  Commission,  and  let's  say  in  five 
years  XYZ  industry  is  being  harmed  from  Mexican  imports  because 
of  NAFTA,  an  investigation  is  launched,  and  the  American  indus- 
try wins,  the  United  States  Government  assesses  a  duty  on  Mexi- 
can goods  in  that  industry  to  protect  the  domestic  United  States  in- 
dustry. The  United  States  of  America  has  to  compensate  Mexico  for 
an  equivalent  amount,  basically  dollar  for  dollar,  like  amount. 

Now,  I  am  not  an  expert  in  trade 

Mrs.  Kennelly.  Keep  going. 

Mr.  LiBMAN.  I  am  not  an  expert  in  trade,  but  it  seems  somewhat 
like  robbing  Peter  to  pay  Paul  if  you  have  to  take  from  your  right 
hand  to  pay  your  left  hand.  If  our  industry  receives  relief  in  the 
year  2000  because  we  are  being  inundated  with  cheap  exports  from 
Mexico  and  we  get  relief,  our  own  Government  has  to  compensate 
Mexico  for  a  like  dollar  amount. 

So  we  feel  that  it  would  be  very  difficult  to  get  any  relief  in  the 
event  that  that  might  happen,  so  there  are  a  number  of  problems 
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that  we  have  with  the  NAFTA.  First  and  foremost  is  the  major  dis- 
crepancy in  the  standard  of  living,  No.  1. 

No.  2,  we  have  no  guarantees  from  anybody  that  that  standard 
of  living  will  improve.  Not  one  person  that  I  have  listened  to  has 
said  that  Mexico  will  achieve  50  percent  wage  parity  with  the  Unit- 
ed States  in  10  years,  15  years,  or  even  30  years. 

All  we  are  hearing  is  the  benefit  of  free  trade  without  the  real- 
ization that  what  is  really  going  to  determine  the  long-term  impact 
is  how  industry  acts,  businessmen  act,  and  I — if  there  is  one  thing 
I  do  know,  it  is  how  a  businessman  acts,  because  I  am  a  business- 
man, and  a  businessman  will  go  more  than  likely  to  the  lowest  cost 
place  that  he  can  to  buy  the  raw  material. 

And  if  you  look  at  the  balance  of  payments  to  the  United  States 
in  the  last  15  years,  we  have  been  running  continual  deficits, 
month  after  month.  The  only  time,  if  I  am  not  mistaken,  when  we 
ran  a  surplus  is  during  the  Gulf  War  when  America  received  com- 
pensation from  the  Persian  Gulf  countries.  Other  than  that,  we 
have  been  running  huge  balance-of-payment  deficits  and  that,  from 
what  I  have  been  able  to  tell,  obviously,  we  are  buying  more  than 
we  are  selling. 

And  a  lot  of  that  is  due  to  American  companies  moving  jobs  off- 
shore— moving  jobs  to  Asia,  moving  jobs  to  countries  that  pay  their 
help  as  little  as  15  cents  an  hour.  And  if  the  President  which 
speaks  of  a  level  pla5dng  field  feels  that  this  is  a  level  playing  field, 
and  if  the  American  people  feel  that  a  l-to-7  or  1-to-lO  advantage 
in  the  opponent's  favor  is  a  level  playing  field,  then  the  Congress 
should  vote  for  the  agreement. 

We  feel  that  that  is  not  a  level  playing  field  and  it  is  unfair  com- 
petition. It  is  an  unfair  comparable  social  advantage. 

I  would  like  to  ask  you  or  anybody  else  in  this  room,  you  have 
a  country  along  the  Rio  Grande,  thousands  of  miles  of  border.  How 
is  it  that  in  1993  their  wages  are  one-seventh  or  one-tenth  or  what- 
ever it  is  of  the  wages  on  the  other  side  of  the  river?  And  that  is 
what  the  broom  industry  is  faced  with,  to  compete,  and  that  is 
what  the  average  American  working  person  is  faced  with,  to  com- 
pete. 

You  have  a  river.  On  one  side  you  have  a  standard  of  living 
which  is  between  7  to  10  times  of  the  other  side  of  the  river. 

I  am  not  saying  we  should  have  a  closed  border,  but  this  agree- 
ment needs  to  be  renegotiated.  There  needs  to  be  some  common 
sense  put  into  it.  It  needs  to  be  renegotiated  on  the  basis,  what  if 
it  doesn't  work  out.  What  if  Mexico  doesn't  come  up  to  50  percent 
of  our  wages  in  10  years  or  15  years?  What  if  they  devalue  the  peso 
next  year  or  in  five  years? 

There  are  too  many  factors  this  agreement  hasn't  thought  out 
and  everything  is  nebulous  and  it  is  on  a  wish-wish — I  have  heard 
numerous  times  this  agreement  is  a  win-win  situation  for  the  Unit- 
ed States.  This  industry  doesn't  agree. 

The  American  worker  needs  to  be  aware  of  the  pitfalls.  This 
agreement  needs  to  be  renegotiated  so  that  it  makes  sense  for  both 
countries. 

Thank  you  very  much. 

Mrs.  Kennelly.  Thank  you  for  your  excellent  testimony. 

[The  prepared  statement  and  attachment  follow:] 
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STATEMENT  OF  WILLIAM  LIBMAN, 
BROOMCORN  BROOM  INDUSTRY 

My  name  is  William  Libman.   I  am  the  Secretary/Treasurer  of  The 
Libman  Company,  a  manufacturer  of  broomcorn  brooms  in  the 
United  States.   I  am  here  speaking  on  behalf  of  the  entire 
broomcorn  broom  industry.   We  appreciate  the  opportunity 
provided  us  by  this  Committee  to  set  forth  our  strong 
displeasure  with  the  NAFTA  as  it  affects  the  domestic  corn 
broom  industry. 

The  broom  industry  is  opposed  to  the  NAFTA  because  it  will  mean 
the  transfer  to  Mexico  of  thousands  of  good  manufacturing  jobs 
in  an  historically  significant  industry  which  dates  back  to  the 
days  of  Benjamin  Franklin. 

Article  801  Safeguard  Provisions  governing  import  surges  state: 
The  Party  taking  emergency  action  must  provide  the  Party 
against  whose  good  the  action  is  taken  a  mutually  agreed 
compensation  in  the  form  of  trade  concessions  (i)  having 
"substantially  equivalent  trade  effects"  to  the  other  Party,  or 
(ii)  equivalent  to  the  value  of  the  additional  duties  expected 
to  result  from  the  emergency  action.   If  the  Parties  cannot 
agree  upon  compensation,  the  affected  Party  is  entitled,  for  a 
minimally  necessary  time  period,  to  take  tariff  action  having 
trade  effects   "substantially  equivalent"  to  those  of  the 
safeguard  action.   What  this  means  to  the  broom  industry  is 
that  the  United  States  would  be  required  to  compensate  Mexico 
in  a  like  dollar  amount  should  the  domestic  corn  broom  industry 
successfully  win  a  protracted  corn  broom  import  surge 
investigation.   Moreover,  if  an  agreement  on  the  amount  of 
remuneration  is  not  reached,  Mexico  could  impose  tariffs  on 
other  products  "substantially  equivalent"  to  the  safeguard 
action.   In  other  words,  Mexico  could  hold  one  industry  hostage 
in  order  to  effectively  negate  another  industry's  trade 
actions.   The  language  of  this  Safeguard  Provision  is  such  that 
it  would  be  financially  impractical  to  raise  a  complaint 
against  Mexican  producers. 

The  manufacture  of  wire  wound  corn  brooms  is  extremely  labor 
intensive  requiring  the  efforts  of  two  experienced  craftsmen  to 
complete  a  finished  broom.   Using  his  sense  of  touch,  the  broom 
maker  winds  broomcorn  around  a  wooden  handle  using  a  thin  wire. 
The  second  craftsman,  the  stitcher,  applies  the  rows  of  thread 
through  a  sewing  process,  which  flattens  the  broom  to  its 
familiar  shape.   Although  advances  in  technology  have  improved 
safety  features  and  increased  productivity,  this  process  can 
never  be  completely  automated. 

Broomcorn,  a  variety  of  grass  sorghum,  is  the  primary  material 
used  in  producing  traditional  wire-wound  brooms.   For  over  150 
years,  it  was  a  significant  agricultural  commodity  in  the 
United  States.   Furthermore  since  broomcorn  has  always  been  a 
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high  value-added  commodity,  it  was  an  ideal  cash  crop  for  the 
westward  expanding  farm  frontiers  and  could  be  shipped  long 
distances  profitably  for  the  farmer.   As  recently  as  the  1950's 
over  3  00,000  acres  were  planted  in  broomcorn.   Broomcorn  is  a 
labor  intensive  crop  as  it  must  be  harvested  and  processed  by 
hand.   As  labor  costs  in  the  United  States  increased,  broomcorn 
production  migrated  further  west  and  south.   Today,  most 
broomcorn  used  in  manufacturing  corn  brooms  is  grown  in  Mexico 
where  farm  and  rural  labor  rates  are  1/10  those  of  the  United 
States. 

The  University  of  Illinois  is  developing  a  uniform  length 
variety  of  broomcorn  for  production  which  can  be  harvested 
mechanically.   Current  test  plots  in  Illinois  indicate  that 
approximately  5  years  will  be  required  for  final  development  of 
a  disease  resistant  strain  of  broomcorn  which  would  also  be 
suitable  for  mechanized  harvesting.   By  bringing  broomcorn 
production  back  to  United  States,  the  broom  industry  would  be 
able  to  use  American  produced  broomcorn  rather  than  imported 
broomcorn  as  is  the  case  today. 

The  September  14,  1993  issue  of  The  Wall  Street  Journal  states 
that  according  to  the  U.S.  Labor  Department,  there  were  nearly 
3,900  plant  closings  of  more  than  50  workers  each  during  1991. 
Using  a  minimum  of  only  50  workers  per  plant,  this  translates 
into  at  least  195,000  displaced  factory  workers  for  1991.   This 
does  not  take  into  account  plant  closings  affecting  less  than 
50  workers  each  which  the  General  Accounting  Office  states 
accounts  for  approximately  half  of  the  [total]  plant  closings 
and  which  are  exempt  from  notification  of  closure  laws  becayse 
of  size. 

The  broom  brush  and  mop  industries  are  closely  related  in  that 
they  all  deal  with  a  wide  variety  of  cleaning  aids  products 
which  are  generally  marketed  under  a  single  brand  name.   Those 
producers  which  market  mops  and  brushes  are  also  leading 
producers  of  brooms  in  the  United  States.   Primarily  located  in 
small,  rural  towns,  these  facilities  provide  well  paying  jobs 
in  areas  of  the  country  where  employment  opportunities  are 
notoriously  scarce. 

In  the  1960's,  the  United  States  Congress  recognized  this  craft 
industry's  vulnerability  to  foreign  sourced  products  by 
establishing  a  market-based  consumption  quota  currently  set  at 
121,000  dozen  brooms.   A  tariff  of  32%  was  imposed  on  imported 
brooms  valued  over  $0.96  while  brooms  valued  under  $0.96  were 
dutiable  at  only  8%.   After  the  applicable  annual  quota 
(121,000  dozen  brooms)  is  reached,  a  32%  duty  would  be  in 
effect  for  imported  corn  brooms  regardless  of  value.   Current 
duties  represent  historic  long  term  cost  differentials  between 
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Mexico,  the  dominant  export  corn  broom  producer  and  American 
manufactured  products.   Existing  duties  and  consumption  based 
quotas  have  enabled  the  United  States  broom  manufacturers  to 
remain  in  business  while  allowing  foreign  suppliers  access  to 
the  domestic  market. 

The  NAFTA  would  end  all  this  in  just  a  few  short  years.   As  it 
is  written,  the  current  32%  duty  would  be  eliminated  per  the 
following  time  table: 

Year  %  Duty  Reduction  Proposed  Duty 

Current  100%  duty  32% 

30%  reduction  22.4% 

Duty  level  frozen  22.4% 

Duty  level  frozen  22.4% 

Duty  level  frozen  22.4% 

Duty  level  frozen  22.4% 

20%  reduction  16.0% 

Duty  level  frozen  16.0% 

Duty  level  frozen  16.0% 

Duty  level  frozen  16.0% 

Duty  level  frozen  16.0% 

Duty  level  frozen  16.0% 

All  duties  removed  0.0% 

Year  12  represents  the  conclusion  of  the  duty  phaseout  period 
under  NAFTA. 

According  to  the  above  time  table.  Year  6  represents  a  50% 
reduction  in  the  current  duty  from  32%  to  16%,  and  would,  in 
effect  destroy  the  domestic  industry.   There  is  no  way  the 
Dnited  States  corn  broom  industry  could  survive  this  front  end 
loaded  duty  reduction  given  Mexico's  huge  unfair  comparable 
social  advantage  in  both  labor  rates  and  standards. 

Our  government  has  said  that  the  NAFTA  will  "level  the  playing 
field"  and  allow  the  U.S.  to  "compete  in  the  global  market 
place."   The  domestic  corn  broom  industry  disagrees  with  this 
concept.   The  playing  field  is  far  from  level  due  to  the 
extreme  disparity  in  wage  levels  between  the  U.S.  and  Mexico; 
as  well  as  ambiguous  enforcement  of  environmental,  child  labor, 
health  and  safety  regulations  by  the  government  of  Mexico. 

These  unfair  social  advantages  are  very  tempting  to 
international  companies  who  ascribe  to  the  notion  that  the  only 
way  to  compete  in  the  global  economy  is  to  take  advantage  of 
sweatshop  conditions  and  exploitative  wages  in  Mexico.   Do  they 
not  consider  that  the  U.S.  worker  will  be  forced  out  of  a  job 
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or  at  the  very  least  work  for  lower  wages?   Harley  Shaiken,  a 
visiting  professor  at  he  University  of  California,  Berkeley 
stated  it  well  in  an  article  appearing  in  the  September  11, 
1993  issue  of  the  Washington  Post:   "The  real  issue  is  that 
U.S.  workers  will  be  competing  with  Mexican  workers  under 
circumstances  in  which  Mexican  workers  have  little  leverage  to 
change  their  economic  situation.   The  danger  is  strong  downward 
pressure  on  U.S.  wages,  squeezing  an  already  hard-hit  middle 
class." 

This  is  the  real  NAFTA,  which  directly  hits  the  bottom  line: 
Reducing  the  domestic  labor  wage  growth  while  increasing  profit 
for  the  multinational  corporation.   Is  this  Congress'  vision  of 
America? 
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Mrs.  Kennelly,  That  buzzer  that  you  heard  is  a  vote,  so  I  am 
going  to  try  to  wrap  this  up.  I  would  like  to  ask  Mr.  Reichenbach 
one  question  though. 

Am  I  right  in  understanding  that  your  industry  is  attempting  to 
negotiate  with  this  administration  on  acceleration  of  the  schedule 
and  if,  in  fact,  that  comes  out  to  your  liking,  is  that  enough  to 
make  you  change  your  position?  Or  is  there  still  worry  about  the 
situation  as  it  is? 

Mr.  Reichenbach.  Thank  you  for  asking.  Madam  Chairman.  The 
fact  is  that  in  March,  when  we  met  with  Ambassador  Kantor,  and 
approximately  1  month  ago,  when  we  met  with  Ambassador  Yerxa, 
we  were  asked  that  question;  and  the  answer  is  simply  that  if 
Mexican  tariffs  are  accelerated  upon  implementation  of  NAFTA  to 
a  level  of  parity  with  U.S.  tariffs,  we  will  absolutely  and  uncondi- 
tionally support  the  NAFTA  agreement. 

We  have  no  complaint  whatsoever  with  the  concept  of  NAFTA. 
We  have  a  problem,  a  very  serious  problem  with  one  page  of  the 
tariff  schedule  that  is  appended  to  NAFTA.  If  that  is  fixed,  we  will 
support  the  NAFTA  agreement. 

Mrs.  Kennelly.  That  means  that  the  situation  of  the  glass  going 
in  and  being  acted  upon  and  then  coming  back  out,  you  will  be  just 
selling?  Is  that  your  understanding? 

Mr.  Reichenbach.  We  recognize  that  the  Mexican  industry  has 
not  only  the  ability  but  the  right  to  sell  in  our  market.  We  would 
simply  like  to  sell  in  their  market.  A  20-percent  tariff  barrier  is  an 
absolute  bar  to  our  being  able  to  sell  in  Mexico,  and  if  that  20-per- 
cent tariff  is  removed  upon  implementation  of  the  agreement,  as 
are  the  United  States  tariffs  on  almost  the  entire  spectrum  of  glass 
products,  then  we  will  be  in  a  position  to  compete  in  the  Mexican 
market,  as  they  can  compete  here,  and  we  will  be  supportive  of  the 
agreement. 

Mrs.  Kennelly.  Thank  you,  sir. 

This  concludes  the  subcommittee's  hearings  on  NAFTA  and  the 
side  agreements,  the  supplemental  agreements;  and  I  would  like  to 
remind  everybody  that  written  submissions  will  close  by  the  end  of 
the  business  on  September  27. 

I  thank  you  all  for  your  excellent  testimony  and  I  thank  you  for 
your  patience  waiting  to  testify  until  now.  'Riank  you  very  much. 

[Whereupon,  at  3:27  p.m.,  the  hearings  were  adjourned.] 

[Submissions  for  the  record  follow:] 


726 


STATEMENT  OF  NICHOLAS  E.  HOLLIS 
PRESIDENT  OP  THE  AGRIBUSINESS  COUNCIL  ON  THE 

SUPPLEMENTAL  AGREEMENTS  TO  THE 
NORTH  AMERICAN  FREE  TRADE  AGREEMENT  (NAFTA) 

SUPPLEMENTAL  NAFTA  AGREEMENTS  DO  NOT  DIMINISH 
AGRIBUSINESS   COUNCIL  SUPPORT  FOR  THE  NAFTA  AGREEMENT 


The  Agribusiness  Council  filed  extensive  comments  in 
support  of  NAFTA  with  the  Senate  Agriculture  Committee  prior 
to  the  completion  of  the  supplemental  agreements  on 
environmental  and  labor  standards,  and  import  surges.  Our 
interpretation  of  NAFTA  was,  and  is,  that  the  agreement  will 
provide  expanded  exports  of  U.S.  agricultural  products  and 
will  provide  growth  of  agribusiness  opportunities  and 
profits  from  U.S. -Mexico  trade. 

We  have  now  analyzed  complete  summaries  of  the 
supplemental  agreements  furnished  by  the  Office  of  the 
United  States  Trade  Representative,  and  our  view  has  not 
changed  that  the  overall  impact  of  the  agreement  for 
agribusiness  and  the  agricultural  sector  will  be  positive. 

In  reaching  this  position  we  have  received  a  briefing 
on  the  supplemental  agreements  from  USTR  NAFTA  negotiator 
Charles  Roh,  and  from  the  U.S.  Chamber  of  Commerce,  and  have 
also  reviewed  the  opposing  views  of  organized  labor  and  a 
minority  of  environmental  groups. 

The  Agribusiness  Council  continues  to  expect  that  the 
positive  effects  of  NAFTA  will  benefit  the  various 
agribusiness  sectors:  seeds,  farm  equipment  and  tractors, 
agro-chemicals,  fertilizers,  commodities  and  livestock 
(including  fisheries),  farm  management,  forestry,  commodity 
handling  and  storage,  food  processing,  equipment  and 
machinery  for  food  processing  and  packaging,  transportation, 
refrigeration,  retailing,  finance  and  insurance,  consulting, 
accounting,  environmental  and  renewable-energy  equipment 
(including  controlled  environmental  agriculture). 
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I .   Environaental  Standards 

The  Agribusiness  Council  is  an  environmentally 
concerned  organization  that  represents  a  vertical 
integration  of  many  diverse  agribusiness  and  agricultural 
producers,  suppliers,  and  interests.  The  Council  has 
consistently  favored  adequate  enforcement  of  environmental 
standards  for  manufacturers  and  agricultural  producers  on 
the  Mexican  as  well  as  the  U.S.  side  of  the  border. 

However,  the  Council  initially  opposed  the  use  of  trade 

sanctions  to  enforce  environmental  standards  because  this 

device  would  impose  on  free  trade  added  burdens  that  the 

agreement  was  designed  to  eliminate. 

Although  the  Agribusiness  Council  still  believes  that 
trade  sanctions  are  unduly  burdensome,  the  Council  accepts 
the  compromise  system,  including  sanctions,  that  is 
incorporated  in  to  the  supplemental  agreements.  The  use  of 
trade  sanctions  is  designed  in  these  side  agreements  as  an 
extreme  last  resort  in  an  otherwise  conciliatory  and 
consultative  process  to  attain  environmental  standards 
enforcement . 

Trade  sanctions  are  to  be  used  only  when  a  NAFTA 
country  engages  in  "a  persistent  pattern  or  failure  to 
enforce  an  environmental  law..."  Even  when  there  appears  to 
be  a  persistent  pattern  of  non-enforcement,  a  lengthy 
conciliatory  process  is  prescribed  by  the  NAFTA  dispute 
resolution  process.  No  truly  adversary  proceeding  is 
provided  to  remedy  the  non-enforcement.  Arbitration  is 
provided  at  the  request  of  any  party  rather  than 
adjudication,  and  the  parties  are  given  60  days  to  arrive  at 
"a  mutually  satisfactory  action  plan  to  remedy  the  non- 
enforcement."  A  monetary  assessment  is  provided  initially 
as  a  penalty  for  offenses  rather  than  trade  sanctions.  Only 
after  a  party  fails  to  pay  the  assessment,  is  further 
enforcement  in  the  form  of  sanctions  is  allowed — by  summary 
court  collection  action  in  Canada  and  by  suspension  of  NAFTA 
tariff  benefits  in  the  U.S.  and  Mexico. 

Given  the  consultative  approach  to  enforcement,  the 
Council  considers  it  likely  that  sanctions  will  be  used  only 
on  rare  occasions. 

Questions  have  been  raised  as  to  whether  the 
proceedings  under  NAFTA  are  too  cumbersome.  Sanctions  are 
imposed  against  the  country  parties  to  the  agreement,  not 
against  individual  companies.  And  the  side  agreements, 
which  call  for  access  to  procedures  by  companies  and  other 
interested   parties,   do   not   specify   what   parties   have 
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standing  to  seek  remedies  through  their  national 
delegations.  Standing  should  be  clarified  by  Congress  and 
the  U.S.  government  to  include,  among  others, 
U.S.  agribusiness  and  other  companies  engaging  in  trade,  and 
all  typoes  of  agricultural  entities,  including  firms  and 
individuals  engaged  in  agribusiness  and  agriculture. 

With  regard  to  allegations  that  the  proceedings 
under  the  NAFTA  supplementals  are  cumbersome  and  would  cause 
business  to  remain  on  the  defensive,  the  procedures  provided 
seem  much  less  adversary  in  nature,  requiring  less  data  and 
less  detailed  proof  than  existing  trade  remedies  for,  e.g.  , 
countervailing  duties  or  antidumping  duties. 

Moreover,  it  would  seem  that  the  national  parties  to 
NAFTA  would  want  to  enforce  their  environmental  laws  so  as 
to  avoid  rolling  back  their  tariff  and  other  benefits  under 
NAFTA. 

Agribusiness  and  the  business  community  generally  have 
expressed  the  desire  to  be  involved  in  environmental 
standards  issues  vis  a  vis  Mexico  and  the  United  States  with 
regard  to  trade  matters  under  NAFTA  and  to  avoid  a  defensive 
posture  towards  the  Environmental  and  Labor  Commissions. 

The   Agribusiness   Council   notes   that   the   business 
community  can,  and  should,  participate  actively  as  part  of 
the  NAFTA  Joint  Public  Advisory  Committee  designed  to  advise 
the  Council  and  provide  technical,  scientific  and  other 
information  to  the  Secretariat. 

Agribusiness  and  U.S.  business  generally  should  also 
seek  a  commitment  from  the  administration  to  consult  us  on 
NAFTA  matters,  including,  but  not  limited  to,  environment 
and  labor  standards  and  import  surge  matters.  The  stance  of 
the  commissions  remains  to  be  seen.  But,  as  we  commented 
above,  these  are  not  adversary  proceedings  against 
businesses  in  the  sense  that  domestic  regulatory  proceedings 
in  the  trade  and  envrionmental  areas  are. 

Initially,  U.S.  business  and  agribusiness  were 
concerned  that  the  trilateral  Commission  of  NAFTA  would  be 
supranational  body  that  would  apply  international  legal 
standards  that  would  preempt  domestic  environmental  law  at 
the  state  local  and  federal  levels.  We  are  satisfied  that 
the  side  agreements  do  not  provide  for  any  supranational 
legal  standards  and  the  emphasis,  instead,  is  on  enforcement 
of  each  country's  own  environmental  law.  Enforcement  and 
monetary  assessments  occur  only  when  an  aribtral  panel  finds 
that  a  party  has  persistently  failed  to  enforce  "its" 
environmental  law. 
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The  Agribusiness  Council  is  satisfied  with  this  aspect 
of  the  side  agreements  and  continues  to  oppose  any 
supranational  law  with  repsect  to  environmental  standards. 

The  investigative  and  reporting  functions  of  the  NAFTA 
secretariat  has  been  challenged  as  overbroad  and  complaints 
have  been  made  by  the  business  community  that  the  agency  is 
too  independent  of  the  Council  and  that  NAFTA  creates  a 
bureaucracy  independent  of  state  and  national  enforcement 
authorities.  The  Agribusiness  Council  shares  the  concern  of 
the  U.S.  Chamber  of  Commerce  on  these  issues.  However,  we 
note  that  the  Council  is  made  up  of  cabinet-level  officers 
of  the  three  NAFTA  countries,  so  that  should  provide  a  check 
on  behalf  of  the  United  States  and  other  countries. 


II.  Labor  Standards 

The  Agribusiness  Council  restates  here  its  comments  on 
the  supplemental  provisions  on  environmental  standards. 
With  slight  variations,  the  procedures  and  substantive  and 
organizational  provisions  of  the  labor  side  agreements  are 
quite  similar  to  those  pertaining  to  environmental 
standards. 

As  with  regard  to  the  environmental  standards  side 
agreement,  the  Agribusiness  Council  can  accept  the  labor 
side  agreement.  The  labor  pact  does  not  diminish  the 
support  of  the  Council  for  NAFTA,  a  positive  agreement 
holding  significant  benefits  for  agribusiness. 

The  Council  recognizes  that  labor  issues  have  become  a 
significant  roadblock  to  approval  of  the  agreement  that  is 
really  a  job-creating  measure.  We  are  concerned  about  the 
well-being  of  labor  pursuant  to  the  NAFTA  agreeement  and 
believe  that  these  labor  side  agreements  will  tend  support 
enforcement  of  labor  standards  on  both  sides  of  the  border. 

Consultation  on  labor  issues  is  the  hallmark  of  this 
agreement  and  even,  as  with  environmental  standards,  dispute 
resolution  is  a  consultative  process  as  well.  Although  12 
labor  principles  are  stated  in  the  preamble  to  the  agreement 
as  subjects  with  the  parties  are  commited  to  promote,  only 
three  subjects  can  be  the  basis  for  enforcement  action: 
health  and  safety,  child  labor,  and  minimum  wages.  The 
Council  accepts  this  division  with  respect  to  enforcement  of 
labor  standards. 
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III.  Import  Surge  Protection 

The  Agribusiness  Council  has  viewed  import  surge 
protection  for  certain  products  and  agricultural 
commodities,  such  as  sugar,  as  unnecessary  given  the  long 
transitional  periods  and  special  safeguards  already  provided 
in  NAFTA  for  import-sensitive  products.  However,  we  have 
not  opposed  the  efforts  of  these  producers  to  gain  import 
surge  protection  provided  they  did  not  delay  the  approval  of 
the  agreement  as  a  whole  and  its  benefits  for  a  broad 
spectrum  of  agricultural  products. 

The  side  agreement  on  import  surges  creates  an  "early 
warning  system"  for  import  surges  in  the  form  of  a  system  of 
consultations  on  economic  issues,  such  as  employment,  with 
regard  to  imports.  As  provided  in  the  Understanding  on 
Emergency  Action,  a  Working  Group  on  Emergency  Action  is 
created  to  deal  with  import  surge  problems  in  which  goods 
from  another  NAFTA  country  may  be  imported  in  increased 
quantitites  so  as  "to  constitute  a  substantial  cause  of,  or 
contribute  importantly  to,  serious  injury  or  threat  thereof, 
to  its  domestic  industry." 

The  Agribusiness  Council  does  not  object  to  this 
consultative  process  with  regard  to  import  surges  as  applied 
to  agricultural  products.  We  understand  that  this  process 
necessarily  complements  the  existing  safeguards  provided  in 
Chapter  8  of  the  agreement. 

IV.  Conclusion 

The  Agribusiness  Council  concludes  that  the  NAFTA 
supplemental  agreements  adequately  support  the  trade- 
enhancing  objectives  of  the  overall  NAFTA  agreement.  The 
Council  hereby  notifies  the  Committee  that  we  support  the 
agreement  as  beneficial  to  agribusiness  and  the  agriculture 
sector.  We  respectfully  urge  the  Committee  to  favorably 
recommend  approval  of  NAFTA  by  the  Senate. 

Respectfully  submitted 


spectfuiiy  submitted, 

THE  AGRIBUSINESS  COUNCIL 
Nicholas  E.  Hollis, 
President 
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STATEMENT  OF 
THE  AMERICAN  GAS  ASSOCIATION 

BEFORE  THE  TRADE  SUBCOMMITTEE 

OF  THE  WAYS  AND  MEANS  COMMITTEE 

U.S.  HOUSE  OF  REPRESENTATIVES 

ON  THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

September  24, 1993 


Introduction 

The  American  Gas  Association  (A.G.  A.)  is  a  trade  association  comprising  some  250 
natural  gas  distribution  and  transmission  companies,  including  members  from  Mexico  and 
Canada.  On  behalf  of  our  members,  A.G.A.  supports  the  North  American  Free  Trade 
Agreement  (NAFTA)  between  the  governments  of  the  United  States,  Mexico  and  Canada. 

Our  statement  will  focus  on  the  benefits  of  NAFTA  for  the  United  States,  generally, 
and  for  the  natural  gas  industry  in  particular.  We  will  also  discuss  two  issues  that  are 
raised  by  opponents  of  the  pact  --  the  impact  of  NAFTA  on  the  environment  and  on 
employment  in  the  United  States.  A.G.A.  supports  NAFTA  because  of  the  economic 
benefits  we  see  arising  from  creation  of  an  integrated  North  American  market  for  goods 
and  services.  We  believe  that,  contrary  to  what  critics  have  alleged,  NAFTA  will  have  a 
positive  impact  on  the  environment  and  will  create  jobs  in  all  three  countries. 

Benefits  of  NAFTA  for  the  Three  Countries 

The  immediate  benefit  of  NAFTA  will  be  the  removal  of  trade  barriers  that  have 
hampered  the  creation  and  cultivation  of  healthy  long-term  commercial  relationships 
between  the  United  States,  Canada  and  Mexico.  The  importance  of  bilateral  trade 
between  the  United  States  and  Canada  led  to  the  historic  Canada-United  States  Free 
Trade  Agreement  (FTA)  in  1989.  NAFTA  is  a  logical  extension  of  the  political  and 
economic  philosophies  that  undergird  the  FTA. 

NAFTA  will  create  the  world's  largest  free  trade  zone.  Most  of  the  major  changes 
brought  by  NAFTA  for  the  United  States  will  involve  its  economic  relationship  with  Mexico. 
NAFTA  will  help  spur  economic  growth  in  Mexico,  by  eliminating  barriers  to  trade  that 
have  hampered  U.S.  and  Canadian  investment  in  Mexico.  In  international  markets,  the 
free  trade  zone  created  by  NAFTA  will  help  all  three  countries  become  more  competitive, 
drawing  upon  the  economic  synergies  that  will  flow  from  the  strengthened  economic  ties 
between  the  United  States,  Mexico  and  Canada. 

For  exporters  of  goods  and  services  in  the  United  States,  the  principal  impact  of 
NAFTA  will  be  to  eliminate  tariffs  that  have  discouraged  access  to  markets  In  Mexico. 
Mexican  tariffs  on  U.S.  goods  average  10  percent,  and  natural  gas  exported  to  Mexico 
Is  subject  to  a  10  percent  tariff.  U.S.  tariffs  on  Mexican  goods  average  just  4  percent. 
Eliminating  this  imbalance  will  strengthen  economic  ties  between  the  three  countries  and 
enhance  the  international  competitiveness  of  all  three  nations. 

NAFTA  should  result  in  an  increase  in  exports  from  the  United  States  to  Mexico, 
continuing  a  trend  that  has  been  driven  by  a  strong  expansion  in  the  Mexican  economy. 
Mexico's  President  Salinas  has  initiated  a  program  of  liberalizing  foreign  Investment  and 
trade,  as  well  as  privatizing  state-owned  companies,  resulting  in  a  growing  economy  and 
demand  for  U.S.  products,  particularly  manufactured  goods.  Adoption  of  NAFTA  will 
promote  free  market  initiatives  in  Mexico  and  demonstrate  concrete  U.S.  support  for 
further  similar  free  market  initiatives.  In  the  long  run,  NAFTA's  beneficial  effect  on  trilateral 
trade  will  mean  more  jobs  for  Americans,  Mexicans  and  Canadians. 
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By  insisting  on  continued  vigilance  in  protecting  the  environment,  NAFTA  will  also 
improve  the  environmental  quality  of  life  for  the  citizens  of  all  three  countries.  The  side 
accords  signed  by  President  Clinton  on  September  14  make  it  clear  that  NAFTA  will 
promote  the  interests  of  free  trade  with  due  consideration  of  the  importance  of  protecting 
the  environment  of  all  three  countries.  The  side  accords  require  that  each  country 
vigorously  enforce  its  own  environmental  laws  and  regulations.  The  side  accords  create 
a  mechanism,  the  Commission  for  Environmental  Cooperation,  by  which  environmental 
matters  within  the  scope  of  NAFTA  can  be  reviewed.  Without  NAFTA,  this  important 
environmental  mechanism  and  a  means  of  encouraging  even  greater  strides  in 
environmental  protection  would  be  lost. 

NAFTA  will  lead  to  economic  efficiencies  in  all  three  countries.  In  turn,  these 
increased  efficiencies  will  lead  to  reductions  in  harmful  wastes  and  pollutants.  Natural  gas 
stands  to  play  an  important  role  in  this  process,  since  it  is  the  most  environmentally 
acceptable  of  all  fossil  fuels  and,  on  a  source  energy  efficiency  basis,  is  more  efficient 
than  all  competing  fuels,  including  electricity.  The  increased  use  of  natural  gas  will  have 
a  significant  impact  on  the  air  quality  of  all  three  countries.  Attached  as  "Exhibit  I"  is  an 
A.G.A.  Issue  Brief,  'The  U.S.-  Mexican  Natural  Gas  Relationship",  first  published  in 
November,  1992,  and  recently  updated  to  reflect  the  latest  available  data.  It  describes  the 
immense  potential  for  natural  gas  in  Mexico  and  describes  some  of  the  projects  that 
already  are  underway  to  spur  economic  development  using  Mexico's  abundant  supplies 
of  natural  gas. 

Benefits  of  NAFTA  for  the  NatgrgI  Gag  lndg$try 

In  addition  to  establishing  the  world's  largest  free  trade  zone,  NAFTA  will  create  a 
natural  gas  industry  that  is  truly  North  American  in  scope.  Combined,  the  United  States, 
Canada  and  Mexico  will  be  the  world's  largest  natural  gas  market.  The  growing  Mexican 
economy  will  demand  more  natural  gas  as  well  as  more  natural  gas  supplies,  equipment, 
technology  and  expertise  from  the  United  States.  To  support  continued  economic 
growth,  Mexico's  energy  demand  will  likewise  grow,  and  U.S.  companies  stand  to  gain 
from  this  growth.  In  1992,  Mexico  used  approximately  1  trillion  cubic  feet  (Tcf)  of  natural 
gas  and  it  maintains  over  70  Tcf  of  reserves.  Despite  these  vast  reserves,  Mexico  has 
been  a  net  importer  of  natural  gas  from  the  United  States  almost  every  year  since  1971, 
importing  96  billion  cubic  feet  (Bcf)  in  1992.  According  to  A.G.A. 's  estimate,  this  could 
grow  to  450  Bcf  by  1995.  U.S.  natural  gas  exports  to  Mexico,  which  are  used  extensively 
by  factories  close  to  the  border,  are  expected  to  continue  until  the  Mexican  natural  gas 
industry  can  meet  this  demand  with  its  own  resources.  We  expect  that  the  Canadian 
natural  gas  industry  also  will  be  a  major  participant  in  natural  gas  trade  with  Mexico. 

NAFTA  provides  opportunities  for  U.S.  and  Canadian  energy  services  and  supply 
companies  to  sell  to  Mexico's  state  petroleum  and  electricity  companies  and  allows 
private  ownership  and  operation  of  independent  power  plants  and  cogeneration  facilities. 
NAFTA  will  facilitate  direct  negotiations  between  U.S.  and  Canadian  companies  and 
Mexican  buyers  of  natural  gas  and  electricity.  A  number  of  projects  that  would  use 
natural  gas  to  generate  electricity  already  are  in  developmental  stages  in  Mexico.  For 
example,  CFE,  the  Mexican  power  authority,  will  be  soliciting  bids  by  the  end  of  1993  to 
repower  the  existing  Rosarito  plant  in  Baja  California  Norte,  just  outside  Tijuana,  Mexico. 
The  modified  plant  is  expected  to  provide  up  to  1 500  megawatts  to  the  growing  market 
along  Baja  California  Norte's  northern  coast  and  across  the  border  in  the  United  States 
in  Southern  California. 

Another  project  is  being  developed  in  Samalayuca,  Chihuahua,  just  south  of 
Juarez.  The  Samalayuca  II  project  will  involve  design  and  construction  of  a  700  watt 
combined-cycle  natural  gas  unit.  Combined-cycle  electricity  generation  involves  state-of- 
the-art  technology  that  can  achieve  efficiencies  in  excess  of  50  percent,  as  well  as 
significant  reduction  in  emissions,  compared  to  conventional  coal  and  oil  fired  boilers  that 
are  only  30  percent  efficient.  The  project  is  being  sponsored  by  a  consortium  consisting 
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of  El  Paso,  Coastal  and  GE.    A  natural  gas  pipeline  from  the  United  States  -  Mexico 
border  would  supply  140  million  cubic  feet  of  natural  gas  per  day  to  this  facility. 

Enron  Corporation  is  also  playing  a  nnajor  role  in  the  development  of  Mexico's 
power  generation  market.  Mexican  authorities  estimate  that  the  country  will  need  16 
gigawatts  of  additional  generating  capacity  by  1999,  requiring  an  investment  of  an 
additional  $15  billion  for  new  power  plants.  If  NAFTA  is  adopted,  a  substantial  portion  of 
this  investment  will  take  the  form  of  capital  equipment  and  services,  and  a  large  portion 
of  this  business  can  be  expected  to  go  to  U.S.-based  manufacturers  and  engineering 
firms.  Enron  is  looking  at  potential  investments  totalling  one  billion  dollars  or  more  in 
Mexico  for  power  plants  and  pipelines.  All  of  this  potential  investment  will  be  significantly 
affected  by  adoption  of  NAFTA.  U.S.  manufacturers  will  likely  produce  the  equipment  for 
these  projects  in  the  United  States,  since  NAFTA  will  gradually  reduce  the  current  17 
percent  tariff  on  electrical  equipment  imported  into  Mexico.  Without  NAFTA,  this 
equipment  may  be  produced  elsewhere. 

In  addition  to  these  projects  in  Mexico,  a  number  of  projects  are  underway  in  the 
United  States  to  support  increased  trade  with  Mexico.  For  example,  Shell  Oil  Company 
and  Petroleos  Mexicanos  (PEMEX)  are  involved  in  a  joint  venture  wherein  a  50  percent 
interest  in  Shell's  Deer  Park,  Texas  refining  facility  to  a  new  corporation  controlled 
indirectly  by  PEMEX.  PEMEX's  investment  in  this  facility  will  go  toward  upgrading  the 
facility  and  making  it  more  efficient  and,  as  a  result,  more  internationally  competitive.  Deer 
Park  will  be  able  to  increase  its  production  and  its  exports.  It  will  result  in  creation  of 
2,000  construction  jobs  as  the  facility  is  built  and  upgraded  and  will  ultimately  provide  150 
permanent  new  jobs  required  to  operate  the  facility  after  the  upgrade  construction  is 
complete.  Deer  Park  will  refine  Mayan  crude  oil  and  export  processed  gasoline  to 
Mexico.   NAFTA  is  needed  to  facilitate  these  and  similar  undertakings. 

NAFTA  and  the  Environment 

Some  opponents  of  NAFTA  have  sought  to  portray  the  government  of  Mexico  as 
being  less  sensitive  to  environmental  concerns  than  the  governments  of  the  United  States 
and  Canada.  This  is  not  the  case.  In  fact,  since  1988,  Mexico  has  had  in  place  a 
comprehensive  environmental  law  that  covers  air  quality,  water  quality  and  soil  pollution. 
It  is  patterned  on  U.S.  environmental  measures.  Mexico  has  been  a  signatory  nation  to 
major  international  environmental  accords,  such  as  those  pertaining  to  endangered 
species  and  global  warming. 

Mexico's  implementation  and  enforcement  of  its  1988  environmental  law  reflect  a 
strong  commitment  to  protecting  the  environment  in  Mexico.  According  to  a  recent  news 
report,  the  Mexican  government  has  shut  down  approximately  2000  factories,  either 
temporarily  or  permanently,  that  were  in  violation  of  the  1988  environmental  laws.  Since 
1990,  Mexico  increased  its  budgetary  support  for  environmental  enforcement  from  $6.6 
million  to  $77  million  by  1992.  In  border  areas,  Mexico  has  increased  the  number  of 
environmental  inspectors  from  50  to  200. 

The  geographic  location  of  Mexico  City,  bordered  on  all  sides  by  mountains  and 
located  at  a  high  altitude,  combined  with  a  population  of  nearly  20  million  people,  provides 
an  ideal  site  for  serious  pollution  concerns.  For  these  reasons,  Mexico  City  has  been  the 
focus  of  aggressive  environmental  initiatives  by  President  Salinas.  In  1991,  the 
government  permanently  closed  the  March  18  Refinery  in  Mexico  City.  In  March,  1992, 
President  Salinas  announced  aggressive  enforcement  initiatives  focusing  on  industrial 
polluters  in  and  around  Mexico  City.  That  initiative  requires  the  biggest  industrial  polluters 
in  the  area  of  Mexico  City  either  to  reduce  particulate  emissions  by  90  percent  or  leave 
the  City. 

Because  of  progress  in  lowering  emissions  of  oxides  of  sulfur,  carbon  monoxide 
and  lead,  the  Mexican  government  has  focused  additional  attention  to  the  problem  of 
ozone.  On  March  17, 1992,  ozone  levels  reached  all-time  highs  in  Mexico  City,  prompting 
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such  unprecedented  anti-smog  measures  as  cancelling  all  schools  below  university  level, 
barring  drivers  from  operating  their  cars  and  forcing  industries  to  restrict  their  output. 
Natural  gas  has  been  targeted  as  a  solution  to  air  quality  problems,  especially  in  and 
around  Mexico  City.  The  Mexican  government  has  also  ordered  all  fossil  fuel  power 
plants  in  Mexico  Crty  to  switch  to  natural  gas  from  high  sulfur  fuel  oil. 

The  Mexican  government  is  also  planning  an  aggressive  program  to  convert 
vehicles  in  Mexico  City  to  natural  gas.  On  February  11,  1992,  the  Mexican  government 
announced  plans  to  convert  450,000  public  transportation  and  cargo  vehicles  to  natural 
gas  over  the  next  four  years.  Public  transportation  accounts  for  an  estimated  25  percent 
of  Mexico  City's  air  pollution.  The  Mexican  government  will  set  up  conversion  sites  and 
provide  low-interest  loans  to  private  vehicle  owners,  who  own  most  of  Mexico  City's  public 
transportation  vehicles. 

Increasing  the  use  of  natural  gas  in  both  stationary  and  vehicular  applications  will 
enhance  the  environmental  quality  of  life  in  Mexico.  One  of  the  most  significant  impacts 
of  NAFTA  for  the  natural  gas  industry  is  that  it  will  encourage  continued  economic 
development  in  Mexico,  thereby  spurring  demand  for  cleaner,  more  efficient  natural  gas. 
This  increase  in  natural  gas  demand  in  Mexico  will  be  mirrored  on  the  United  States  side 
of  the  border,  where  manufacturers  will  use  natural  gas  to  satisfy  an  increased  demand 
in  Mexico  for  U.S.-made  goods. 

NAFTA  and  Emolovment 

Some  NAFTA  opponents  have  expressed  concern  that  NAFTA  will  lead  to  the  loss 
of  jobs  in  the  United  States.  This  concern  ignores  the  fact  that  Mexico  is  the  fastest 
growing  foreign  market  for  U.S.  manufactured  goods.  Approximately  650,000  U.S.  jobs 
now  depend  on  trade  with  Mexico.  After  the  liberalization  of  trade  with  Mexico  that 
inevitably  will  result  from  NAFTA,  we  foresee  an  even  greater  number  of  U.S.  workers 
whose  livelihoods  are  dependent  on  strong  trade  with  Mexico. 

In  the  natural  gas  industry,  we  expect  a  strong  growth  in  demand  from  the  Mexican 
economy,  which  will  burgeon  as  a  result  of  NAFTA.  In  1992,  $182  million  was  earned  as 
a  result  of  natural  gas  exports  to  Mexico.  By  1995,  annual  income  from  sales  of  natural 
gas  to  Mexico  could  approach  $1  billion,  given  the  growth  in  demand  that  will  occur  in 
the  Mexican  economy. 

The  NAFTA  Side  Accords  on  Labor  Cooperation,  signed  on  September  14  by 
President  Clinton,  are  intended  to  address  concerns  about  worker  conditions  in  Mexico. 
The  Side  Accords  contain  1 1  Labor  Principles  that  are  intended  to  promote  common 
minimum  standards  and  protect  the  rights  and  interests  of  workers  in  the  three  countries. 
The  Labor  Principles  endorse  minimum  employment  standards,  including  a  minimum 
wage,  wage  equity  for  men  and  women,  and  labor  protections  for  children  and  young 
persons.  If  NAFTA  is  not  adopted,  a  valuable  opportunity  to  encourage  these  guiding 
principles,  will  be  lost. 

NAFTA  critics  also  claim  that  the  wage  differential  between  the  United  States  and 
Mexico  will  encourage  businesses  to  leave  the  United  States.  They  believe  that  NAFTA, 
by  eliminating  most  tariff  barriers,  will  provide  further  encouragement  to  U.S.  businesses 
to  relocate  in  Mexico.  The  argument  incorrectly  concludes  that  jobs  will  be  lost  in  the 
United  States  and  manufacturers  will  bring  cheaper  Mexican  manufactured  goods  back 
into  the  United  States,  hurting  U.S.  manufacturers. 

These  allegations  ignore  several  factors  that  businesses  would  take  into  account 
tjefore  making  a  decision  to  relocate.  The  Mexico's  economic  infrastructure  is  not  nearly 
as  well-developed  as  in  the  United  States.  Telecommunications,  access  to  equipment  and 
supplies,  access  to  markets  and  access  to  a  suitably  frained  work  force  are  just  a  few  of 
the  issues  that  would  have  to  be  addressed  by  a  business  seeking  to  relocate  in  Mexico. 
At  present,  U.S.  businesses  cannot  replicate  the  necessary  infrastructure  quickly  enough 
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to  make  such  a  move  profitable.  Wages  are  only  one  criterion  in  making  such  a  critical 
business  decision.  In  fact,  infrastructure  development  is  an  area  where  NAFTA  could 
result  in  an  increase  in  employment  by  U.S.  businesses  seeking  to  provide  Mexico  with 
advice  and  other  assistance  in  the  development  of  such  an  infrastructure.  Without 
NAFTA,  the  incentives  for  infrastructure  development  in  Mexico  will  not  be  as  strong. 

Conclusion 

The  benefits  of  NAFTA  for  each  nation  are  numerous,  and  the  energy  industry 
would  see  significant  benefits.  By  offering  significant  opportunities  for  U.S.  natural  gas 
concerns,  NAFTA  will  strengthen  our  domestic  natural  gas  industry  and  improve  our 
competitiveness  in  world  markets.  NAFTA  will  have  a  direct  positive  effect  on  the  natural 
gas  industry  in  all  three  countries,  creating  the  largest  natural  gas  market  in  the  world. 
The  increased  natural  gas  use  we  anticipate  arising  under  NAFTA  will  have  a  significant 
and  positive  impact  on  Mexico's  environment.  As  the  Mexican  economy  becomes  more 
efficient,  infrastructure  improvements  will  occur  and  the  overall  quality  of  life  will  improve. 
Given  the  importance  of  natural  gas  for  clean  air  and  other  reasons,  we  believe  that 
employment  in  the  natural  gas  industry  in  all  three  countries  will  also  increase  as  a  result 
of  NAFTA.  We  see  this  situation  as  a  clear  "win-win-win"  for  all  three  nations  and  their 
economies.  Thus,  we  urge  the  Subcommittee  to  recommend  adoption  of  NAFTA. 
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In  Brief 


The  natural  gas  relationship  between  the  United  States  and  Mexico  has  changed 
dramatically  over  the  last  decade.  In  1982,  the  United  States  imported  nearly  9S  Bcf  of  gas 
from  Mexico.  In  1992,  the  United  States  exported  nearly  96  Bcf  to  Mexico.  Several  factors 
have  contributed  to  this  reversal  in  trade  including:  a  fundamental  difference  in  the  view  of 
the  U.S.  natural  gas  resource  base;  declining  U.S.  gas  prices;  a  growing  environmental 
awareness  in  Mexico;  a  need  for  new  sources  of  energy  to  supply  the  maquilladora  industries 
in  northern  Mexico;  and,  the  reluctance  of  Mexico  to  spend  the  coital  necessary  to  develop 
its  natural  gas  resources.  Tliis  article  provides  a  historical  review  of  U.S.  -  Mexican  natural 
gas  trade,  provides  a  conq)any-by-conq)ai^  and  e^qrart  point  accounting  of  recent  U.S.  export 
volumes,  examines  the  Mexican  resource  base  and  drilling  activity  and  also  provides  a 
review  of  pq>eline  expansion  projects  designed  to  greatly  expand  U.S.  natural  gas  export 
capacity  to  Mexico. 

Introduction 

Fueled  by  developments  on  both  ades  of  the  border,  natural  gas  exports  from  the 
United  States  to  Mexico  have  increased  significantly  over  the  last  several  years.  Figure  1 
shows  the  level  of  trading  between  the  two  countries  since  1977.  60.4  Bcf  was  exported  to 
Mexico  in  1991,  the  largest  annual  volume  of  natural  gas  ever  exported  by  the  United  States 
to  any  one  country.  In  fact,  the  60.4  Bcf  exported  in  1991  was  ^eatei  than  the  total  amount 
of  gas  exported  to  Mexico  in  the  years  1979  through  1990.  1992  exports,  which  totaled  96 
Bcf  were  well  above  1991  levels.  (See  Table  1) 

1992  natural  gas  exports  to  Mexico  represented  nearly  44  percent  of  the  United 
States'  total  natural  gas  exports.  This  figure  is  up  substantially  from  1987,  when  only  four 
percent  of  U.S.  natural  gas  exports  went  to  Mexico.  The  U.S.  also  exports  gas  to  Japan  and 
Canada.  For  the  eight  consecutive  year,  the  U.S.  did  not  import  any  gas  from  Mexico  in 
1992. 
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Figure   1 

US/Mexico   Natural   Gas  Trade 


us    Imports        lySySl  US    Deports 


Beguming  in  1980,  U.S.  natural  gas  imports  from  Mexico  were  made  imder  the 
October  19, 1979  gas-purchase-and-sale  agreement  between  Petroleos  Mexicanos  (Pemex), 
the  national  oil  and  gas  company  of  Mexico,  and  Border  Gas,  a  consortium  of  six  U.S.  gas 
transmission  companies.  The  original  contract  allowed  for  up  to  300  MMcfd  to  be  delivered 
from  Pemex  at  an  interconnection  at  the  U.S.  border  near  Hidalgo,  Texas.  Deliveries  began 
on  January  15,  1980  and  were  priced  at  $3.625/Mct  The  contract  called  for  quarteriy 
adjustments  in  accordance  with  a  composite  index  of  world  crude  oil  prices  based  on  oil 
from  the  Middle  East,  the  North  Sea  and  Venezuela.  However,  over  time  Pemex  requested 
price  increases  to  $4.94/MMBtu  so  as  to  achieve  parity  with  gas  being  imported  into  the 
U.S.  from  Canada.  Subsequently,  as  a  result  of  changing  demand.  Border  Gas  reduced  its 
purchases  to  180  MMcfd,  or  60  percent  of  contract  levels,  effective  April  1,  1983.  Effective 
May  1,  1983,  Pemex  agreed  to  lower  ite  price  to  $4.40/MMBtu,  approximately  one  month 
after  a  similar  reduction  was  made  by  the  Canadian  govenmient* 
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In  the  four  year  period  1980-83,  the  United  States  imported  377.6  Bcf  from  Mexico. 
However,  during  the  stmmier  of  1984,  as  wellhead  prices  decreased  in  the  U.S.,  Pemex 
continued  to  require  a  high  price  for  its  gas.  On  November  1,  1984,  deUveries  of  gas  from 
Mexico  were  suspended  under  the  terms  of  the  contract  for  an  unspecified  period  -  a 
decision  reached  mutually  by  both  parties.  A  changing  U.S.  gas  market,  which  included 
declining  wellhead  prices  and  domestic  production  capability  well  in  excess  of  demand, 
combined  with  increasing  Mexican  consumption,  contributed  to  the  suspension  of  deliveries. 
Deliveries  have  not  resumed  since. 

In  the  late  1970s  and  1980s,  U.S.  natural  gas  exports  to  Mexico  remained  fairly 
constant  Between  the  years  1977  and  1988  annual  exports  were  consistently  in  the  U  Bcf 
to  4.5  Bcf  range.  Changing  conditions  within  both  Mexico  and  the  United  States,  however, 
have  combined  to  alter  this  trading  relationship  over  the  last  several  years. 


Table  1                                                               || 
U.S./Mexican  Natural  Gas  Trade                                           | 

U.S.  Imports 

U.S.  Exports                  1 

Year 

Volumes 
(Bcf) 

Price 
($/McO 

Volumes 
(Bcf) 

Price 

($/Mcf) 

1977 

2.4 

225 

3.9 

1.41 

1978 

0 

. 

4.0 

1.65 

1979 

0 

. 

43 

1.97 

1980 

102.4 

4.41 

3.9 

2.47 

1981 

105 

5.01 

33 

337 

1982 

94.8 

5.02 

1.7 

5.17 

1983 

75.4 

4.70 

1.6 

4.79 

1984 

51.5 

4.49 

1.9 

4.48 

1985 

0 

. 

22 

3.99 

1986 

0 

. 

1.9 

3.49 

1987 

0 

2.1 

3.18 

1988 

0 

- 

23 

3.21 

1989 

0 

- 

17.0 

2.14 

1990 

0 

- 

15.7 

1.88 

1991 

0 

. 

60.4 

1.76 

1992 

0 

. 

96.0 

1.90 

Total  1977-1992 

431J 

222.2 

Source:   Department  of  Energy,  Natural  Gas  Monthly,  August  1993,  pp.  10,  11.               | 
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Current  U.S.  Natural  Gas  Exports  to  Mexico 

The  increase  in  exports  of  U.S.  natural  gas  to  Mexico  since  1991  was  caused  by  a 
combination  of  factors  in  several  different  areas.  One  of  the  biggest  reasons  is  the 
continuing  problem  with  pollution  that  exists  in  the  south  of  Mexico  around  Mexico  City. 
To  combat  decreasing  levels  of  air  quality  the  Mexican  government  has  ordered  industries 
in  the  south  to  switch  from  burning  fuel  oil  to  natural  gas.  To  meet  this  increased  demand, 
gas  supplies  that  previously  were  used  in  northern  industries  and  Mexican  gas  reserves  in 
the  northern  part  of  the  country  have  been  diverted  to  the  south.  Imports  from  the  U.S. 
have  made  up  much  of  the  difference,  with  increasing  amounts  moving  into  the  border 
towns  of  Reynosa,  Matamoros  and  the  northern  industrial  center  of  Monterrey. 

The  increase  in  consumption  of  U.S.  gas  in  Mexico  has  also  been  aided  by  an 
increase  in  economic  production  in  the  northern  part  of  Mexico.  The  maquilladora  program, 
which  allows  parts  to  be  shipped  into  Mexico  without  paying  import  duties  has  greatly 
expanded  over  the  last  several  years.  The  resulting  economic  expansion  in  northern  Mexico 
has  increased  the  demand  for  electricity  and  for  process  and  space  heating,  which  has  been 
accomplished  by  increased  gas  consumptioiL 

Low  U.S.  wellhead  prices  have  also  been  a  factor  for  increased  imports  of  U.S.  gas 
by  Mexico.  Though  Mexico  has  more  than  sufficient  reserves  to  meet  its  demand,  it  is 
currently  more  economical  to  import  U.S.  supplies  than  to  undertake  the  large  capital 
expenditures  that  would  be  necessary  to  both  produce  its  gas  reserves  and  to  construct  a 
satisfactory  transmission  and  distribution  network.  The  low  cost  of  U.S.  supplies  also  allows 
Mexico  to  use  natural  gas  to  back  out  oil  in  industrial  facilities  so  that  the  oil  can  be  sold 
abroad  to  increase  the  country's  foreign  currency  earnings. 

Based  on  data  provided  by  the  Department  of  Energy's  Energy  Information 
Administration  for  the  1992  calendar  year,  natural  gas  exports  to  Mexico  increased  sixfold, 
from  15.7  Bcf  in  1990  to  96.0  Bcf  in  1992.  This  total  is  the  largest  annual  amount  of  gas  ever 
exported  by  the  United  States  to  any  one  country.  To  facilitate  increased  volumes,  Pemex 
reversed  the  flow  of  the  48-inch  pipeline  that  was  originally  constructed  to  transport  2  Bcfd 
from  the  Cactus  processing  plant  in  Chiapas  north  to  Reynosa  for  export  to  the  U.S.  That 
pipeline  now  carries  imported  U.S.  supplies  south  to  power  plants  and  industrial  facilities 
near  Mexico  City.' 

Natural  gas  that  is  exported  to  Mexico  is  purchased  by  Petroleos  Mexicanos 
International,  Pemex's  international  marketing  unit,  on  the  U.S.  spot  market.  Table  2  shows 
the  amount  of  gas  exported  since  1989  by  point  of  exit.  The  bulk  of  the  gas  (94  percent  in 
1991)  continues  to  flow  into  Mexico  through  Texas  Eastern  Transmission's  pipeline  at 
Hidalgo,  Texas.  Texas  Eastern  Transmission  can  transport  350  MMcfd  through  this  pipeline. 
A  large  amount  of  this  gas  is  used  in  industrial  boilers  in  Monterrey.' 
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Table  2                                                             1 
U.S.  Exports  to  Mexico  by  Export  Point,  1989-92                                | 

Export  Point 

1989 
(Bd) 

1990 
(Bcf) 

1991 
(Bcf) 

1992 
(Bcf) 

Hidalgo,  TX 

15.04 

13.29 

56.81 

63.74 

El  Paso,  TX 

- 

- 

U8 

16.52 

Naco,AZ 

1.47 

1.68 

1.59 

2.57 

Eagle  Pass,  TX 

5Q 

.69 

.66 

.68 

Penitas,  TX 

0 

12.46 

TOTAL 

17.01 

15.66 

60.44 

95.97 

Source:   Department  of  Energy,  Natural  Gas  Monthly,  August  1993.                                | 

Gas  began  flowing  in  November  1991  into  Mexico  at  El  Paso,  Texas.  The  gas  is  used 
to  supply  the  electric  generating  facility  operated  by  the  Mexican  electric  utility  Comision 
Federal  de  Electricidad  (CFE)  at  Qudad  Juarez.  The  gas  flows  through  EI  Paso  Natural 
Gas  to  the  export  point  operated  by  Western  Gas  Interstate.  By  March  1992,  over  40 
MMcfd  was  being  transported. 

Gas  also  flowed  through  two  other  export  points  in  1991.  El  Paso  Natural  Gas 
e}q>orted  1.6  Bcf  in  1991  at  Naco,  Arizona.  The  gas  is  used  in  a  copper  refinery  near 
Cananea  and  a  Ford  Motor  assembly  plant  south  of  Hermosillo.  Capacity  of  the  export  point 
is  ^proximately  25  MMcfd.*  660  MMcf  was  exported  through  Valero  Transmission's 
pipeline  at  Eagle  Pass,  Texas.  The  export  point  has  an  estimated  capacity  of  4  MMcfd. 


Table  3  provides  a  list  of  companies  that  exported  gas  to  Mexico  over  the  last  four 
years.  Twenty-six  of  the  companies  that  exported  gas  to  Mexico  in  1992  were  not  exporting 
gas  in  1990. 
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Table  3 

U.S.  Exports  to  Mexico  by  Company 

1989-1992 

Exporter 

Export  Point 

1989 
(MMcf) 

1990 
(MMcO 

1991 
(MMcf) 

1992' 
(MMcf) 

Access  Energy 

Hidalgo,  TX 

- 

384 

American  Central  Gas 

Hidalgo,  TX 

461 

- 

Amoco  Energy  Trad 

El  Paso,  TX 

- 

1,145 

Hidalgo,  TX 

1,400 

10,043 

Naco,  AZ 

- 

243 

Anadarko  Trading  Co. 

HUdago,  Tx 

. 

1,411 

Aquila  Southwest  Mkt 

Hidalgo,  TX 

8,608 

Catex  Energy 

Hidalgo,  TX 

204 

- 

Chevron  Nat  Gas 

Hidalgo,  TX 

3,314 

1,464 

Qajon  Marketing 

Hidalgo,  TX 

2,761 

- 

Coastal  Gas  Mkt 

Hidalgo,  TX 

513 

- 

Conoco 

Hidalgo,  TX 

4,346 

7,431 

Cornerstone  Nat  Gas 

Hidalgo,  TX 

330 

1,001 

- 

El  Paso  Nat  Gas 

Naco,  AZ 

1,469 

1,444 

416 

1,757 

Enron  Gas  Mkt 

El  Paso,  TX 

- 

297 

Hidalgo,  TX 

- 

691 

527 

Libra  Marketing 

Hidalgo,  TX 

605 

4,147 

- 

Marathon  Oil 

Hidalgo,  TX 

112 

Markwest  Hydrocarbon 
Partners 

Hidalgo,  TX 

- 

134 

Meridian  Oil  Trans. 

e  Paso,  Tx 

. 

. 

2324 

MidConMkt 

Hidalgo,  TX 

. 

177 

MobU  Nat  Gas 

HPaso,  TX 

417 

4,726 

Hidalgo,  TX 

4,623 

1,743 

Penitas,  TX 

- 

- 

3,159 
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Table  3  Cont'd 

U.S.  Exports  to  Mexico  by  Company 

1989-1992 

Exporter 

Bqwrt  Point 

1989 
(MMcf) 

1990 
(MMcf) 

1991 
(MMcf) 

1992' 
(MMcO 

El  Paso,  TX 

190 

Hidalgo,  TX 

- 

1,033 

Naco,AZ 

404 

ORYX  Gas  Mktg.  LP. 

Hidalgo,  TX 

260 

PMI  Commerdo 
International 

Eagle  Pass,  TX 

135 

e  Paso,  TX 

2,896 

Hidalgo,  TX 

1,277 

Naco,AZ 

404 

Pemtas,TX 

_ 

9,305 

Phillips  Gas  Mkt 

Hidalgo,  TX 

250 

Tenngasco  Corp. 

Hidalgo,  TX 

1,590 

Texaco  Gas  Mkt 

Hidalgo,  TX 

4,936 

7,375 

ePaso,TX 

- 

1,395 

Texas  Intl.  Gas  &  Oil 

Hidalgo,  TX 

313 

218 

TransAmerican  Nat  Gas 

Hidalgo,  TX 

1,952 

Transco  Energy  Mkt 

Hidalgo,  TX 

1,674 

747 

Trinity  P^wline 

e  Paso,  TX 

. 

653 

2,644 

Hidalgo,  TX 

889 

9,298 

12^09 

Naco,AZ 

232 

825 

Valero  Industrial  Gas 

Eagle  Pass,  TX 

495 

689 

657 

547 

Hidalgo,  TX 

15,040 

11,471 

9,606 

3,333 

El  Paso,  TX 

. 

. 

- 

687 

Naco,AZ 

. 

. 

356 

. 

Victoria  Gas 

Hidalgo,  TX 

. 

. 

3,990 

5,099 

Yuma  Gas 

Hidalgo,  TX 

. 

. 

125 

Source:   Department  of  Energy,  Natural  Gas  Monthly,  August  1993.                                         1 
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Merican  Resource  Base  and  Production 

Natural  gas  in  Mexico  exists  as  a  conventionally  producible  resource  both  associated 
with  oil  and  in  non-associated  reservoirs.  Gas  and  oil  fields  have  been  discovered  along 
much  of  the  Gulf  of  Mexico  coastal  plain  with  production  occurring  both  onshore  and 
ofkhore.  A  significant  non-associated  gas  province,  the  Gulf  of  Sabinas  basin,  is  located  in 
the  northeastern  section  of  Mexico.  Hydrocarbon  resources  have  also  been  discovered  in  the 
western  part  of  the  country,  near  the  Gulf  of  California. 

Mexico's  proved  reserves  and  potential  resources  for  gas  and  oil  are  very  large, 
particularly  when  related  to  production  levels.  Between  1979  and  1982,  Mexico's  natural 
gas  reserves  increased  dramatically,  rising  from  32  Tcf  to  over  75  Td  A  large  part  of  this 
gas  was  associated  reserves,  discovered  during  the  surge  in  oil  exploration  in  the  late  1970s. 
Since  1982,  however,  gas  reserve  additions  have  stagnated  as  low  oil  prices  and  restricted 
capital  spending  on  the  oil  sector  have  generally  depressed  the  country's  exploration 
activities.'  The  decline  in  international  oil  prices  in  the  mid  1980s  and  the  resultant  decline 
in  revenues  forced  Pemex,  which  by  its  constitution  is  banned  from  foreign  equity 
investment,  to  drastically  scale  back  its  drilling  program.  Pemex  drilled  only  27  exploratory 
wells  in  1987,  con^ared  to  70  in  1982.  The  number  of  development  wells  also  decreased 
over  this  time,  foiling  firom  213  in  1983  to  53  in  1990.  Drilling  has  slowly  increased  since, 
with  51  exploratory  wells  driUed  in  1991. 

Mexico  currentiy  has  proved  natural  gas  reserves  of  approximately  70.2  Tcf  with  a 
reserves  to  production  ratio  of  51.  (See  Table  4)  This  total  is  approximately  22  percent  of 
Mexico's  proven  hydrocarbon  reserves.  Though  no  recent  estimates  of  Mexico's  hydrocarbon 
resource  base  are  available,  the  existence  of  a  large  recoverable  gas  resource  base  (perhaps 
200  Tcf)  is  possible. 

Mexico's  principal  natural  gas  reserves  are  located  in  the  Gulf  of  Campeche,  the 
Reforma  area  in  the  Chiapas  foothills  located  south  and  west  of  Villahermosa,  the 
Chicontopec  basin  located  farther  north  in  the  states  of  Veracruz  and  Puebia  and  in  the 
Sabinas  Gulf  basin  in  the  northeast  part  of  the  coimtry.  (See  Figure  2)  The  significant 
hydrocarbon  potential  of  southeastern  Mexico  is  associated  with  a  giant  barrier  reef  formed 
along  the  andent  Yucatan  platform  during  the  Cretaceous-Jurassic  period.  This  huge  atoll- 
type  reef  extends  from  200  miles  west  of  the  Reforma  area  out  to  the  Gulf  of  Campeche 
and  encircles  the  peninsula  offshore,  crossing  the  coast  again  through  Belize.*  The 
Campeche  area  covers  more  than  3,100  square  miles  in  the  southern  part  of  the  Gulf  of 
Mexico.  The  fields  discovered  in  the  area  have  been  found  in  highly  foulted  anticlinal  or 
domal  blocks.  The  reservoir  rocks  are  formed  from  the  uplifted,  fractured  perimeter  of  the 
Yucatan  Platform.  Productive  reservoirs  in  the  offshore  area  range  in  depth  from  3^00  feet 
to  12,000  feet' 

The  onshore  Reforma  area  covers  nearly  1,950  square  miles  in  the  states  of  Tabasco 
and  Chiapas.  Fields  foimd  in  the  area  have  been  found  in  highly  faulted,  anticlinal  or  domal 
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blocks.  The  reservoir  rocks  are  the  edge  of  the  carbonate  platform  that  forms  the  Yucatan 
Peninsula.  Good  reservoir  conditions  exist  only  where  uplift  intense  fracturing  has  occurred. 
Discoveries  are  located  primarily  in  Middle  Cretaceous  limestone  and  dolomite.  Productive 
re:>ervoirs  in  the  area  (predominantly  oil)  are  unique  in  that  they  are  below  12,500  feet  and 
unusually  thick,  with  average  net  productive  thickness  ranging  from  700  to  1,600  feet.* 
Approximately  87  percent  of  Mexico's  marketed  natural  gas  production  and  74  percent  of 


746 


its  reserves  are  located  in  the  offshore  and  southeastern  part  of  the  country. 

The  Chicontopec  basin  covers  over  4^00  square  miles  in  the  states  of  Puebla  and 
Veracuz.  The  area  is  fairly  new  to  e)q>loration  and  proved  reserves  from  the  basin  were  not 
included  in  Pemex's  total  until  1978.  Hydrocarbon  accumulations  in  the  area  are  sandstones 
interspersed  with  shales  and  silty  shales.  Average  thickness  of  the  productive  sandstones  is 
3^0  feet  and  reaches  over  6,000  feet  towards  the  center  of  the  field.  All  wells  in  the 
Chicontopec  basin  require  hydrauUc  fracturing  before  they  will  flow.'  Mexico's  proved 
natural  gas  reserve  total  includes  between  25-30  Tcf  of  "undeveloped"  reserves  in  the 
Chicontopec  basin.  Hydrocarbons  in  this  basin  are  not  considered  economic  at  today's  prices 
due  to  the  very  low  permeability  (due  to  the  high  clay  content)  and  high  water  content  of 
the  area. 

The  Sabinas  basin  covers  15400  square  miles  in  northeastern  Mexico.  Natural  gas 
was  first  discovered  in  the  area  in  1977,  making  it  a  new  area  of  exploration  activity.  Gas 
was  found  structurally  associated  with  anticlines  in  dolomites  and  sandstones.  Gas  reservoirs 
were  encountered  at  depths  from  6,500  to  8,500  feet  Gas  in  this  region  is  largely  non- 
assodated.  Though  Mexico's  northern  region  experienced  a  manufacturing  boom  in  the 
1980s,  Pemex  concentrated  its  exploratory  activity  in  the  south  where  its  oil  prospects  were 
greater.  As  a  result,  Mexico's  northern  natural  gas  reserves  have  decreased  nearly  40 
percent,  from  12.46  Tcf  in  1979  to  7.75  Tcf  in  1989  and  production  in  that  time  frame  has 
faUen  from  664  MMcfd  to  298  MMcfd.'" 


1991  Exploration  and  Production 

Mexican  natural  gas  production  totaled  133  Tcf  in  1991,  a  slight  decrease  from  1990's 
total.  As  mentioned  previously,  much  of  the  gas  produced  is  associated  with  oil,  and  the 
decrease  in  oil  e]q)loration  and  production  in  the  mid  1980s  has  had  a  direct  effect  on  the 
development  of  Mexico's  natural  gas  resource  base.  In  1991,  the  onshore  Southern  Zone 
accounted  for  55  percent  (just  under  2  Bcfd)  of  Mexico's  natural  gas  production.  The 
offshore  Campeche  Sound  area  produced  1.2  Bcfd  (32  percent)  and  the  Northern  Zone 
accounted  for  the  remaining  13  percent,  (473  MMcfd)."  Pemex  drilled  51  exploratory  weUs 
in  1991  of  which  25  were  productive,  17  oil,  seven  gas  and  condensate  and  one  gas  only. 
Twelve  new  field  discoveries  were  recorded,  six  oil  and  six  gas  and  condensate.  Two  gas 
discoveries  were  onshore  in  the  Southern  Zone,  both  Middle  Cretaceous  reservoirs.  The 
Tizon  find  tested  11J7  MMcfd  and  the  Catedral  4.86  MMcfd.  In  the  northeast  frontier 
district  of  the  North  region,  Pemex  had  four  Eocene  and  Paleocene  discoveries  that  tested 
between  460  Mcfd  and  3.5  MMcfd." 

Madcan  PipeUnes 

Natural  gas  transportation  through  Mexico  is  accomplished  primarily  by  the  National 
Gas  System,  a  system  of  three  large  interconnected  pipelines.  (See  Figure  3)  The  Ciudad 
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Pemex-Mexico-Guadalajara  system,  which  consists  of  two  24-inch,  one  48-inch  and  a  30-inch 
pipeline  connects  the  Refonna-Campeche  area  to  the  main  constuning  area  of  the  Central 
Plateau  region  around  Mexico  Qty  and  extends  to  the  Pacific  coast  at  Manzanillo.  The 
Cactus-Monterrey  line,  also  known  as  the  Natural  Gas  TnmJdine  System,  connects  the  main 
gas  production  zone  along  the  Gulf  coast  to  the  industrial  center  of  Monterrey.  This  775- 
mile,  48-inch  pipeline,  completed  in  1980  to  service  exports  to  the  United  States,  links  the 
entire  gas  distribution  system  of  Mexico.  The  final  Monterrey-Reynosa  link  of  the  Natural 
gas  Trunkline  System  was  never  expanded  from  22-inch  pipe  as  proposed.  The  northern 
region  of  Mexico  is  served  by  the  Reynosa-Monterrey-Torreon-Chihuahua  line,  which  in 
1981  was  extended  to  the  U.S.  border  at  Qudad  Juarez/H  Paso,  Texas." 

Virtually  all  of  Mexico's  gas  is  sour,  containing  large  amoimts  of  hydrogen  sulfide  and 
carbon  dioxide.  All  production  except  some  non-associated  gas  in  the  northeast  must  be 
treated  before  it  is  consumed  or  enters  the  transportation  network.  Mexico  has  15  gas 
processing  plants.  Five  are  gas  sweetening  plants  that  remove  large  amounts  of  hydrogen 
sulfide  and  carbon  dioxide.  The  rest  of  the  plants  are  cryogenic  and  absorption  plants  that 
extract  ethane  and  heavier  hydrocarbons. 
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Mexican  Consomptioii 

Between  1979  and  1988  Mexican  namral  gas  consumption  increased  25  percent  to 
over  1  Tcf  per  year.  Large  increases  were  recorded  in  the  chemical/petrochemical  sector 
and  in  gas  consumed  in  energy  resource  production.  Residential  natural  gas  consumption 
represents  only  3  percent  of  total  nationwide  consumption.  One  of  the  fastest  growing  areas 
of  demand  is  for  electric  power  generation.  Seven  fossil  fuel  power  plants  have  recently 
converted  firom  high  sulfur  fuel  oil  to  natural  gas.  Mexican  officials  expect  demand  for 
electric  power  to  increase  by  5  percent  per  year  through  2000."  This  will  require  as  much 
as  8,000  MW  of  new  generating  capacity,  representing  a  large  future  market  for  natural  gas. 

Environmental  Problems 

The  geographic  location  of  Mexico  Qty,  bordered  on  all  sides  by  moimtains  and 
located  at  a  high  altitude,  combined  with  a  population  of  nearly  20  million  people  provides 
an  ideal  site  for  serious  pollution  problems.  The  Salinas  administration  has  b6en  extremely 
active  in  attempting  to  control  urban  and  industrial  pollution  In  1991,  more  than  200 
businesses  throughout  Mexico  were  closed  for  environmental  violations.  They  included  the 
permanent  closure  of  the  March  18  Refinery  in  Mexico  City.  On  March  17,  1992,  ozone 
pollution  in  Mexico  Qty  set  a  record  high,  forcing  authorities  to  instigate  such 
unprecedented  anti-smog  measures  as  cancelling  all  schools  below  university  level,  barring 
drivers  from  operating  their  cars  and  forcing  industries  to  restrict  their  output."  In  a  move 
to  combat  its  pollution  problems,  the  Mexican  government  annoimced  plans  on  February 
11, 1992  to  convert  450,000  public  transportation  and  cargo  vehicles  to  natural  gas  over  the 
next  four  years.  It  is  estimated  that  public  transportation  accounts  for  25  percent  of  Mexico 
dtfs  air  pollution.  The  Mexican  government  will  set  up  conversion  sites  and  provide  low- 
interest  loans  to  private  vehicle  owners,  who  own  most  of  Mexico  City's  public  transit 
vehicles.'*  All  fossil  fuel  power  plants  in  Mexico  Qty  will  also  be  switched  to  natural  gas 
from  high  sulfiir  fuel  oiL 

Proposed  U..S.  npeline  Projects  to  Mexico 

Over  the  last  several  years  the  majority  of  gas  exported  to  Mexico  has  been 
transported  by  Texas  Eastern  Transmission's  pipeUne  near  McAllen,  Texas.  At  year-end 
1991,  the  Department  of  Energy  estimated  the  combined  pipeUne  capacity  at  the  four  export 
points  into  Mexico  at  ^>proximately  550  MMcfd.  To  meet  the  forecasts  of  increased  demand 
for  U.S.  natural  gas  within  Mexico,  a  host  of  new  pipeline  projects  designed  to  increase 
access  to  Mexico  have  been  proposed.  (See  Figure  4)  These  new  facilities  could  add  as 
much  as  2.5  Bcfd  of  new  export  capacity  by  1995. 

Valero  Transmission 

Valero  Tran.smis.sion  has  constructed  a  3.5  mile,  24-inch  pipeline  at  the  international 
border  near  McAllen,  Texas  and  Reynosa,  Mexico.  The  $4  million  pipeline  connects  the 
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southern  portion  of  Valero's  Texas  intrastate  system  at  Penitas  to  Pemex's  42-inch  northern 
pipeline,  which  deUvers  gas  to  the  Mexican  cities  of  Reynosa  and  Monterrey.  The  pipeline 
was  constructed  under  the  Rio  Grande  River  and  will  have  a  c^adty  of  400  MMcfd  when 
fully  operational  125  MMcfd  began  flowing  through  the  new  pipeline  on  August  1,  1992. 
Valero  hopes  to  be  transporting  200  MMcfd  by  the  end  of  1992. 

Houston  Pipe  Line 

Houston  Pipe  Line,  an  Enron  Corp.  subsidiary,  has  proposed  a  new  pipeline 
interconnect  into  Mexico  that  will  allow  it  to  directly  access  the  growing  Mexican  market 
The  proposal  calls  for  the  construction  of  1,000  feet  of  pipeline  underneath  the  Rio  Grande 
River  near  Mission,  Texas  to  interconnect  with  Pemex's  42-inch  pipeline  near  Reynosa  and 
also  22.6  miles  of  36-inch  pipeline  that  will  connect  Houston  Pipe  line's  South  Texas  system 
to  the  international  border.  The  expansion  will  be  designed  to  deliver  600  MMcfd. 

ENSA  Corp.  Laredo  Pipeline 

ENSA  Corp.  has  proposed  to  construct  a  250-foot,  36-inch  pipeline  that  would 
interconnect  with  Pemex  under  the  Rio  Grande  River.  The  pipeline  would  export  500 
MMcfd  and  have  possible  interconnections  to  Valero  Transmission,  United  Texas 
Transmission  and  E>elhi  Gas  Pipeline  in  the  Laredo  area. 


Weston  Gas  Interstate 

Western  Gas  Interstate,  a  subsidiary  of  Southern  Union,  received  FERC  approval  in 
late  1991  to  construct  facilities  near  El  Paso,  Texas  to  export  gas  to  Qudad  Juarez,  Mexico. 
The  facilities  constructed  connect  two  separate  e]q)ort  points  already  constructed  but  not  in 
service.  Deliveries  of  30  MMcfd  began  in  December  1991.  Western  transports  the  gas  for 
delivery  to  Gas  Natural  de  Juarez  S-A.  and  Juarez  Gas  Co.  S-A.  de  C.V.  Supplies  are 
delivered  to  Western  through  El  Paso  Natural  Gas.  The  gas  is  used  to  replace  fuel  oil  in  the 
Samalayuca  electric  generating  facility  located  30  miles  south  of  Qudad  Juarez.  The  switch 
to  natural  gas  is  expeaed  to  replace  5,000  barrels  per  day  of  residual  fuel  oil.'^  El  Paso 
e]q>ects  deliveries  to  increase  to  the  plant's  c^adty  of  70  MMcfd.  The  plant  is  owned  by 
Commission  Federal  de  Electriddad,  the  Mexican  government  electric  utility. 
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FKURE4 
Export  Pipelines  to  Mexico 


£7  Paso  Natural  Gas 

El  Paso  Natural  Gas,  whose  southern  pipeUne  system  essentially  parallels  the 
Mexican  border  from  central  Texas  to  California,  has  two  export  projects  designed  to  greatly 
increase  its  delivery  capacity  to  Mexico.  El  Paso  plans  to  construct  the  Yuma  Lateral 
project,  which  will  consist  of  21  miles  of  36-inch  pipeline  looping  and  93^  miles  of  new  30- 
inch  pipeline  that  will  extend  south  from  El  Paso's  southern  pipeline  system  to  the 
international  border  near  San  Luis  Rio  Colorado,  Mexico.  12,150  horsepower  of  new 
compression  will  also  be  added  to  the  Wenden  compressor  station.  The  400  MMcfd 
expansion  will  interconnect  with  a  pipeline  to  be  constructed  by  Pemex  that  will  deUver  gas 
to  the  Baja  Cahfomia  Norte  area,  introduce  gas  service  to  the  towns  of  Mexicali,  Tecate, 
Tijuana  and  Rosarito  and  also  supply  the  planned  Tri-National  Power  Project.  Cost  of  the 
El  Paso  expansion  is  estimated  at  $91.9  miUion  and  the  project  should  be  in-service  by  the 
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third  quarter  of  1994."  The  Tri-National  Power  Project  will  repower  and  expand  an  existing 
606  MW  electric  power  plant  located  at  Rosarito.  El  Paso  received  initial  requests  for  this 
expansion  from  14  shippers  during  an  open  season  totalling  2.1  Bcfd  of  new  capacity. 

El  Paso  Natural  Gas'  second  project  would  involve  deliveries  to  supply  the  proposed 
Samalayuca  n  electric  generating  facility  near  Ciudad  Juarez.  Two  groups  currently  are 
bidding  to  develop  the  project.  One  includes  affiliates  of  Transco  Energy  and  Duke  Power 
and  the  other  a  group  consisting  of  Bechtel,  General  Electric,  El  Paso  Natural  Gas,  Grupo 
lea  and  Coastal  Corp.  The  350-400  MW  plant  would  be  constructed  next  to  the  existing  320 
MW  plant  that  was  recently  converted  to  run  on  natural  gas.  The  Samalayuca  II  plant  is 
expected  to  consume  110  MMcfd."  A  25-mile  pipeline  would  be  constructed  by  Pemex  to 
deUver  gas  from  the  border.  The  project  is  especially  significant  since  it  will  be  the  first  large 
capital  venture  in  Mexico  not  guaranteed  by  government  loans.  The  facilities  will  be 
constructed  imder  a  build-lease-transfer  agreement  under  which  CFE  will  lease  the  plant 
for  ten  years  after  it  is  constructed  and  then  purchase  the  U.S.  interest  and  begin  ownership. 


Southern  California  Gas  and  San  Diego  Gas  &  Electric 

As  a  way  to  utilize  the  large  amounts  of  natural  gas  entering  California  through  the 
addition  of  new  pipeline  capacity  to  the  state.  Southern  California  Gas  and  San  Diego  Gas 
&  Electric  have  considered  two  possible  projects  to  supply  gas  to  a  Mexican  electric  power 
generating  station  in  Baja  California  Norte.  Option  one  would  entail  constructing  a  two-mile 
pipeline  extension  from  an  existing  San  Diego  Gas  &  Electric  Une  near  the  Otay  Mesa  area 
of  San  Diego  County  to  the  border  near  Tijuana  to  interconnect  with  an  18-mile  pipeline 
to  be  constructed  by  Pemex  that  would  deliver  24  MMcfd  in  the  first  year,  increasing  to  144 
MMcfd  in  the  second  year.  Under  this  proposal  gas  could  flow  within  one  year  after  an 
agreement  was  signed.  The  second  option  calls  for  long-term  volxmies  of  up  to  500  MMcfd 
with  additional  compression  required.  This  proposal  could  be  in-service  within  three  years. 
Under  this  option  volumes  could  also  be  used  for  other  purposes  such  as  bringing  new 
natural  gas  service  to  cities  in  the  area. 

Under  the  two  scenarios  proposed,  Pemex  would  purchase  supplies  itself  in  the  U.S. 
and  the  two  California  distributors  would  serve  as  transporters.  The  power  plant  currently 
generates  620  MW  by  using  3%  sulfur  residual  fuel  oil  in  its  six  boilers.  The  conversions 
should  begin  in  early  1993.  The  plant  is  already  electrically  connected  to  the  San  Diego  Gas 
&  Electric  system." 

Pemex/North  American  Free  Trade  Agreement 

Pemex,  Mexico's  national  energy  company,  was  created  in  1938  by  transforming 
foreign  private  companies  operating  in  Mexico  into  a  state  enterprise.  Pemex  has  exclusive 
control  over  all  aspects  of  the  coimtT/s  hydrocarbon  industry.  Over  the  next  forty  years  after 
formation,  the  company's  goals  were  to  provide  energy  self-sufficiency  to  Mexico  through 
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low  energy  prices.  With  the  discovery  of  large  amounts  of  petroleum  in  1976,  Pemex  became  ' 
an  energy  exporter  and  a  major  player  in  world  energy  affairs.  Despite  its  recent  growth, ' 
Pemex  has  for  many  years  represented  a  symbol  of  pride,  nationalism  and  economic 
independence  to  most  Mexicans. 

U.S.  suppliers  currentiy  sell  natural  gas  directly  to  Pemex,  who  transports  the  gas  and 
resells  it  to  end  users.  Pemex  is  the  only  legally  authorized  entity  allowed  to  sell  gas  to 
consumers  in  Mexico.  Pemex  purchases  the  gas  from  the  United  States  based  on  border 
delivery  pricing. 

Over  the  last  several  years,  Pemex  has  been  slowly  showing  signs  of  opening  up  to 
foreign  investment  This  has  been  most  evident  in  the  petrochemdal  sector.  Advances  in 
other  sectors  have  been  slow,  however,  in  April  1991,  Triton  International  was  awarded  a 
service  contract  to  drill  an  18,000  foot  developmental  well  in  Campeche  Sound.  The 
e;q>loration  was  financed  with  a  portion  of  US  Export-Import  Bank  credit  guarantees  and 
was  the  first  turn-key  drilling  contract  signed  with  a  foreign  company.^' 

Pemex  announced  recently  that  it  is  restructuring  into  four  new  subsidiaries:  Pemex 
Exploration  and  Production,  Pemex  Refining,  Pemex  Gas  and  Basic  Petrochemicals  and 
Pemex  Secondary  Chemicals.  According  to  Pemex,  by  dividing  the  gas  and  oil  sectors  and 
decentralizing  the  company's  main  operations,  Pemex  will  be  better  able  to  focus  on 
economic,  value-oriented  objectives  instead  of  solely  volumetric  goals.  The  new  companies 
should  also  improve  Pemex's  consumer  and  employee  relations  and  allow  it  to  satisfy  more 
environmental  and  safefy  regulations.  Negative  events  such  as  the  recent  explosion  in 
Guadalajara  attributed  to  gasoline  fumes  in  the  sewer  system  contributed  to  Pemex  moving 
towards  these  actions.^ 

The  North  American  Free  Trade  Agreement  between  the  United  States,  Canada  and 
Mexico  was  signed  in  August  1992.  Though  the  agreement  does  not  allow  for  direct  foreign 
investment  in  Mexico's  energy  resources,  the  Bush  administration  describes  it  as  a  way  to 
take  advantage  of  future  energy  reforms.  A  Bush  administration  summary  of  the  agreement 
highlighted  several  areas  of  progress  in  the  energy  sector 

•  Providing  opportunities  for  U.S.  service  and  supply  companies  to  sell  to  Pemex 
and  Commission  Federal  de  Electriddad; 

•  Allowing  private  ownership  and  operation  of  electric  generating  facilities  for 
cogeneration  and  independent  power  plants; 

•  Providing  performance  bonuses  in  service  contracts,  primarily  for  drillers  who 
make  discoveries; 

•  Permitting  U.S.  companies  to  negotiate  directly  with  Mexican  buyers  of  natural 
gas  and  electricity; 

•  Reinforcing  recent  reforms  in  Mexico  and  opening  Pemex  to  more  competitive 
business  practices. 
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Future  Outlook 

Prospects  for  increased  exports  of  natural  gas  to  Mexico  throughout  the  rest  of  this' 
decade  appear  good.  Pemex  sees  Mexican  gas  demand  growing  at  an  annual  rate  of  7  to  10 
percent  through  2000°  Natural  gas  consumption  in  the  power  generation  sector  is  expected 
to  increase  rapidly,  as  the  Commission  Federal  de  Electriddad  meets  new  power  demand 
with  gas  turbines  that  can  be  constructed  quickly  and  at  lower  costs  than  other  fuel  sources. 
Vehicular  use  of  natural  gas  should  also  increase  greatly. 

Mexico's  Ministry  for  Energy,  Mines  and  State  Industry  has  recognized  the 
importance  of  natural  gas  in  Mexico  in  its  five  year  (1990-94)  national  plan  for  modernizing 
the  energy  sector.  Elements  of  the  new  plan  include: 

•  Modernizing  the  energy  price  structure  by  reducing  hydrocarbon  subsidies  on 
domestic  sales; 

•  Spreading  the  fiscal  burden  of  resource  development  across  all  fuels  by  reducing 
some  of  oil's  current  preferential  treatment; 

•  Targeting  increased  dry  gas  production  of  300-400  MMcfd  by  1994; 

•  Establishing  an  E  &  P  program  focused  on  natural  gas; 

•  Increasing  use  of  natural  gas  in  "environmentally  high  priority"  activities  such  as 
electric  power  generation;  and 

•  Reducing  Pemex's  fuel  use  of  natural  gas,  especially  within  the  petrochemical 
industry,  thus  making  more  gas  available  for  power  generation. 

It  is  possible  that  the  window  of  opportunity  for  exporting  natural  gas  to  Mexico  will 
only  stay  open  for  a  short  period  of  time,  however.  Several  reports  predict  that  after  2000 
Mexico  will  resume  exporting  natural  gas  to  the  United  States.  The  Energy  Information 
Administration  predicts  U.S.  gas  production  will  peak  in  the  early  2000s  and  the  U.S.  will 
be  importing  as  much  as  90  Bcf  per  year  of  Mexican  gas  by  2010.  Though  Mexican  end-users 
are  benefitting  by  the  low  cost  of  purchasing  U.S.  natural  gas,  the  increase  in  imports  means 
that  hard  currency  dollars  are  leaving  the  country. 

Randy  Wu,  El  Paso  Natural  Gas  Vice  President  of  New  Project  Development,  reports 
that  Mexico's  power  plant  operators  are  looking  for  20-year  contracts.  He  believes  this  is 
a  good  indication  that  the  Mexican  market  will  continue  to  be  strong  because  the  decision 
to  build  a  power  plant  revolves  around  securing  a  reliable  fuel  supply.  Wu  remarks,  "It 
would  be  one  thing  if  the  power  plants  being  planned  could  bum  other  fuels  or  if  Mexico 
was  planning  to  dedicate  its  own  gas  reserves  to  fueling  those  power  plants.  But  the  situation 
developing  is  a  number  of  power  plants  are  going  to  be  built  close  to  the  border  and  will 
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be  fed  with  gas  from  the  U.S.  and  potentially  Canada.  A  power  generator  doesn't  want  to 
build  a  plant  that  runs  on  gas  for  ten  years,  then  find  out  in  year  eleven  that  the  gas  is  no 
longer  available."" 

El  Paso  estimates  the  potential  border  market  alone  for  natural  gas  in  Mexico  will 
reach  1.78  Bcfd  by  2000.  80  MMcfd  would  go  for  residential  use,  100  MMcfd  for  industry, 
600  MMcfd  for  conversions  of  electric  plants  to  natural  gas  and  1  Bcfd  for  new  natural  gas- 
fired  electric  generating  fadUties." 

Precisely  what  will  happen  over  the  next  twenty  years  is  unknown.  Increases  in 
Mexican  natural  gas  demand  and  the  extent  to  which  Pemex  invests  to  develop  its  gas 
resources  will  greatly  determine  in  what  direction  gas  fiows  across  the  border. 
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COMMITTEE  ON  WAYS  AND  MEANS 
SUBCOMMITTEE  ON  TRADE 

HEARING  ON 

THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT  ("NAFTA") 

AND  SUPPLEMENTAL  AGREEMENTS  TO  THE  NAFTA 

September  27, 1993 

WRITTEN  STATEMENT 

ON  BEHALF  OF 

THE  AMERICAN  WIRE  PRODUCERS  ASSOCIATION 


On  behalf  of  the  American  Wire  Producers  Association  (the  "Association"), 
I  respectfully  submit  our  views  on  the  North  American  Free  Trade  Agreement  ("NAFTA") 
and  supplemental  agreements  of  the  NAFTA. 

The  Association  supports  the  NAFTA  and  endorses  the  free  and  fair  exchange 
of  goods  between  the  United  States  and  all  of  our  trading  partners,  including  Canada  and 
Mexico. 

The  American  Wire  Producers  Association  is  a  national  trade  organization 
which  represents  American  manufacturers  of  carbon,  alloy,  and  stainless  steel  wire  and  wire 
products.  Our  membership  also  includes  American  and  Canadian  integrated  and  minimill 
producers  of  steel  wire  rod,  Canadian  wire  drawers,  and  suppliers  of  machinery  and  other 
equipment  to  our  industry.  Member  companies  of  the  Association  operate  more  than  ISO 
plants  in  35  states,  and  they  employ  over  30,(XX)  American  workers.  Our  members  are 
efficient  producers  with  modem  facilities  and  a  productive  labor  force.  They  supply  more 
than  70  percent  of  the  domestic  market  for  Carbon  and  Stainless  steel  wire  and  wire 
products,  including  round  and  flat  wire,  barbed  wire,  welded  wire  fabric,  wire  rope  and 
strand,  nails,  staples,  chain,  coat  hangers,  concrete  reinforcing  mesh,  and  chain-link  fencing. 

The  Association  is  concerned  that  the  goals  of  the  NAFTA  may  be  undermined 
by  certain  imbalances  in  the  current  trade  relations  between  the  United  States  and  Mexico. 
We  respectfully  urge  that  these  imbalances  be  promptly  addressed  in  accordance  with  the 
provisions  of  the  NAFTA  and  the  implementing  legislation  approved  by  the  Congress. 

First,  the  NAFTA  provides  for  the  progressive  elimination  of  all  tarifTs  on  steel 
wire,  wire  products,  and  wire  rod  which  qualify  as  North  American  products  under  the 
NAFTA's  rules  of  origin.  Duties  on  steel  wire,  some  wire  products  and  wire  rod  will  be 
phased  out  over  a  ten-year  period  in  equal  annual  stages.  However,  the  U.S.  duties  on  three 
major  categories  of  wire  products  will  be  eliminated  immediately:  nails,  stainless  and  other 
wire  strand,  and  grill,  netting  and  fencing.  The  Mexican  duties  for  U.S.  exports  of  these 
same  products  will  be  reduced  over  a  ten-year  period.  Furthermore,  the  Mexican  duties  are 
already  significantly  higher  than  the  U.S.  duties.  The  Mexican  rates  are  generally  between 
10.0  and  IS.O  percent  ad  valorem,  whereas  the  corresponding  American  rates  are  between 
0.0  and  S.6  percent.  These  differentials  are  significant  to  an  industry  whose  maricets  are 
extremely  sensitive  to  even  small  variations  in  price.  Article  302(3)  of  the  NAFTA  provides 
for  consultations  to  accelerate  the  elimination  of  duties  set  out  in  the  existing  schedules,  and 
we  respectfully  request  diat  the  Congress  urge  die  President  to  invoke  this  provision  to 
achieve  an  accelerated  and  equitable  reduction  of  Mexican  duty  rates  on  U.S.  wire  and  wire 
products. 


756 


Second,  we  understand  that  Mexican  authorities  impose  a  number  of  additional 
fees  and  charges  with  respect  to  the  importation  of  steel  wire  and  wire  products.  For 
example,  Mexico  assesses  a  customs  processing  fee  {'derechos  de  tr6mite  aduanero")  on 
imported  products.  This  fee  further  distorts  the  price  differential  between  Mexican  and 
American  products,  and  it  should  be  eliminated  as  soon  as  possible  and  no  later  than  the 
deadline  of  June  30,  1999,  as  established  by  Annex  311.2  to  the  NAFTA. 

Third,  Chapter  4  of  the  NAFTA  contains  rules  of  origin  for  steel  wire,  wire 
products  and  wire  rod  which  ensure  the  North  American  content  of  these  products.  The 
AWPA  has  supported  these  rules  of  origin  since  they  were  incorporated  in  the  U.S.-Canada 
Free  Trade  Agreement.  These  rules  must  be  strictly  enforced  in  order  to  prevent 
circumvention  of  the  NAFTA  by  non-North  American  imports. 

Fourth,  our  members  are  concerned  that  the  Mexican  industry  may  be  targeting 
American  markets  for  higher-valued  wire  and  wire  products,  including  mattress  spring  units, 
galvanized  wire,  poultry  and  stucco  netting,  and  other  woven  and  welded  wire  products.  It 
is  noted  that  the  original  voluntary  restraint  arrangement  on  steel  products  was  amended  in 
order  to  contain  the  surge  of  fencing  and  mesh  products  from  Mexico,  including  steel  fence 
panels,  steel  wire  fabric,  and  welded  wire  mesh  for  concrete  reinforcement.  Therefore,  we 
endorse  the  emergency  action  provisions  of  Chapter  8  of  the  NAFTA  and  urge  that  the 
United  States  invoke  these  provisions  in  the  event  of  increased  imports  of  such  products  if 
the  NAFTA  is  ratified. 

Fifth,  Article  1902  of  die  NAFTA  preserves  the  right  of  each  country  to  retain 
its  antidumping  and  countervailing  duty  laws.  In  addition,  we  understand  that  Mexico  has 
agreed  to  conform  its  trade  laws  more  closely  to  those  of  the  United  States,  particularly  in 
the  areas  of  procedure,  predictability  and  transparency.  The  members  of  the  Association 
endorse  these  objectives  of  the  NAFTA,  which  will  promote  the  free  and  fair  exchange  of 
goods  between  our  countries. 

Sixth,  the  NAFTA  and  especially  its  supplemental  agreements  seek  to  improve 
the  environmental  and  labor  standards  in  the  Mexican  economy.  We  urge  the  United  States 
to  take  all  appropriate  action  pursuant  to  the  agreements  to  ensure  the  implementation  of 
these  standards. 

The  Association  is  grateful  to  the  Chairman  and  the  other  members  of  the 
Subcommittee  for  their  consideration  of  these  comments. 


Respectfully 


John  S.  Mueller 

President 

AMERICAN  WIRE  PRODUCERS  ASSOCIATION 

Suite  700,  1 101  Connecticut  Avenue,  NW 

Washington,  DC  20036-4303 

Telephone:   (202)857-1155 
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DEPARTMENT  OF  FOOD  AND  AGRICULTURE 
1220  N  Street,  P.O.  Box  942871 
Sacramento,  California  94271-0001 

WRITTEN  STATEMENT  TO  THE  U.S.  HOUSE  OF  REPRESENTATIVES 

COMMITTEE  ON  WAYS  AND  MEANS,  SUBCOMMITTEE  ON  TRADE 

ON  THE  PROPOSED 

NORTH  AMERICAN  FREE  TRADE  AGREEME3VT 

BY  HENRY  J.  VOSS,  DIRECTOR 
CALIFORNIA  DEPARTMENT  OF  POOD  AND  AGRICULTURE 

September  23, 1993 

The  California  Dq»itment  of  Food  and  Agriculture,  having  worked  with  the  state's 
agricultural  industry  and  U.S.  policy  makers  throughout  negotiation  of  the  North  American 
Free  Trade  Agreement  (NAFTA),  urges  Congressional  support  for  the  proposed  accord. 

Our  assessment  of  the  agreement  indicates  that  it  will  advance  Mexico  as  one  of  California's 
fastest-growing  export  markets.    Increasing  foreign  markets  is  vital  to  California's  diverse 
agriculture,  which  led  the  nation  in  farm  exports  in  1992.   Export  sales  of  agricultural,  fish 
and  timber  products  contributed  an  estimated  $11.3  billion  to  California's  economy  in  1992. 
Foreign  sales  have  helped  sustain  a  farm  industry  facing  pressure  from  growing  imports, 
rising  costs  and  limited  financing  in  recent  years.   Canada  ranked  second  behind  Japan  as  an 
export  destination  for  California's  agricultural  products  in  1992,  representing  17  percent  of 
the  total,  and  Mexico  ranked  fourth,  taking  8  percent. 

Eliminating  Trade  Barriers 

The  Department  expects  that  liberalizing  trade  with  Mexico  will  present  better  export 
opportunities  for  many  California  commodities  that  now  face  tariffs,  import  licensing 
restrictions,  quotas  or  questionable  quarantine  restrictions.    NAFTA  could  increase  exports  to 
Mexico  for  many  California  products,  including  apples,  pears,  peaches,  kiwifruit,  raisins, 
prunes,  cherries,  cotton,  grapes,  tomatoes,  dried  beans,  nuU,  citrus,  rice,  dairy  producU, 
beef,  hay,  wheat  and  wine.   Liberalization  of  the  important  Canadian  market,  which  began 
under  the  U.S. -Canada  Free  Trade  Agreement,  also  will  continue  under  NAFTA. 

The  Department  recognizes  that  NAFTA  will  increase  both  export  opportunities  and  import 
competition,  so  we  are  pleased  that  the  agreement  contains  several  provisions,  including 
longer  phase-in  periods  and  safeguards  for  import-sensitive  industries,  to  minimize  injury 
from  imports. 

Protecting  Plant,  Animal  and  Umnan  Health 

NAFTA's  new  rules  on  plant  and  animal  health  protection  could  be  an  important  model  for 
reducing  one  of  California  agriculture's  most  formidable  trade  barriers  around  the  world: 
unfoir  quarantines.   Currently,  foreign  bureaucrats  can  keep  our  fresh  produce  from  meeting 
consumer  demand  overseas  by  using  spurious  plant  pest  restrictions  as  protectionist  devices 
against  imports.   NAFTA  negotiators  agreed  that  rules  to  protect  plant,  animal  and  human 
health  (1)  must  be  based  on  scientific  principles  and  risk  assessment;  (2)  must  be  applied 
only  to  the  extent  necessary  to  provide  a  country's  chosen  level  of  protection;  and  (3)  must 
not  result  in  unfair  discrimination  or  disguised  restrictions  on  trade. 

Another  positive  aspect  of  the  agreement  for  California  consumers  and  farmers  alike  enables 
us  to  maintain  our  high  quality  standards  and  apply  them  equally  to  our  own  producers  and 
our  NAFTA  trading  partners.    We  will  need  adequate  U.S.  resources  to  maintain  quality 
controls  on  all  food,  animals  and  plants  coming  into  the  United  States  to  protect  against 
introduction  of  plant  pests  such  as  fruit  flies  and  animal  pests  such  as  brucellosis,  and  of 
course  to  keqj  providing  a  wholesome  and  safe  food  supply.   Anticipated  increases  in  trade 
among  the  United  States,  Canada  and  Mexico  will  demand  more  resources  at  the  borders, 
and  we  must  be  prqnred  to  meet  that  challenge. 
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Upholding  InteUectual  Property  Rights 

Many  California  producers  have  been  concerned  about  a  lack  of  protection  for  plant  and  seed 
varieties  in  Mexico.   Our  analysis  indicates  that  NAFTA  will  provide  a  higher  level  of 
protection  than  any  international  agreement  has  afforded  to  date,  including  protection  of  plant 
breeder's  rights.   Protecting  trademarks  and  brand  names  is  also  important  to  many  of  the 
state's  food  exporters.    Strong  enforcement  of  these  rules  will  be  key  to  their  success. 

Disciplining  Subsidies  and  Dumping 

California  exporters  of  wheat  and  forage  products  are  withholding  their  support  of  NAFTA 
until  the  United  States  imposes  tougher  disciplines  on  Canadian  subsidies,  including 
transportation  subsidies,  monopoly  pricing  practices,  and  processing  subsidies.    It  is  difficult 
to  address  domestic  support  programs  in  a  regional  trade  agreement,  so  NAFTA  skirts  the 
issue  except  to  endorse  multilateral  reform  through  the  General  Agreement  on  Tariffs  and 
Trade  (GATT).    The  pact  recognizes  that  the  use  of  export  subsidies  within  NAFTA  is 
inappropriate  except  to  counter  subsidized  imports  from  a  non-NAFTA  country.   The 
Department  reaffirms  its  support  for  multilateral  trade  liberalization  in  the  GATT  and  urges 
the  U.S.  administration  to  uphold  all  rules  disciplining  subsidies  within  North  America. 

Protecting  Investment 

Mexico's  recent  changes  in  land-ownership  laws,  combined  with  proposed  NAFTA 
protection  of  foreign  investment,  should  create  more  equitable  treatment  of  foreign 
investment  among  NAFTA  participants.   The  Department  supports  these  changes. 

Improving  Ruies  of  Origin 

NAFTA's  rules  of  origin  appear  to  address  the  Department's  concerns  about  preventing  duty- 
free transshipment  of  products  from  non-participating  nations  into  the  United  States.   Strict 
enforcement  of  these  rules  will  be  important  for  economic  reasons,  as  well  as  to  prevent  the 
spread  of  pests  into  California  agriculture. 

Conchision 

The  real  question  in  the  NAFTA  debate  is,  "Will  we  be  better  off  with  or  without  NAFTA?" 
Those  who  fear  increased  import  competition  must  recognize  that  we  already  face  stiff 
competition  from  Mexico's  agricultural  sector  under  current  conditions,  and  trade 
liberalization  under  NAFTA  will  be  gradual  while  Mexico's  standard  of  living  increases. 
Defeating  NAFTA  will  not  make  the  competition  go  away.   Those  who  complain  about  poor 
environmental  protection  in  Mexico  and  along  the  U.S. -Mexican  border  must  ask  if  they 
prefer  the  status  quo,  or  whether  we  should  take  advantage  of  the  opportunities  presented 
under  NAFTA  to  improve  environmental  protection.   Defeating  NAFTA  will  not  improve 
environmental  protection.   Those  who  fear  the  exodus  of  jobs  to  Mexico  also  must  ask  if 
they  prefer  the  status  quo,  or  whether  they  want  to  use  increased  trade  to  promote  economic 
growth  in  Mexico  that  will  lower  the  wage  differential  between  us.   They  also  must 
recognize  that  many  American  firms  are  returning  to  the  United  States,  having  discovered 
that  labor  costs  are  only  part  of  the  competitive  equation.   Defeating  NAFTA  will  not  keep 
more  jobs  in  America.   And  those  who  think  that  a  poor  country  like  Mexico  cannot  afford 
to  buy  very  much  from  the  United  States  should  realize  that,  although  half  of  Mexico's 
80-million  population  does  live  in  poverty,  one-<iuarter  to  one-third  of  Mexicans  have 
relatively  high  incomes,  creating  a  market  nearly  the  size  of  Canada's  for  U.S.  goods. 
Mexicans  already  buy  more  per  capita  from  the  United  States  than  Japanese  or  Europeans. 
Defeating  NAFTA  will  not  help  us  take  advantage  of  the  growing  North  American  market. 

I  thank  you  for  this  chance  to  share  the  Department's  views  on  NAFTA.   I  hope  this 
committee,  and  all  members  of  Congress,  recognize  that  NAFTA  presents  a  rare  opportunity 
to  advance  toward  meeting  the  social,  economic  and  political  challenges  that  face  the  United 
States  and  its  neighbors  today. 
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CANGE  &  ASSOCIATES 


INTERNATIONAL 


2930  Cowley  Way,  Suite  201 

San  Diego,  California  92117 

Telephone/Fax  (619)  276-7301 


September    22,     1993 

Ms.  Janice  Mays 

Chief  Counsel  and  Staff  Director 

Committee  on  Ways  and  Means 

U.S.  House  of  Representatives 

li02  Longworth  House  Office  Building 

Washington,  D.C.   20515 

Dear  Ms.  Mays: 

By  way  of  this  letter  I  am  pleased  to  submit  to  you  and  to 
the  members  of  the  Committee  my  written  testimony  for  inclusion 
in  the  printed  record  of  this  month's  hearing  on  the  North 
American  Free  Trade  Agreement. 

I  wish  to  testify  on  behalf  of  my  company,  Cange  & 
Associates  International  (CAI),  which  is  a  San  Diego-based  export 
management  company  and  international  business  consultancy. 

As  an  export  management  company,  CAI  specializes  in 
establishing  and  managing  international  distribution  networks  for 
several  U.S.  manufacturers  of  very  high  quality  kitchen  and  bath 
appl iances. 

As  an  international  business  consultancy,  CAI  consults  with 
Southern  California  small  businesses  in  a  wide  variety  of 
industries.  CAI  frequently  assists  these  companies  with  the 
development  of  strategies  for  entering  the  Mexican  market. 

National  media  coverage  to  date  has  clearly  conveyed  the 
idea  that  NAFTA  will  only  benefit  "big  business."  My  testimony 
herein  will  focus  on  the  benefits  of  NAFTA  accruing  to  smal 1 
businesses  such  as  ours  and  those  of  our  clients.  The  positive 
effect  of  NAFTA  on  small  business  growth  in  the  United  States 
should  not  be  underestimated,  especially  in  light  of  the  highly 
publicized  reliance  of  the  future  growth  of  the  United  States 
economy  on  small  business  expansion.  Moreover,  seventy  percent 
of  the  growth  of  the  United  States  economy  over  the  past  several 
years  has  been  a  direct  result  of  increased  exports. 

Historically,  small  businesses  in  our  country  have  thrived 
on  a  large  and  expanding  local  market.  Unlike  medium  or  large 
companies  with  a  higher  degree  of  available  capital  and 
flexibility,  small  companies  are  far  less  likely  to  move 
manufacturing  operations  anywhere  outside  the  United  States, 
Mexico  included.  Small  companies  usually  thrive  or  go  out  of 
business  here,  within  their  local  market. 

The  passage   of  NAFTA  would  have  the  very  positive  effect  of 
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creating  for  these  small  businesses  a  new  and  substantially 
enlarged  local  market.  Since  the  trade  agreement  with  Canada  was 
passed,  most  U.S.  companies  now  selling  products  to  Canada  regard 
these  sales  as  domestic,  not  foreign.  In  time  the  same  view 
would  be  taken  toward  sales  to  Mexico.  The  creation  and 
development  of  a  prosperous,  stable,  and  local  Mexican  market, 
combined  with  the  inherent  advantages  afforded  U.S.  companies  in 
Mexico  over  those  of  its  global  competitors  is,  in  my  opinion, 
undoubtedly  the  most  effective  way  in  which  the  U.S.  government 
can  foster  the  accelerated  growth  of  U.S  small  business. 

The  competitive  advantage  created  for  small  U.S.  businesses 
by  the  elimination  of  Mexico's  current  trade  barriers  must  not  be 
underestimated.  We  are  all  well  aware  of  the  negative  impact  of 
import  duties  on  the  ability  of  U.S.  companies  to  sell  products 
into  Mexico  at  a  competitive  price  to  the  consumer. 

However,  the  impact  of  import  duties  on  the  marketability  of 
products  must  also  be  considered.  At  the  present  time,  Mexico's 
distribution  channels  for  several  U. S . -manufactured  products  are 
either  underdeveloped  or  non-existent.  As  a  result,  many  small 
U.S.  companies  are  unsuccessful  in  their  attempts  to  establish 
distribution  of  their  products  in  Mexico.  The  cost  of  the  import 
duties  often  makes  it  impossible  for  them  to  establish  a  truly 
workable  system  of  distribution  in  Mexico.  These  costs  therefore 
greatly  impede  the  ability  of  the  company  to  market  its  products 
successfully  in  Mexico,  let  alone  sel 1  its  products  at  a 
competitive  price. 

While  these  considerations  are  certainly  not  unique  to  small 
business,  they  do  have  a  greater  impact  on  small  U.S.  companies. 
Small  businesses  are  generally  less  able  to  invest  the  necessary 
capital  to  create  a  channel  or  another  layer  of  distribution  in 
Mexico  which  was  previously  non-existent. 

I  believe  that  the  future  of  our  country  lies  in  the 
strength  of  its  small  businesses,  and  particularly  in  the 
strength  of  those  small  businesses  that  export.  If  NAFTA  does 
not  pass,  U.S.  small  businesses  will  suffer  greatly.  They  will 
lose  not  only  market  share,  but  more  importantly  they  will  lose 
market  access  to  Mexico,  as  our  global  competitors  will 
undoubtedly  move  in  quickly  to  grasp  those  trade  advantages  with 
Mexico  that  should  belong  to  the  United  States.  Once  that  access 
is  gone,  it  will  not  be  regained.  Furthermore,  the  rest  of  Latin 
America  will  also  become  uninterested  in  developing  future  trade 
agreements  with  our  country.  If  we  as  a  nation  do  not  choose  to 
grasp  trade  opportunities  when  they  are  presented  to  us,  how  can 
we  expect  to  grow  stronger  as  a  global  competitor? 

U.S.  small  businesses  demonstrate  every  day  that  they  are 
fully  capable  of  manufacturing,  marketing  and  selling  world  class 
products.  With  the  passage  of  NAFTA,  small  businesses  such  as 
ours  can  continue  to  succeed  in  each  of  these  areas,  and  can  do 
so  on  a  global  basis. 

Thank  you  very  much  for  your  consideration.  I  will  be 
pleased  to  speak  with  anyone  concerning  this  testimony  and  may  be 
reached  at  (619)  276-7301. 


Sincerely, 
jLimJUrJL  A.     ji^ftlW^.  » 

Kimberly  A.  Benson 
Vice  President 
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Written  Statement  by 

THE  CENTRAL  AMERICA  AMD  CARIBBEAN 

TEXTILE  AND  APPAREL  COUNCIL 

Siibmltted  to  the  Siibconmlttee  on  Trade 

House  Ways  and  Means  Connnittee 

September  23,  1993 


The  Central  America  and  Caribbean  Textile  and  Apparel  Council 
(hereinafter  referred  to  as  "The  Council")  is  the  coordinating  body 
for  the  representation  of  the  textile  and  apparel  industries 
located  in  24  countries  in  the  Caribbean  and  Central  America. 

The  Council  strongly  supports  the  North  America  Free  Trade 
Agreement  (NAFTA) .  NAFTA  is  the  next  logical  step  in  the  economic 
restructuring  and  market  openings  that  the  U.S.,  Mexico,  Latin 
America  and  the  Caribbean  have  undertaken  in  the  past  few  years. 
By  failing  to  pass  NAFTA,  these  changes  will  be  undermined  and 
cause  to  be  lost  a  historic  opportunity  to  proceed  with  hemispheric 
integration  which  will  lead  to  long-term  economic  stability  in  the 
hemisphere.  Economic  stability  in  this  region  has  much  to  do  with 
how  important,  long-standing  political  issues  -  human  rights, 
terrorism,  drug  trafficking,  democracy,  immigration  -  are  dealt 
with. 

At  the  same  time,  the  Council  is  very  concerned  that  the 
passage  of  NAFTA  will  adversely  affect  the  competitiveness  of 
Central  America  and  Caribbean  region  by  attracting  existing  and 
potential  investment  from  the  region  to  Mexico,  particularly  in  the 
textile  and  apparel  sectors.  It  is  for  this  reason  we  seek  parity 
with  NAFTA  and  seek  to  include  parity  in  the  NAFTA  implementing 
legislation. 

Inclusion  of  parity  in  the  NAFTA  implementing  legislation  will 
in  no  way  impede  the  NAFTA  process.  In  fact,  inclusion  may  well 
facilitate  passage.  Inclusion  of  parity  in  the  NAFTA  implementing 
legislation  will  actually  increase  U.S.  support  for  NAFTA  because 
it  will  assure  that  states,  firms,  or  workers  reliant  on  trade  with 
Central  America  and  the  Caribbean  Basin  will  not  be  disadvantaged 
by  NAFTA,  and  therefore  will  be  able  to  support  it  wholeheartedly. 

Inclusion  of  parity  in  the  NAFTA  implementing  legislation  will 
maintain  and  support  the  long  standing  and  mutually  advantageous 
relationship  between  the  U.S.   and  the  Central  American  and 
Caribbean  Basin  countries.    It  will  do  so  at  a  very  low  cost 
because  extending  NAFTA  benefits  to  Central  America  and  Caribbean 
Basin  countries  will  have  a  minimal  impact  on  the  U.S.   It  is 
estimated  that  granting  NAFTA  parity  to  Central  America  and  the 
Caribbean  Basin  will  cost  $187  million  over  five  years.   The  small 
size  of  Central  America  and  the  Caribbean  Basin  beneficiary 
countries  guarantees  there  will  be  no  disruption  of  the  domestic 
U.S.  market,  while  the  opportunities  given  to  the  Central  American 
and  Caribbean  Basin  countries  will  make  a  huge  difference  in  the 
region's  future. 

By  including  parity  in  the  NAFTA  implementing  legislation,  the 
U.S.  will  be  encouraging  Central  American  and  Caribbean  Basin 
nations  to  assume  their  full  obligations  under  a  free  trade  regime 
and  to  further  open  their  markets  to  U.S.  products,  services  and 
investment.  Without  parity,  U.S.  companies  already  in  the  region, 
competitively  disadvantaged  by  the  eventual  elimination  of  Mexican 
duty  rates  and  quotas,  will  be  forced  to  consider  relocating 
existing  manufacturing  facilities.  At  the  very  least,  they  will 
likely  avoid  any  future  investment  in  the  region.  Such  a  reversal 
in  the  investment  climate  will  have  tragic  consequences  for  the 
social,  economic  and  political  stability  of  the  region. 


762 


United  States  Trade  Representative  Mickey  Kantor  recently 
stated  that 

"the  Americas  now  are  the  second  fastest - 
growing  region  in  the  world.  Only  Asia 
exceeds  the  growth  in  the  Americas.  More  than 
a  few  Latin  American  countries  are  shrinking 
their  budget  deficits,  reducing  their  foreign 
debts,  and  opening  up  their  previously 
hothouse  economies  to  global  competition. 
This  trend  provides  us  with  a  historic 
opportunity  to  make  permanent  reductions  in 
trade  and  investment  barriers  -  and  in  so 
doing  to  strengthen  growth  and  democracy 
through  the  Americas . " 

This  statement  truly  reflects  the  significance  of  expanding  the 
opportunities  provided  for  in  NAFTA  to  Central  America  and  the 
Caribbean  Basin. 

The  Caribbean  Basin  Initiatives  to  date  have  over  the  past  10 
years  contributed  significantly  to  the  economic  growth  and 
political  stability  in  this  nearby,  strategically  important  region. 
Clearly,  any  progress  our  neighbors  to  the  South  jnake  enhances  our 
own  country's  political  security.  In  fact,  in  large  part  as  a 
result  of  CBI,  in  the  last  decade,  we  have  witnessed  a  strong  and 
consistent  movement  by  the  Central  American  and  Caribbean  nations 
towards  democracy,  economic  reforms  and  trade  and  investment 
liberalization.  Democracy  and  open  markets  clearly  buttress  each 
other.  Improved  economic  conditions  contribute  to  political 
stability,  deter  illegal  immigration,  and  create  an  alternative  to 
the  production  and  trafficking  of  illegal  drugs. 

The  Central  American  and  Caribbean  textile  and  apparel 
industries  will  have  a  very  time  competing  with  a  Mexican 
industrial  sector  that  has  unbridled  access  to  the  U.S.  The 
textile  and  apparel  industries  of  Central  America  and  Caribbean 
Basin  are  currently  subject  to  quantitative  and  qualitative 
restrictions  and  tariffs,  and  without  NAFTA  parity,  our  industries 
will  be  unable  to  hold  their  ground  against  Mexico. 

During  the  past  decade  Central  America  and  the  Caribbean  Basin 
economies  have  continued  to  develop  and  grow,  on  an  economic  base 
stimulated  by  our  Congress'  CBIs  and,  as  a  result,  the  demand  for 
U.S.  goods  and  services  has  grown.  The  U.S.  has  maintained  a 
larger  and  more  consistent  job-creating  trade  surplus  (on  a  per 
capita  basis)  with  Central  America  and  Caribbean  Basin  countries 
than  with  any  other  region  in  the  world.  The  Central  American 
Panamanian  Federation  of  Private  Entities  indicated  in  a  recent 
report  that  "60%  of  the  Caribbean  and  Central  American  region's 
income  goes  to  buy  American  products".  The  report  also  stated  "45% 
of  raw  material,  machinery  and  equipment  imports  of  Central  America 
and  Caribbean  Basin  countries  comes  from  the  United  States."  Thus, 
we  have  the  truest  elements  of  symbiotic  trade  . . .  mutuality  of 
interest  and  benefit. 

In  1992,  U.S.  exports  to  Central  America  and  the  Caribbean 
Basin  exceeded  $11  billion,  up  more  than  10%  from  1991.  These 
exports  created  more  than  220,000  American  jobs.  In  addition,  for 
every  100  jobs  created  in  Central  America  and  Caribbean  Basin,  15 
new  jobs  are  created  in  the  U.S.  And  U.S.  exports  to  Central 
America  and  Caribbean  Basin  region  are  expanding  at  a  rate  three 
times  the  rate  of  exports  to  the  world  as  a  whole. 
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Over  the  past  ten  years,  U.S.  companies  have  moved  production 
to  the  Central  American  and  Caribbean  region  in  order  to  remain 
competitive  in  the  increasingly  liberalized  global  trade  in  textile 
and  apparel  products.  These  firms  recognize  that  sourcing  from  the 
Central  American  and  Caribbean  Basin  countries  allows  them  to 
compete  with  lower  cost  suppliers  from  the  Pacific  Rim  -  despite 
the  fact  textile  and  apparel  products  are  excluded  from  CBI 
benefits . 

The  ability  of  U.S.  textile  and  apparel  firms  to  combine  U.S. 
production  with  offshore  assembly  in  Central  America  and  the 
Caribbean  Basin  allows  U.S.  firms  to  compete  with  low-cost 
producers  in  Asia.  Jobs  are  thus  protected  in  the  U.S.  that  would 
otherwise  go  offshore,  most  likely  to  the  Far  East. 

The  total  U.S.  Customs  value  of  textile  and  apparel  trade 
between  the  Central  American  and  Caribbean  region  and  the  U.S.  grew 
from  $1.1  billion  in  1987  to  $3.2  billion  in  1992.  During  this 
time  period,  the  value  of  U.S.  components  grew  from  $580  million  to 
$1.7  billion  showing  that  the  growth  of  U.S.  apparel  imports  from 
the  region  has  been  accompanied  by  the  strong  and  consistent  growth 
of  U.S.  exports. 

A  large  number  of  the  textile  and  apparel  producers  that  make 
up  our  Council  use  U.S.  cut  and  formed  fabric.  This  fabric  is 
shipped  from  the  U.S.  to  Central  America  and  the  Caribbean  Basin 
and  assembled.  This  two  way  process  provides  numerous  benefits  for 
both  Central  America  and  Caribbean  Basin  and  the  U.S.  with  the  most 
important  benefits  being  investment,  jobs,  and  trade.  This  is  a 
true  partnership  between  the  U.S.  and  Central  America  and  Caribbean 
Basin  nations. 

Many  companies  in  the  Council  are  deeply  fearful  of  the  signal 
the  U.S.  Government  is  presently  issuing  in  respect  to  the  narrow 
focus  on  NAFTA  without  due  respect  for  Central  America  and  the 
Caribbean  Basin  region.  Including  parity  in  the  NAFTA  implementing 
legislation  is  crucial  for  us  to  remain  competitive  in  this  region. 
Yet,  our  members  tell  us,  as  a  result  of  NAFTA,  they  have  already 
seen  indications  of  a  diversion  of  investor  interest  from  the 
region  to  Mexico  for  the  location  of  new  factories.  This  shift  of 
potential  and  incremental  investment  could  result  in  disinvestment 
in  the  region  at  large. 

As  a  practical  matter,  parity  is  essential  to  products  such  as 
textile  and  apparel.  These  products  account  for  nearly  50  percent 
of  total  U.S.  imports  from  Central  America  and  Caribbean  Basin. 
These  products  are  currently  ineligible  for  CBI  duty-free 
treatment,  they  carry  the  highest  rates  in  the  U.S.  tariff 
schedule.  Free  access  for  Mexico's  exports  of  these  products  would 
give  the  Mexican  exporter  anywhere  between  an  8  to  25  percent  cost 
advantage  over  his  competitors  in  Central  America  and  Caribbean 
Basin  beneficiary  countries. 

Despite  early  concern  that  accompanied  the  CBI,  U.S.  imports 
of  textiles  and  apparel  from  CBI  countries  are  not  disrupting  U.S. 
industry.  Over  77  percent  of  Central  America  and  Caribbean  Basin 
textile  and  apparel  exports  to  the  U.S.  are  assembled,  in  whole  or 
in  part,  from  U.S.  components.  These  imports  from  Central  America 
and  the  Caribbean  Basin  displace  imports  from  Asia  which  contain 
little,  if  any,  U.S.  content.  Our  assembly  plants  help  the  U.S.  to 
remain  strong,  internationally  competitive  and  preserve  U.S.  jobs. 

Many  U.S.  companies  invested  in  Central  America  and  the 
Caribbean  in  the  1980' s.  They  did  so  to  remain  competitive  against 
Asian  facilities.  This  was  a  business  decision  based  in  part  on 
the  strong  commitment  of  the  U.S.  Government  to  see  this  region 
prosper.  This  commitment,  in  CBI  I  and  CBI  II,  v/as  the  basis  for 
their  decision.  Their  business  decision  was  based  upon  what  was 
thought  to  be  a  safe,  secure  and  competitive  investment. 
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Including  parity  in  the  NAFTA  implementing  legislation  will 
protect  the  interests  of  U.S.  companies  in  the  region  especially  in 
the  textile  and  apparel  industry.  Many  U.S.  firms  invested  in  the 
region  in  order  to  compete  with  low  cost  Asian  textile  and  apparel 
manufacturers  while  still  maintaining  facilities  in  the  U.S. 
Failure  to  provide  NAFTA- like  access  for  Central  American  and 
Caribbean  nations  would  punish  U.S.  firms  who  at  the  encouragement 
of  the  U.S.  Government  took  the  risk  and  invested  in  Central 
America  and  the  Caribbean  Basin.  More  importantly,  it  would  also 
harm  American  workers  in  the  mill  and  apparel  sectors  reliant  on 
coproduction  with  the  region. 

Including  parity  in  the  NAFTA  implementing  legislation  will 
encourage  the  countries  of  Central  America  and  the  Caribbean  to 
move  quickly  to  negotiate  reciprocal  free-trade  agreements  with  the 
U.S.  thus  laying  the  groundwork  for  Central  America  and  the 
Caribbean  Basin  to  become  part  of  a  longer  term  economic 
integration  of  the  entire  Western  Hemisphere.  We  feel  it  will  be 
a  big  mistake  for  the  U.S.  to  provide  Mexico  with  benefits  that 
will  severely  disadvantage  the  countries  of  Central  American  and 
the  Caribbean,  and  especially  the  textile  and  apparel  industries. 
After  all,  are  not  the  Central  American  and  Caribbean  nations  part 
of  North  America.  We  strongly  urge  the  inclusion  of  parity  for 
Central  America  and  the  Caribbean  Basin  in  the  NAFTA  implementing 
legislation  and  strongly  urge  adoption  of  NAFTA. _ 
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TESTIMONY  OF  CHOCOLATE  MANUFACTURERS  ASSOCIATION  OF  THE  U.S.A.  AND 
THE  NATIONAL  CONFECTIONERS  ASSOCIATION  OF  THE  U.S. 

NAFTA  IS  strongly  supported  by  the  Chocolate  Manufacturers  Associdiiwii  of  the  U.S.  A. 
(CMA)  and  the  National  Confectioners  Association  of  the  United  States  (NCA).   We  welcome 
this  o[>portunity  to  explain  the  important  economic  advantages  that  will  accrue  to  our  industries 
in  the  U.S.  from  free-trade  with  Mexico. 

The  CMA  and  NCA  represent  confectionery  companies  with  55,000  employees  at  166 
locations  in  i2  states,  comprising  about  90%  of  the  chocolate  and  sugar  confectionery  produced 
in  this  country.    We  are  a  il3-14  billion  industry  at  retail. 

Confei  tionery  exports  to  Mexico  have  increased  62%  in  the  past  two  years,  from  over  33 
million  lbs.  lo  over  54  million  lbs.    Mexico  is  the  second  largest  export  marki  l  for  U.S. 
confe(  tionery,  right  behind  Canada.    NAFTA  will  significantly  increase  these  percentages 
creatinfj  positive  economic  growth  and  jobs  in  the  U.S.  for  our  industry.    Every  $200,000  of  U.S. 
confectionery  sales  translates  into  one  American  job  directly  related  to  confectionery 
manufacture.   The  nearly  $600  million  of  confectionery  sales  lo  Mexico  by  2008  projected  by 
USDA  will  translate  into  over  3,000  jobs  within  the  next  several  years. 

Tariff  Elimination  will  increase  U.S.  Confectionery  Exports 

Most  confectionery  imports  from  Mexico  enter  the  United  States  duty-free  under  the 
Generalized  System  of  Preferences  (GSP).    In  contrast,  U.S.  confectionery  exports    to  Mexico 
are  subject  lo  a  20%  tariff.    While  Mexico's  current  tariff  of  20%  marks  progress  over  previous 
import  bans  and  tariffs  at  45%,  the  large  disparity  between  the  U.S.  and  Mexican  tariffs  still 
places  4)ur  industry  at  a  serious  disadvantage  in  entering  the  Mexican  market. 

Recent  stdlislics4or  U.S.  trade  with  Mexico  in  sugar  and  chocolate  confectionery  clearly 
demonstrate  that  our  industry  will  benefit  even  in  the  short  run  from  the  further  reduction  of 
Mexico's  trade  barriers.    Five  years  ago,  Mexico's  market  was  virtually  closed  lo  U.S. 
confectionery  products.   The  U.S.  confectionery  industry  responded  vigorously  to  the  opening 
of  the  Mexican  market  in  1988,  and  in  two  short  years,  the  U.S.  industry  enjoyed  a  $32  million 
trade  surplus  in  chocolate  and  sugar  confectit)nery. 

As  the  following  U.S.  trade  charts  for  1992  demonstrate  (see  tables  below),  U.S.  exports  of 
sugar  confectionery  to  Mexico  were  valued  at  $23  million,  while  imports  of  sugar  confectionery 
from  Mexico  were  valued  at  $21  million.  U.S.  exports  of  chocolate  confectionery  to  Mexico 
were  valued  at  $53  million,  while  imports  of  Mexican  chocolate  confectionery  to  the  U.S.  were 
valued  at  $5  million.  U.S.  confectionery  exports  to  Mexico  are  projected  to  increase  to  a 
whopping  $600  million  in  2008,  the  ISIh  year  of  the  NAFTA  Agreement.  That  is  nearly  a  700% 
increase  m  American  exports  in  the  15-year  period. 

This  IS  a  staggering  increase  in  U.S.  exports.    Our  country  has  always  looked  to  exports  to 
increase  its  economic  growth.   We  cannot  afford  to  lose  the  opportunity  for  growth  and  U..S. 
jobs  that  will  necessarily  result  from  NAFTA.   This  real  potential  is  the  reason  we  so  strongly 
support  NAFTA. 

U.S.  Exports  of  Confectionery  Products  to  Mexico 

Item                                                            1989        1990        IJ91        1992 
(Value  in  Millions) 

Cocoa  &  chocolate  products  34  32  47  53 

Confectionery  12  18  20  23 


Total  products  46  50  67 

U.S.  Imports  of  Confectionery  Products  From  Mexico 


1990        1991 
(Value  in  Millions) 


Cocoa  and  chocolate  products  3  7  6 

Confectionery  13  11  15 


Total  products  16  18  21  26 

U.S.  Trade  Balance  +30         +32         +46         +50 

Mexico's  Sugar  Industry-Current  and  Future  Situation  by  Fred  Kessel,  Peter  Buzzanell  and 
Ron  Lord,  April  12,  1993. 

2  These  are  classified  under  NTS  item  numbers  1806.20  (bulk  chocolate);  1«()6.31  (filled 
chocolate  bars);  1806.32  (unfilled  chocolate  bars);  1806.90  (other  chocolate  confectionery,  such 
as  boxed  chocolates)  and  1704.9020  (confections/sweetmeats  ready  for  consumption,  not 
containing  cocoa). 
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Consumpiion  Potential 

Confectionery  consumption  in  the  U.S.  Is  nearly  21  pounds  per  person.    Mexico's 
consumption  is  only  slightly  more  than  7  pounds  per  person.   Most  industrialized  countries 
have  per  capita  consumption  levels  similar  or  higher  than  the  U.S.    Because  the  growth  of  the 
U.S.  confectionery  industry  is  linked  to  international  trade  and  export  to  countries  like  Mexico 
with  its  85  million  inhabitants,  there  is  tremendous  potential  for  increased  consumption 
opportunities  as  Mexican  income  levels  continue  to  increase.   As  NAFTA  fortifies  Mexico's 
economy  and  raises  the  income  levels  of  its  inhabitants,  this  potential  will  grow  exponentially. 

Ten  Year  Phase  Out  Unnecessary 

We  do  not  believe  that  a  10  year  phase  out  of  confectionery  duties  is  necessary.    Decades 
of  absolute  protection  in  Mexico  have  tostered  a  very  strong  Mexican  confectionery  industry.    It 
is  dominated  by  La  Azteca,  a  Mexican  company  which  possesses  about  a  40%  share  of  the 
chocolate  market.    The  Mexican  industry  is  not  a  "fledgling  industry"  in  need  of  special 
advantages,  since  it  already  benefits  from  secure  supply  sources,  longstanding  distribution 
arrangements,  brand-name  recognition  and  other  advantages  which  accrue  to  long-established, 
protected  companies. 

Agriculture  Commodity  Provisions  of  NAFTA  Should  Not  be  Changed 

NAFTA  provides  a  15-year  phase-in  to  free  trade  in  sugar.     Currently  quotas  are  in  place. 
These  will  be  replaced  by  tariff  rate  quotas.    Finally,  at  the  end  of  the  15  year  phase-in,  Mexico 
will  be  allowed  to  export  peanuts  or  sugar  at  a  level  above  their  current  U.S.  country  quota  if 
they  can  become  net  exporters  of  these  products.    We  believe  this  15-year  transition  is  more 
than  adequate  for  the  domestic  producing  industries  to  adjust  to  any  changes  which  might 
occur. 

Industry  Opposes  a  Memorandum  of  Understanding  on  Sugar 

We  oppose  the  domestic  sugar  industry's  request  that  U.S.  negotiators  issue  a 
memorandum  of  understanding  with  Mexico  expanding  the  definition  of  "surplus  producer"  to 
include  production  and  consumption  of  corn  sweeteners. 

This  expansion  at  this  late  date  threatens  the  sugar  and  sugar-containing  products 
(including  confectionery  provisions)  of  the  Agreement.    Under  the  expansion,  Mexico's  total 
sugar  and  corn  sweetener  production  must  exceed  its  total  sugar  and  corn  sweetener 
consumpiion  for  Mexico  to  qualify  as  a  "net  surplus  producer."    It  Is  unlikely  that  Mexico  can 
ever  meet  the  requirements  of  the  Agreement  to  become  a  net  exporter  of  sugar.3   The 
expansion  then  undermines  the  entire  sugar  part  of  the  Agreement. 

Summary 

The  U.S.  confectionery  Industry  has  worked  for  years  to  reduce  or  eliminate  barriers  to 
our  products  around  the  world.    Our  Industry  will  grow  If  the  U.S.  continues  to  exercise  global 
leadership.  In  bilateral,  unilateral  and  most  imfxjrtantly.  In  regional  trade  agreements  like 
NAFTA. 

We  urge  this  Committee  to  work  toward  Congressional  passage  of  NAFTA,  with  no  change 
in  the  sugar  provisions  of  the  text. 


Mexico's  Suttar  Industry-Current  and  Future  Situation  by  Fred  Kessel,  Peter  Buzzanell  and 
Ron  Lord,  April  12,  1993. 
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STATEMENT  OF  ELECTRONIC  INDUSTRIES  ASSOCIATION 

EXECUTIVE  SUMMARY 

The  Electronic  Industries  AsscKiation  (EIA)  endorses  the  North  American  Free 
Trade  Agreement  (NAFTA)  and  welcomes  the  opportunity  to  present  its  views  on  the 
NAFTA  to  the  Subcommittee  on  Trade.  We  urge  the  Congress  to  pass  NAFTA 
implementing  legislation  in  time  for  the  agreement's  scheduled  commencement  on  January 
1,  1994. 

EIA  is  the  oldest  and  largest  trade  association  for  the  U.S.  electronics  industry, 
comprised  of  more  that  1,000  member  companies  involved  in  the  design,  manufacture, 
distribution  and  sale  of  electronic  parts,  components,  equipment  and  systems  for  use  in 
consumer,  commercial,  industrial,  military  and  space  use.  Overall,  1992  factory  sales  of 
electronic  products  totalled  more  than  $287  billion,  of  which  more  than  $77  billion  were 
exports. 

EIA  supports  the  NAFTA  as  a  progressive  effort  to  increase  American  jobs  and 
enhance  the  competitiveness  of  U.S.  electronics  producers.  NAFTA  establishes  positive 
precedence  for  U.S.  bilateral  and  multilateral  relationships.  It  also  addresses  many  of  ElA's 
initial  recommendations  and  concerns,  including: 

1)  promoting  more  accessible  North  American  markets; 

2)  enhancing  the  global  competitiveness  of  U.S.  producers  in  general,  and  the  U.S. 
high  technology  industry  in  particular; 

3)  employing  clear,  predictable  and  reasonable  rules  for  determining  eligibility  for 
the  benefits  of  the  agreement;  and 

4)  ensuring  that  benefits  accrue  to  North  American  companies  with  adequate  rules 
to  prevent  non-North  American  parties  from  receiving  undue  advantage  from  the 
agreement. 

The  electronics  industry  is  one  of  the  country's  largest  employing  sectors  with  almost 
2  million  employees.  Industry  growth  has  been  sustained  by  exports  over  the  past  few  years 
with  one  quarter  of  U.S.  electronic  products  exported  abroad.  Moreover,  U.S.  exports  of 
electronics  products  during  the  first  six  months  of  1993  reached  more  than  $41  billion, 
representing  a  growth  rate  of  8.5  percent  over  last  year's  record  exports  of  $37.8  billion 
during  the  same  period. 

The  NAFTA  will  eliminate  trade  and  investment  barriers  and  integrate  markets  with 
over  360  million  people  and  $6  trillion  in  annual  output.  The  agreement  places  industry  in 
a  better  position  to  compete  in  North  American  and  global  markets  with  the  end  result  of 
more  jobs  in  the  United  States.  In  addition,  U.S.  products  will  have  a  significant  edge  over 
Asian  and  European  products  with  the  removal  of  current  barriers  and  their  associated 
costs. 
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Another  key  NAFTA  benefit  is  the  enhanced  employment  that  will  be  created  by  the 
increased  demand  for  U.S.  goods  and  services  we  believe  will  result  from  the  agreement 
NAFTA-reiated  exports  will  create  thousands  of  higher-paying  manufacturing  jobs  and  a 
recent  Commerce  Department  study  reveals  that  such  jobs  offer  workers  some  17%  more 
in  wages.  Currently,  Mexico  is  the  second  largest  importer  of  U.S.  manufactured  products 
and  we  look  for  NAFTA  to  expand  our  export  potential  in  this  key  market. 

Finally,  the  U.S.  high  tech  industry  is  a  big  winner  with  the  NAFTA.  More  than  14% 
of  total  merchandise  exports  to  Canada  and  Mexico  are  from  the  electronics  industry. 
Combined,  Canada  and  Mexico  represent  one  quarter  of  the  global  market  for  U.S. 
electronics  exports.  Canada  is  the  largest  market  for  the  electronics  industry  with  abnost 
$13  billion  in  exports  in  1992.  Mexico  is  the  fourth  largest  export  market  for  U.S. 
electronics,  surpassing  Germany  in  1992,  with  $5.7  billion  in  exports.  Current  and  expected 
growth  will  only  enhance  these  numbers  with  the  implementation  of  the  NAFTA. 

Indeed,  since  Mexico  began  to  lower  trade  barriers  in  1986,  exports  have  increased 
from  a  1987  total  of  $2.4  billion  to  a  1992  total  of  $5.7  billion,  more  than  doubling  exports 
to  Mexico  in  five  years.  The  trade  balance  in  electronics  has  improved  from  a  1987  $1 
billion  deficit  to  almost  even  in  1992.  The  NAFTA  will  build  upon  these  trends  and 
continue  to  improve  the  position  of  the  U.S.  electronics  industry. 

WHY  EIA  SUPPORTS  THE  NAFTA 

Specific  aspects  of  the  agreement  are  very  important  for  the  electronics  industry  and, 
in  some  cases,  exceed  original  negotiating  objectives  identified  by  EIA. 

EIA  especially  supports  these  elements: 

Tariff  Reductions  -  Tariff  reduction  will  allow  greater  access  to  markets  and  remove 
artificial  barriers.  Although  exports  have  more  than  doubled  to  Mexico  in  the  past  six  years, 
today's  tariff  schedules  still  create  a  significant  barrier  to  selling  to  Mexico.  In  general, 
Mexican  tariffs  average  10  to  20  percent  and  are  two-and-a-half  times  the  U.S.  tariff  rates. 
For  example,  Mexican  tariffs  on  40  percent  of  U.S.  dutiable  exports  for  electronic 
equipment  (including  computer  storage  units,  magnetic  media,  and  photocopier  parts)  will 
be  eliminated  immediately,  50  percent  will  be  phased  out  in  5  years  (including  TVs, 
computers,  and  telephone  equipment),  and  the  remainder  in  10  years  (including  switches 
and  electronic  circuit  breaking  equipment). 

EIA  believes  that  tariff  reductions  will  increase  U.S.  exports  to  Mexico,  making  it 
easier  for  U.S.  companies  to  remain  in  the  U.S.  and  sell  to  Mexico.  Moreover,  NAFTA  and 
its  significant  tariff  reductions  substantially  reduce  the  incentive  to  move  to  Mexico  in  order 
to  gain  access  to  the  market.  Not  only  will  American  firms  gain  access  to  a  Mexican  market 
that  has  previously  been  very  restrictive  but,  more  importantly,  we  get  access  to  the  market 
with  a  10  to  20%  cost  advantage  over  our  foreign  competitors. 

Rules  of  Origin  -  Constituting  one  of  the  most  important  objectives  for  the  U.S.  electronics 
industry,  NAFTA  rules  of  origin  are  generally  based  on  a  change  in  tariff  heading  with 
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certain  products  requiring  additional  content  tests.  The  rules  address  concerns  that  origin 
preference  be  flexible  and  administratively  manageable.  We  believe  that  the  rules  address 
the  unique  needs  of  electronic  products  and  ensure  that  benefits  wall  accrue  exclusively  to 
North  American  companies.  Duty  drawback  is  gradually  reduced  with  transition  rules,  in 
most  cases,  to  allow  for  those  items  which  do  not  claim  NAFTA  preference. 

The  U.S.,  Canada  and  Mexico  have  addressed  higher  levels  of  descriptive  detail  in 
the  Harmonized  Tariff  Schedule  (HTS)  for  electronics  categories  aimed  at  correcting 
several  problems,  including  current  inconsistencies  in  matching  individual  items  in  the  HTS 
between  the  three  countries.  In  addition,  the  additional  descriptive  detail  allows  for 
expanded  rules  of  origin  to  take  into  consideration  the  manufacturing  processes  of 
electronic  products  which  frequently  require  the  assembly  of  hundreds  of  parts. 

Technical  Standards/Equipment  Approvals  -  Standards  will  no  longer  act  as  barriers  to 
trade  among  the  U.S.,  Canada  and  Mexico  because  NAFTA  includes  plans  to  coordinate 
standards  processes.  Mexican  technical  standards  and  equipment  approval  requirements  will 
no  longer  act  as  barriers  to  U.S.  exports  because  NAFTA  directs  that  standards-related 
measures  must  be  applied  in  a  non-discriminatory  manner  to  both  domestically  produced 
and  imported  products.  The  agreement  also  provides  that  the  standards  development 
process  in  all  three  countries  will  be  open  and  transparent. 

Intellectual  Property  -  NAFTA  establishes  a  higher  standard  for  patents,  copyrights, 
trademarks  and  trade  secrets  than  any  other  bilateral  or  international  agreement.  For 
example,  NAFTA  requires  Mexico  to  enforce  the  rights  of  authors,  artists  and  inventors 
against  infringement  and  piracy,  thus  reducing  the  risk  to  U.S.  high  tech  companies  that 
electronic  products  will  be  unfairly  copied  or  exploited.  NAFTA  also  locks  in  the 
availability  of  patent  protection  for  most  technologies  in  Mexico,  allowing  U.S.  firms  to 
patent  a  broad  range  of  inventions  in  Mexico  and  allowing  a  boost  in  the  level  of  exports 
of  R&D  intensive  goods  that  require  a  high  level  of  patent  protection. 

Investment  -  NAFTA  establishes  national  treatment  as  a  guiding  principle  for  investment 
and  removes  restrictions  on  foreign  ownership,  especially  in  the  telecommunications  sector. 
The  transition  rules  prevent  penalizing  current  investors  in  maquiladora  or  other  production 
facilities  in  Mexico.  NAFTA  eliminates  restrictions  on  sales  to  and  investment  in  the 
Mexican  telecommunications  equipment  and  services  market. 

Environmental  and  Labor  Protection  -  NAFTA  and  its  supplemental  agreements  will 
improve  environmental,  health  and  safety  standards  enforcement,  encourage  the  use  of 
common  technical  standards  and  discourage  their  use  as  barriers  to  trade.  As  noted  above, 
the  standards  development  system,  particularly,  in  Mexico,  will  be  transparent  to  ensure 
equal  access  and  national  treatment  of  local  firms. 

Equally  important,  NAFTA  contains  provisions  to  protect  the  environment.  These 
include  a  commitment  to  sustainable  development,  enforcement,  upward  harmonization'  of 
standards,  preservation  of  federal  and  state  standards.  In  addition,  parallel  environmental 
protection  activities  inspired  by  the  NAFTA  exist  with  the  Border  Plan.  Progress  on  labor 
issues  will  come  from  both  economic  development  and  labor  enforcement  in  Mexico.   NAFTA 
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does  nothing  to  encourage  relocation  of  U.S.  companies  to  Mexico.    Indeed,  companies  can 
move  right  now. 


SPECIFIC  INDUSTRY  BENEFITS 

Several  specific  examples  demonstrate  the  expected  benefits  of  the  NAFTA.  For 
example,  the  U.S.  leads  the  world  in  producing  high  quality  loudspeaker  systems.  In  addition, 
specialty  audio  companies  are  heavily  oriented  to  global  markets.  U.S.  companies  compete  with 
companies  around  the  world  in  the  loudspeaker  market,  particularly  competition  coming  from 
Canadian  companies. 

NAFTA  will  address  a  problem  which  has  arisen  with  the  classification  and  treatment  of 
loudspeakers  under  the  U.S. -Canada  Free  Trade  Agreement  (CFTA).  Current  U.S.  and 
Canadian  Customs  decisions  have  had  the  effect  of  not  granting  duty-free  eligibility  for 
loudspeakers,  even  when  the  assembly  of  parts  and  the  end  product  are  significantly  more  than 
50%  U.S.  content.  The  glitch  in  the  interpretation  of  the  rules  of  origin  for  loudspeakers  has 
cost  U.S.  companies  millions  of  dollars  in  tariffs  when  exporting  to  Canada. 

The  decisions  have  the  effect  of  not  granting  eligibility  for  loudspeakers  and  leaving  a 
9.8%  tariff  on  U.S.  exports  to  Canada;  the  preferential  rate  is  5.8%.  U.S.  imports  of  Canadian 
loudspeakers  are  subject  to  a  4.9%  duty  without  preferential  treatment  and  2.9%  if  granted 
eligibility.  This  differential  frequently  means  a  competitive  price  advantage  for  Canadian  fums. 
The  NAFTA,  on  the  other  hand,  resolves  this  technical  glitch  in  the  rules  of  origin.  This 
specific  problem  under  the  U.S. -CFTA  will  be  resolved  with  the  NAFTA  through  changes  in 
rules  of  origin  and  tariff  reductions.  A  more  level  playing  field  will  exist  and  sustain  U.S. 
leadership  in  specialty  audio  products. 

EIA  has  attempted  to  achieve  some  administrative  relief  for  our  U.S.  loudspeaker 
manufacturers,  but  this  appears  to  have  little  promise  of  success.  Because  alteration  of  the 
CFTA  tariff  classifications  and  headings  requires  the  agreement  of  administrative  departments 
of  both  U.S.  and  Canadian  governments,  the  time  and  cost  of  complying  with  administrative 
procedures  and  required  research  reports  would  be  prohibitive  to  these  generally  small 
companies.  EIA  has  been  in  contact  with  the  Treasury  Department,  which  is  aware  of  the  plight 
of  the  U.S.  loudspeaker  industry.  [Attached  is  an  letter  EIA  has  sent  to  the  Deputy  Director  of 
the  Office  of  Trade  and  Tariff  Affairs  on  the  issue.] 

A  second  specific  company  example  was  provided  when  Darrell  Issa,  President  and 
founder  of  Directed  Electronics,  and  Board  member  of  EIA's  Consumer  Electronics  Group, 
testified  on  September  23,  1993,  before  the  Subcommittee  on  Trade  on  the  expected  NAFTA 
benefits  for  his  company.  Directed  Electronics  is  America's  largest  maker  of  auto  security 
systems,  including  Viper  car  alarms.  The  company  has  achieved  remarkable  growth  in  sales  to 
Mexico.  From  1991  to  1993,  Directed  Electronics'  sales  in  Mexico  increased  64%.  The 
current  Mexican  tariff  rates  on  Directed' s  products  are  15  percent  and  will  eventually  be  reduced 
to  zero  under  the  NAFTA  enhancing  Mexico's  position  as  Directed 's  second  largest  foreign 
market,  after  Canada. 
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Lastly,  individual  states  with  heavy  concentrations  of  electronics  companies  will  benefit 
from  the  NAFTA.  For  example,  a  report  by  the  California  Governor's  Office  of  Planning  and 
Research  notes  that  300,000  Califomians  are  employed  in  the  computer  and  electronics 
industries.  As  a  result  of  the  NAFTA,  long-term  demand  for  professionals,  engineers  and 
precision  manufacmring  positions  will  likely  lead  to  an  increase  of  up  to  5%,  according  to  a 
1993  International  Trade  Commission  study,  a  certain  benefit  for  California. 

CONCLUSION 

The  U.S.  electronics  industry,  and  its  almost  two  millions  employees,  will  enjoy 
enhanced  growth  under  the  NAFTA.  Reduced  tariff  barriers,  an  open  market  and  eager 
Mexican  consumers  will  only  build  upon  recent  successes  in  trading  with  our  major  partners. 
Increased  U.S.  jobs,  a  healthy  U.S.  economy,  and  a  vibrant  North  American  economy  will  be 
the  result  of  NAFTA's  passage.  Defeat  of  NAFTA  will  only  weaken  Mexico's  economy, 
damage  U.S.  exports  and  eliminate  the  opportunity  for  such  an  historic  event.  We  have  the 
opportunity  to  expand  exports,  create  U.S.  jobs,  encourage  stability  and  growth  in  Mexico  and 
establish  a  solid  foundation  within  North  America  with  the  passage  of  the  NAFTA. 

For  further  information,  please  contact  David  Calabrese  or  Kevin  Shannon  at  EIA. 
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Electronic  Industries  association 


August  3,  1993 


Timothy  G.  Skud,  Esq. 
Deputy  Director 

Office  of  Trade  and  Tariff  Affairs 
U.S.  Department  of  the  Treasury 
1500  Pennsylvania  Avenue,  N.W. 
Washington.  D.C.  20220 

Dear  Tim: 

This  letter  is  a  foUow-up  to  our  meeting  of  23  July.   Thank  you  for  spending  the  time  to 
discuss  the  difficulties  facing  U.S.  loudspeaker  manufacturers,  due  to  classification 
problems  under  the  U.S.-Canada  Free  Trade  Agreement  (CFTA). 

As  you  know,  the  source  of  the  difficulty  arises  from  interpretations  of  the  rules  of  origin 
under  CFTA.   To  "origmate"  in  either  the  U.S.  or  Canada  a  product  that  contains 
imported  materials  must  be  transformed  within  the  U.S.  or  Canada  so  that  it  changes  its 
tariff  heading  classification  at  the  four  digit  level  (CFTA  Annex  301.2].    Loudspeakers 
which  incorporate  foreign  drivers,  according  to  current  interpretation  of  the  CFTA  rules 
of  origin,  change  only  in  tariff  subheading  (at  the  six  digit  level)  and  thus  do  not 
undergo  the  requisite  change  in  tariff  classification  to  qualify  for  reduced  tariffs  under 
CFTA.   To  be  precise,  finished  loudspeakers  are  classified  in  Harmonized  Tariff  System 
(HTS)  subheadings  8518.21  or  8518.22  and  their  components  under  8518.29  or 
8518.90.30. 

The  CFTA  sets  up  an  alternative  50  percent  value  test,  where  if  a  product  has  over  50 
percent  U.S.  or  Canadian  content,  it  will  be  eligible  for  tariff  preference,  so  long  as  there 
is  no  transformation  either  in  tariff  heading  or  subheading  [CFTA  Annex  301.2  (3)  and 
(4)].   At  present  however,  loudspeakers  are  not  eligible  to  invoke  this  content  test 
because  their  U.S.  and  Canadian  processing  does  effect  a  change  in  tariff  classification  at 
the  subheading  level. 

Loudspeakers  thus  fall  into  a  crack  in  the  CFTA  rules  of  origin,  not  undergoing  enough 
change  in  classification  for  the  primary  rule,  but  undergoing  too  much  change  to  fit  the 
exception.  The  North  American  Free  Trade  Agreement  (NAFTA)  cures  this  problem 
with  a  specific  rule  of  origin  for  loudspeakers  that  requires  a  change  only  in  tariff 
subheading  and  a  specified  minimum  North  American  content  fNAFTA  Annex  401  at 
112-13]. 
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The  existing  CFTA  rules  of  origin  result  in  raising  import  duties  for  affected  loudspeaker 
manufacturers  in  the  U.S.  and  Canada.  The  duties  rise  by  4  percent,  from  5.8  percent  to 

9.8  percent,  on  U.S.  exports  to  Canada;  they  increase  by  2  percent,  from  2.9  percent  to 

4.9  percent,  on  U.S.  imports  from  Canada. 

To  reiterate  part  of  our  conversation,  I  am  writing  to  you  because  many  of  our  members 
who  manufacture  and  export  high-end  audio  products,  are  being  adversely  impacted  by 
the  current  Treasury  interpretation  of  the  CFTA  rules  of  origin.    If  NAFTA  does  not  go 
into  effect  as  scheduled  (January  1,  1994),  they  will  continue  to  be  seriously  harmed. 

The  U.S.  high-end  audio  industry  consists  of  about  300  to  500  relatively  small  (no  more 
than  30  employees  on  average)  American-owned  companies  located  in  most  of  the  50 
states.  The  U.S.  today  is  the  world's  leading  producer  and  exporter  of  high-end  audio 
products.  In  1992,  U.S.  exports  to  Canada  totalled  $80.1  million.  While  this  may  not 
appear  to  be  very  great  in  terms  of  the  oveiail  U.S.  trade  balance,  to  small  U.S. 
companies  a  cost  of  $3.2  million  ~  due  to  the  increase  of  4  percent  in  tariff  duties  on 
U.S.  exports  to  Canada  caused  by  this  problem  --  can  be  very  substantial  and  harmful. 

In  light  of  these  facts,  we  hope  that  we  can  count  on  the  Treasury  Department's  support 
in  securing  for  U.S.  loudspeaker  manufacturers  as  soon  as  possible  the  preferential  tariff 
treatment  they  deserved  under  the  CFTA  and  have  now  been  promised  in  NAFTA. 

We,  of  course,  will  be  delighted  if  NAFTA  goes  into  effect  by  early  1994.    EIA  has  been 
working  hard  in  support  of  NAFTA  passage  and  will  continue  to  do  so.    (For  your 
information.  I  am  enclosing  a  package  of  materials  which  EIA  sent  to  our  general 
membership  in  support  of  NAFTA  earlier  this  year.)   On  the  other  hand,  we  have  to  be 
prepared  for  the  unpleasant  possibility  that  NAFTA  implementation  will  be  delayed  for 
an  indefinite  period.   This  would  be  extremely  harmful  to  the  U.S.  loudspeaker  industry. 

I  look  forward  to  working  with  you. 

Sincerely, 


Barbara  N.  McLennan.  Ph.D.,  J.D. 
Staff  Vice  President 
Government  and  Legal  Affairs 
Consumer  Electronics  Group 

BNM/emp 
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Electronics  Trade  with  Mexico 


(millions  of  U.S.  dollars) 


Imports  -  MEXICO 


1987   1988   1989   1990   1991 


1992 


Communications 
Consumer 
Components 
Computer/Industrial 

213 
1,039 
1,577 
570 

235 
1,566 
1,782 

813 

385 
1,270 
2,352 

842 

433 
1,257 
2.673 

820 

353 
1,450 
2,320 

980 

516 
1,623 
2,427 
1,193 

Total 
Exports  -  MEXICO 

3,399 
1987 

4,396 
1988 

4,849 
1989 

5,183 
1990 

5,103 
1991 

5,772 
1992 

Communications 
Consumer 
Components 
Computer/Industrial 

410 
111 
1,034 
829 

646 
417 
1,376 
782 

688 
304 
1,827 
1,206 

931 
362 
2,004 
1,458 

512 
424 
2,351 
1,589 

1.184 
506 

2,243 
1,775 

Total 
Balance  -  MEXICO 

2.385 
1987 

3.221 
1988 

4.025 
1989 

4,755 
1990 

4,876 
1991 

5.770 
1992 

Communications 
Consumer 
Components 
Computer/Industrial 

197 
-928 
-543 
259 

412 

-1,149 

-406 

-31 

303 
-966 
-525 
364 

498 
-895 
-669 
638 

159 

-1,026 

31 

609 

668 

-1,117 
-184 
582 

Total  -1,014  -1.175 


-824 


-428 


-227 
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Electronics  Trade  with  Canada 


Imports  -  CANADA 


(millions  of  U.S.  dollars) 


1987   1988   1989   1990   1991   1992 


Communications 
Consumer 
Components 
Computer/Industrial 

627 

144 

1,011 

1,273 

790 
160 

1,227 
1,294 

710 

168 

1.629 

1,738 

797 

95 

2.111 

1,948 

941 

66 

2.853 

2.517 

1.208 

62 

2.526 

2.648 

Total 
Exports  -  CANADA 

3,055 
1987 

3,471 
1988 

4,245 
1989 

4,951 
1990 

6,377 
1991 

6.444 
1992 

Communications 
Consumer 
Components 
Computer/Industrial 

512 
287 
944 

3.225 

682 

390 

1,809 

3,732 

621 

303 

2,817 

3,777 

818 

484 

4,696 

5,396 

1,060 

778 

4,409 

5,481 

1.620 

797 

4,524 

6,004 

Total 
Balance  -  CANADA 

4,968 
1987 

6.613 
1988 

7,518 
1989 

11,394 
1990 

11.728 
1991 

12.945 
1992 

Communications 
Consumer 
Components 
Computer/Industrial 

(115) 
143 
(67) 

1,952 

(108) 

230 

582 

2,438 

(89) 

135 

1,188 

2.039 

21 

389 

2,585 

3.448 

119 

712 

1.556 

2.964 

412 

735 

1,998 

3,356 

Total     1,913     3,142     3,273     6,443     5,351      6,501 
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STATEMENT  OF  THE 

FLORIDA  FRUIT  &  VEGETABLE  ASSOCIATION 

U.S.  HOUSE  OF  REPRESENTATIVES 

SEPTEMBER  21,  1993 


Summary  of  Position 

The  Florida  Fruit  &  Vegetable  Association  (FFVA  or 
Association)  opposes  the  North  American  Free  Trade  Agreement 
(NAFTA)  as  presently  written.  Fruit  and  vegetable  growers,  their 
workers  and  communities  will  be  seriously  harmed  by  it.  Moreover, 
the  side  agreements  will  not  adequately  address  the  issues  of 
importance  to  our  growers.  Attached  please  review  FFVA's  most 
recent  Position  Statement  on  this  NAFTA. 

During  the  course  of  negotiations,  FFVA  met  with  leaders  in 
the  current  and  prior  Administrations  and  with  leaders  in  Congress 
to  get  an  agreement  that  would  permit^^its  growers  to  continue 
farming  into  the  next  century.  Initially,  FFVA  requested  (1)  an 
exemption  from  tariff  reductions  or,  at  a  minimum,  a  lengthy  phase- 
out  of  tariffs  for  sensitive  crops  (20  years);  (2)  harmonization  of 
environmental  and  labor  standards  between  the  growers  in  Mexico  and 
in  the  U.S.;  and,  (3)  a  price  and  volume-based  safeguard  mechanism 
to  protect  growers  against  serious  import  surges  during  the 
transition  period. 

The  Agreement  contains  no  exemption  for  fruits  and  vegetables, 
nor  does  it  contain  a  20-year  phase-out  period.  It  does  address  in 
general  terms  environmental  and  labor  standards  in  the  side 
agreements,  but  there  is  no  provision  requiring  the  harmonization 
of  standards.  Lastly,  the  Agreement  contains  a  safeguard  provision 
for  only  a  few  commodities,  but  this  provision  contains  only  a 
quantity-based  snap-back  mechanism  which  is  not  adequate  for  fruits 
and  vegetables . 

As  written,  including  side  agreements,  this  NAFTA  will  harm 
our  growers  and,  until  it  is  changed,  we  must  oppose  it. 

Background 

Florida  agriculture  is  a  $6  billion  industry  that^  provides 
wholesome,  affordable  food  for  consumers  in  the  U.S.  and  around  the 
world.  More  than  240  commodities  are  produced  on  Florida's 
40,000  farms,  ranches  and  groves.  During  the  winter  months, 
Florida  growers  provide  more  than  half  of  the  nation's  fruit, 
vegetables,  citrus  and  cane  sugar.  The  agriculture  industry  in 
Florida  provides  jobs  for  more  than  250,000  people  during  peak 
production  periods,  and  contributes  strongly  to  the  state's 
economy.  It  is  the  second  ranked  industry  in  the  4th  most  populous 
state  in  the  country. 

In  February  1991,  the  U.S.  International  Trade  Commission 
(USITC)  found  that  producers  and  processors  of  winter  fruits  and 
vegetables  were  expected  to  experience  losses  in  production  and 
employment  as  a  result  of  this  Agreement.  Subsequent  studies  have 
confirmed  these  findings,  including  a  recently  released  report  by 
the  Council  for  Agricultural  Science  and  Technology  (CAST).  In 
April  of  1991,  Florida  agriculture  requested  an  exemption  of 
import-sensitive,  winter-produced  fruits  and  vegetables,  and  citrus 
and  their  products  from  the  NAFTA  until  such  time  as  several 
serious  concerns  of  the  industry  were  meaningfully  addressed  and 
satisfied.  A  number  of  specific  recommendations  were  made  to 
mitigate  the  harm  to  Florida  agriculture. 

On  August  12,  1992,  President  Bush  signed  the  NAFTA  concluding 
14  months  of  negotiations  with  Mexico  and  Canada.  Very  few  of  the 
industry's  recommendations  were  in  the  Agreement;  in  addition,  some 
provisions  which  we  were  told  were  in  the  Agreement  were  deleted  in 
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the  eleventh  hour  of  negotiations.  For  example,  we  were  assured 
that  winter  fruits  and  vegetables  would  be  placed  in  the  most 
sensitive  category  {C+).  They  were  not.  Since  that  time,  FFVA, 
Florida's  Agriculture  Commissioner,  and  many  other  organizations 
have  commented  on  the  Agreement's  failure  to  adequately  address  the 
concerns  of  the  industry. 

On  December  17,  1992,  President-  Bush  signed  the  Agreement  amid 
considerable  criticism  over  the  potentially  great  impact  the 
Agreement  would  have  on  jobs,  the  environment,  and  selected 
industries,  including  agriculture.  Following  his  inauguration. 
President  Clinton  proposed  side  agreements  to  the  NAFTA  to  be 
negotiated  in  the  area  of  the  environment,  labor  and  import  surges. 

In  a  letter  dated  March  11,  1993  (copy  enclosed),  23  members 
of  the  Florida  Congressional  delegation  wrote  to  President  Clinton 
advocating  the  inclusion  of  6  specific  recommendations  in  the  side 
agreements  to  assure  that  Florida  agriculture  does  not 
disproportionally  bear  the  burden  of  NAFTA.  In  a  letter  dated  July 
20,  1993,  Ambassador  Kantor  replied  to  this  letter  noting  that 
Florida  will  benefit  from  the  NAFTAt--  but  he  (and  the  side 
agreements)  failed  to  address  even  one  of  the  recommendations  made. 

It  is  clear  to  us  that  negotiations  to  date  have  failed  to 
meaningfully  address  Florida  agriculture's  concerns. 

Injury  to  Florida  Agriculture 

Mexico  is  the  largest  foreign  supplier  of  horticultural 
products  to  the  United  States.  The  U.S.  International  Trade 
Commission  found  in  February  1991  that  the  elimination  of  tariffs 
(and  non-tariff  barriers)  in  a  free  trade  agreement  would  generate 
"a  significant  increase  in  U.S.  imports  [of  horticultural 
products].  ..."  Summary  of  USITC  Inv.  No.  332-297,  "The  Likely 
Impact  on  the  United  States  of  a  Free  Trade  Agreement  with  Mexico," 
p.  xi.  The  Report  continues  saying  that  "Mexican  producers  are 
able  to  supply  the  U.S.  market  with  many  of  the  same  products  grown 
or  processed  in  the  United  States  at  much  lower  costs.  This  is 
particularly  true  for  citrus  crops  and  winter  vegetables  that  are 
manually  harvested.  U.S.  growers  of  these  products  are  expected  to 
experience  losses  in  production,  particularly  growers  in 
Florida  .  .  .  who  compete  directly  with  products  during  the  same 
growing  seasons  in  Mexico."  Id.  at  xi-xii.  Florida's  fruit  and 
vegetable  growers  grow  and  market  their  products^  during  the  winter 
months  in  direct  competition  with  Mexico.  They  *  are  not 
complementary  in  any  normal  meaning  of  that  word.  Despite 
arguments  to  the  contrary,  Mexico's  imports  of  fruits  and 
vegetables  do  not  supplement  Florida's  production.  Florida  could, 
fairly  easily,  expand  its  production  of  fruits  and  vegetables  if 
Mexico  was  not  in  the  U.S.  market. 

Several  economists  predict  that  20%  of  the  Florida  tomato 
industry  (approximately  $125,000,000)  will  be  lost  if  the  NAFTA 
went  immediately  and  fully  into  effect  and  that  8,700  tomato 
workers  would  lose  their  jobs.  Florida's  Agriculture  Commissioner 
has  estimated  the  job  loss  for  all  of  Florida  agriculture  to  be 
50,000  plus.  Others  have  predicted  greater  harm.  We  believe  the 
impact  will  fall  hardest  on  the  small,  marginal  growers.  For  some 
of  the  larger  growers,  the  free  trade  agreement  may  be  the  "last 
straw"  that  will  economically  force  them  to  take  their  operations 
to  Mexico  or  at  least  offshore  so  that  they  can  compete  with  Mexico 
without  the  heavy  burden  of  U.S.  governmental  regulations. 

There  appears  to  be  a  concerted  effort  to  downplay  the 
importance  of  fruits  and  vegetables  in  general  and  the  impact  of 
this  Agreement  on  them.  However,  fruits  and  vegetables  represent 
25%  of  the  consumer's  food  bill,  and  according  to  the  Surgeon 
General  and  many  others,  they  are  highly  recommended  for  a  healthy 
diet.  Fruits  and  vegetables  are  grown  in  every  state,  but  they  are 
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concentrated  in  California,  Florida  and  Texas.  They  are  so 
important  that  California  and  Florida  rank  number  1  and  2  among  all 
states  in  cash  receipts  from  growing  crops.  Fruit  and  vegetables 
crops  are  not  subsidized.  In  Florida  alone  they  represent 
approximately  one  million  acres  of  economic  activity.  We  estimate 
500,000  people  are  involved  in  Florida  agriculture,  considering 
field  workers,  truck  drivers,  packing  house  workers,  mechanics, 
salespeople  and  others.  These  people  will  be  harmed  by  this 
Agreement  and  the  businesses  and  communities  they  work  for  and  in. 

At  issue  is  the  competitiveness  of  the  American  farmer 
operating  in  an  industrialized  country  vis-a-vis  the  Mexican  farmer 
operating  in  an  economy  only  a  fraction  of  ours.  Our  costs  to 
operate  in  our  system  are  great,  as  much  as  thirty  percent  of  all 
our  costs.  Mexican  growers  do  not  pay  such  costs.  The  difference 
in  costs  is  a  subsidy  to  the  Mexican  growers  which  is  not  accounted 
for  in  this  Agreement. 

We  are  not  suggesting  there  should  not  be  an  agreement  with 
Mexico;  we  are  suggesting  that  this  Agreement  is  not  acceptable  to 
us  and  should  not  be  acceptable  to  the  CT9«unittee.  Indeed,  the  fact 
that  there  are  millions  of  people  who  violate  the  legal 
relationships  between  Mexico  and  the  United  States  clearly 
indicates  that  the  people  of  our  two  countries  want  and  need  a  new 
arrangement.  However,  such  an  arrangement  should  be  acceptable  to 
the  people  of  both  countries,  not  just  selected  businesses  and 
industries.  It  should  protect  U.S.  consumers,  U.S.  workers,  and 
the  communities  in  which  they  live.  It  should  do  the  same  for  the 
people  in  Mexico.  The  proposed  agreement  does  not  accomplish  these 
simple  but  fundamental  goals. 

Side  Agreements 

Mr.  Chairman,  the  side  agreements  will  not  assist  Florida's 
fruit  and  vegetable  growers.  For  example,  the  harmonization  of. 
environmental  and  labor  standards  between  the  United  States  and 
Mexico  definitely  will  not  happen  during  the  phase-in  period  of  the 
Agreement.  In  addition,  the  import  surge  agreement  provides  only 
an  "early-warning"  system  with  no  real  help  on  damaging  surges. 

We  are  particularly  concerned  that  the  environmental  and  labor 
side  agreements  will  not  achieve  their  desired  goals  of  ensuring 
that  each  party  enforces  its  own  statutes  and  regulations.  This 
will  give  Mexican  growers  a  tremendous,  un.fair,  competitive 
advantage  over  our  growers.  The  proposal  will  allow  Mexico  to 
maintain  its  present  level  of  non-enforcement  of  environmental, 
labor,  sanitary,  phyto-sanitary,  food  safety,  and  other  laws.  The 
heart  of  the  proposal  is  to  determine  whether  a  party  shows  a 
persistent  pattern  of  non-enforcement  of  its  laws  which  is 
unjustifiable.  None  of  these  terms  is  defined.  We  submit  to  you 
that  it  will  be  impossible  to  prove  such  a  claim.  Moreover,  and 
more  importantly,  these  provisions  appear  intended  to  deal  with 
actions  that  happen  only  after  enactment  of  this  Agreement.  We 
submit  to  you  that  at  this  time  Mexico  does  not  enforce  its  laws 
and,  under  any  ordinary  reading  of  such  language,  would  be  in 
violation  of  such  provisions.  However,  this  apparently  will  not  be 
addressed  and,  by  not  addressing  it,  our  growers  will  be 
disadvantaged  because  they  must  compete  with  growers  in  Mexico  who 
are  subject  to  laws  which  are  not  enforced.  Failure  to  achieve 
harmonization  in  this  Agreement  locks  in  an  artificial  competitive 
advantage  for  our  competitors  in  Mexico.  This  is  not  equitable; 
nor  is  it  right  or  even  sound  public  policy;  but,  it  is 
correctable.  The  Agreement  must  be  changed  to  provide  fair 
competition  for  our  growers  in  our  own  market. 
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Safeguard  Provision 

We  need  a  price-based  safeguard  provision  in  this  Agreement. 
The  volume-based  mechanism  currently  found  in  the  NAFTA  cannot 
react  quickly  enough  in  response  to  volatile  fruit  and  vegetable 
markets.  We  also  are  concerned  that  the  mechanism  will  encourage 
groves  to  plant  early  so  that  their  product  can  be  marketed  in  the 
early  part  of  the  tariff  window.  T-his  will  likely  cause  depressed 
prices  early  in  the  season  --  the  opposite  of  its  intended  effect. 
A  price-based  safeguard,  on  the  other  hand,  will  provide  a  quick 
response  to  changing  market  conditions,  and  will  not  affect 
planting  schedules. 

U.S.  Fruit  and  Vegetable  Growers 

As  with  many  issues,  the  issues  surrounding  this  Agreement  are 
complex  and  difficult.  Winners  and  losers  have  been  identified  and 
issues  of  agreement  and  disagreement  also  have  been  pointed  out. 
Fruit  and  vegetable  growers  across  the  country  fall  on  different 
sides  on  this  Agreement.  A  number  of  coifmiodity  groups  believe  they 
will  benefit  by  this  Agreement  and  they  are  working  to  get  it 
passed.  On  the  other  hand,  there  are  many  fruit  and  vegetable 
groups  and  others  in  agriculture  who  oppose  this  Agreement  because 
they  believe  it  will  harm  them.  It  is  more  than  ironic  and 
interesting  that  there  are  more  and  more  groups  speaking  up  and 
opposing  this  Agreement.  In  fact,  groups  like  the  Wheat  Growers 
are  changing  their  positions  once  they  analyzed  how  this  Agreement 
will  work  or  not  work  for  them. 

We  believe  the  provisions  in  this  Agreement  and  in  the  side 
agreements  will  not  mitigate  the  harm  to  fruit  and  vegetable 
producers  and  their  communities.  In  addition,  we  firmly  believe 
this  Agreement  locks  in  an  unfair  competitive  advantage  and  that 
this  unfair  advantage  has  neither  been  recognized  nor  addressed. 
We  believe  Congress  is  making  a  significant  food  policy  decision  in. 
considering  this  Agreement.  If  it  is  passed,  for  the  first  time 
Congress  will  have  determined  that  an  important  part  of  Americans' 
food  should  come  from  foreign  countries.  We  don't  believe  we  are 
overstating  the  case.  The  precedent  this  sets  should  not  be  taken 
lightly  and  without  further  debate. 

Conclusion 

Mr.  Chairman,  FFVA  continues  to  have  significant*  concerns 
about  this  Agreement  and  the  proposed  side  agreements.  We  believe 
this  Agreement  will  substantially  harm  Florida  agriculture,  and 
fruit  and  vegetable  growers  in  particular,  unless  additional 
agreements  are  negotiated  that  harmonize  labor  and  environmental 
standards,  and  provide  adequate  safeguard  measures  for  all 
perishable  commodities.  Until  this  is  done,  we  will  urge  our 
Congressional  delegation  and  the  rest  of  Congress  to  oppose  it. 

We  thank  you  for  the  opportunity  to  present  our  views . 

WAS-19831 
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STATEMENT  OF 

WAYNE  HAWKINS 

EXECUTIVE  VICE  PRESIDENT 

THE  FLORIDA  TOMATO  EXCHANGE 

The  Florida  Tomato  Exchange  is  opposed  to  the  North  American 
Free  Trade  Agreement  as  presently  written,  and  we  strongly  urge 
this  Committee  to  oppose  this  Agreement  as  not  being  in  the  best 
interests  of  Florida  agriculture,  of  U.S.  agriculture,  of  U.S. 
labor,  or  the  environment  of  U.S.  citizens. 

The  Florida  Tomato  Exchange  is  a  non-profit  agricultural 
cooperative  association,  whose  members  sell  more  than  50%  of  the 
U.S.  grown  tomatoes  for  fresh  market  in  the  U.S.-  each  year.  In 
1992/93,  Florida  shipped  more  than  70  million  25  lb.  cartons  of 
tomatoes  with  a  farm  value  of  more  than  $570  million.  Tomatoes  are 
the  largest  vegetable  crop  produced  in  the  State  and  vegetables 
from  Florida  rank  No.  2  in  the  U.S.  at  a  total  farmgate  value  in 
excess  of  $1.6  billion  annually.      -5» 

The  impact  on  Florida's  tomato  growers  will  be  great.  The 
impact  on  the  workers  will  be  great;  and,  the  impact  on  the  rural 
communities  in  which  our  growers  farm  and  live  will  also  be  great. 
Florida's  Commissioner  of  Agriculture  estimates  that  50,000  plus 
jobs  in  agriculture  in  Florida  will  be  lost  as  a  result  of  the 
NAFTA.  The  U.S.  International  Trade  Commission  estimates  that  the 
impact  on  winter  fruits  and  vegetables  which  compete  directly  in 
the  U.S.  marketplace  with  Mexican  imports  will  be  great.  More 
specifically,  another  government  report  estimates  that  if  the  NAFTA 
were  to  be  fully  implemented,  the  first  year  Florida  would  lose 
8,700  jobs  in  the  tomato  industry  alone.  This  was  published  in  The 
Potential  Effects  of  Labor-intensive  Agriculture  in  Mexico  on 
United  States-Mexico  Migration,  Commission  for  the  Study  of 
International  Migration  and  Cooperative  Economic  Development,  Gary. 
D.  Thompson  and  Philip  L.  Martin,  December  1991,  p.  11.  They  also 
estimated  tomato  production  would  decrease  by  20%  or  roughly  $125 
million  the  first  year.  The  personal  toll  across  this  industry 
will  be  greater  than  that  experienced  during  Hurricane  Andrew. 

In  response  to  the  plight  of  Florida's  growers  as  a  result  of 
this  Agreement,  trade  negotiators  provided  for  a  special  phase-out 
period  for  the  tariff  that  has  been  in  place  and  unchanged  for 
approximately  fifty  years.  Despite  the  fact  that  the  U.S.  Trade 
Representative's  Office  specifically  on  a  number  of  occasions  in 
the  past  has  found  that  tomatoes  are  extremely  import  sensitive, 
tomatoes  did  not  receive  the  longest  phase-out  period.  Instead, 
tomatoes  were  given  a  ten-year  phase-in  period  and  a  special 
safeguard  provision  to  address  surges  of  imported  tomatoes  from 
Mexico.  This  was  done  on  the  last  days  of  negotiation.  The  U.S. 
negotiators  never  ever  told  us  what  we  were  traded  for. 

The  safeguard  provision  in  the  Agreement  is  a  quantity  based 
snap-back  provision  designed  to  "kick-in"  when  quantities  entering 
the  U.S.  exceed  the  quota  permitted.  The  tomato  growers  did  not 
propose  this  safeguard  provision.  The  tomato  growers  do  not  want 
this  provision,  called  a  Tariff  Rate  Quota  (TRQ),  which  clearly  is 
antithetical  to  any  notions  of  free  trade.  More  importantly,  the 
tomato  growers  believe  this  provision  may  well  exacerbate  the 
import  surge  problem  because  it  creates  a  very  real  advantage  to 
those  growers  in  Mexico  who  market  in  the  early  part  of  each  quota 
window.  If  this  happens,  tomato  prices  at  the  beginning  of  each 
window  period  will  likely  drop  significantly  and  depress  the  market 
for  the  remainder  of  the  period. 

The  tomato  growers,  along  with  other  vegetable  and  citrus 
growers  in  Florida,  proposed  a  price-based  safeguard  mechanism, 
which  was  not  adopted.  No  explanation  was  given  as  to  why  this 
couldn't  have  been  done  --  the  fact  is  a  price-based  mechanism  can 
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easily  be  done  and,  most  importantly,  it  would  provide  some  real 
protection  against  import  surges . 

The  tomato  growers  realize  they  are  in  the  line  of  fire 
because  they  compete  so  directly  with  Mexico  in  such  a 
competitively  sensitive  commodity.  They  are  used  to  adversity  and 
they  are  used  to  competition  with  Mexico.  Our  growers  do  not 
receive  subsidies  from  the  government;  they  do  not  receive  support 
prices  when  the  prices  they  receive  are  below  their  costs  of 
production;  they  do  not  receive  export  credits  or  other  government 
help  to  export  their  product;  in  fact,  they  are  as  close  to  free 
traders  as  you  will  find  in  agriculture  or  anywhere  else.  The 
forces  in  the  marketplace  generally  dictate  the  prices  received, 
who  survives  and  who  doesn't.  However,  even  Adam  Smith 
acknowledged  that  there  are  certain  exceptions  to  the  principles  of 
free  trade  and  one  is  where  the  government  imposes  internal  taxes 
which  make  a  domestic  industry  less  competitive  vis-a-vis  imports 
from  another  country.  And,  that  certainly  is  the  case  here.  NAFTA 
clearly  favors  Mexican  producers . 

Our  growers  must  pay  the  costs  of  ^complying  with  a  myriad  of 
local,  state,  and  federal  regulations.  Estimates  range  up  to  30% 
of  all  costs  are  incurred  to  meet  these  worthy  societal  goals.  The 
problem  in  this  case  is  that  our  competitors  for  our  own  market  do 
not  have  to  pay  such  comparable  costs;  nor  do  they  have  to  comply 
with  comparable  standards.  This  reality  is  glossed  over  by 
proponents  of  the  Agreement  but  it  is  real,  it  is  substantial,  and 
it  is  unfair.  It  amounts  to  a  direct  subsidy  for  the  tomato 
growers  in  Mexico  for  which  there  is  nothing  in  the  NAFTA  or  in  any 
of  the  side  agreements  which  would  eliminate  or  even  lessen  the 
unfairness . 

The  side  agreements  supposedly  were  to  be  an  attempt  to  deal 
with  significant  issues  of  disparity  between  Mexico  and  the  United 
States.  Canada  is  not  mentioned  here  because  for  agriculture  only 
Mexico  and  the  United  States  have  negotiated  an  agreement.  Canada 
opted  out.  [Canada  and  many  agriculture  groups  in  the  northern 
tier  states  want  to  renegotiate  the  Canadian-U.S.  Trade  Agreement 
(CUSTA)  because  of  the  problems  encountered  in  implementing  and 
enforcing  that  agreement.]  The  side  agreements,  in  our  opinion, 
provide  the  worst  situation  possible;  they  promise  great 
cooperation  and  support  for  the  environment  and  labor  and  on  import 
surges,  but,  in  reality  and  upon  a  careful  reading  of  the 
agreements,  there  are  no  economic  incentives  for  Mexico  to  improve 
its  enforcement  in  any  of  these  areas.  In  fact,  these  agreements 
lock  in  Mexico's  existing  lower  standards  and  levels  of  compliance 
and,  therefore,  create  a  real  disincentive  for  Mexican  producers  to 
take  the  costly  and  burdensome  steps  necessary  to  improve  in  the 
environmental,  labor  and  other  areas.  The  import  surge  agreement 
is  not  substantive  and  does  not  respond  to  the  issues  of  those 
commodities  threatened  by  import  surges . 

Promises  of  cooperation  and  good  will  can  not  overcome  the 
economic  realities  described  previously.  Waiting  for  the  economic 
situation  to  improve  in  Mexico  so  that  there  will  be  more  money  to 
improve  the  working  conditions  or  the  environment  in  Mexico  again 
is  based  on  a  promise  or  hope  that  things  will  improve.  Assuming 
all  the  promises  will  happen,  which  is  extremely  unlikely  because 
of  the  economic  disincentives  previously  mentioned,  improvements  in 
these  areas  will  not  happen  in  the  short  term,  not  in  the  mid-term, 
and  doubtedly  in  the  long  term.  What  happens  in  the  meantime?  In 
the  meantime,  tomato  growers,  their  families,  their  workers,  their 
communities,  and  those  whose  livelihoods  depend  on  them  will  be 
seriously  harmed.  So  also  will  other  perishable  agricultural 
industries  similarly  situated  be  harmed. 

A  careful  reading  of  the  side  agreements  reveals  that  it  will 
be  extremely  unlikely  to  actually  bring  and  successfully  conclude 
an  action  through  either  the  environmental  or  labor  side 
agreements.    The  standards  are  undefined  or  too  vague;   the 
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obligations  and  duties  too  remote;  and  the  penalties  are  not  likely 
ever  to  be  imposed.  In  fact,  the  side  agreements  do  not  address 
any  actions  prior  to  the  time  the  Agreement  goes  into  effect, 
thereby  locking  in  past  abuses  and  locking  in  the  existing 
situation  of  substantial  and  widespread  non-compliance  with 
existing  laws  and  regulations.  We  believe  it  will  be  most 
difficult  to  determine  what  "a  consistent  pattern  of  non- 
enforcement  that  is  not  justified"  by  a  party  to  the  agreements 
means,  especially  when  a  party  can  make  a  case  that  it  simply  does 
not  have  the  money  to  better  enforce  the  agreements.  Again,  the 
reality  is  that  the  economic  incentives  (or  lack  of  real  economic 
disincentives)  will  compel  non-compliance  by  those  companies 
operating  in  Mexico.  Thus,  these  agreements  with  all  their  great 
sounding  words  will  likely  have  no  real  impact  in  improving  the 
labor  and  environment  in  the  two  countries . 

Relatedly,  the  side  agreements  on  the  environment  and  labor 
establish  large  bureaucracies,  which  are  supposed  to  be  in  place  on 
January  1,  1994.  No  explanation  as  to  how  this  is  going  to  happen 
or,  more  importantly  for  your  Committee,  how  these  commissions  will 
be  paid.  We  think  it  is  fair  for  the  Wfeys  and  Means  Committee  to 
determine  the  costs  of  these  particular  commissions  established  in 
the  side  agreements  and  fix  where  the  money  is  coming  from  to  pay 
for  them. 

Mr.  Chairman,  not  only  are  there  substantial  costs  associated 
with  the  commissions  established  in  the  side  agreements  but  also 
there  are  substantial  costs  established  in  and  associated  with  the 
NAFTA  itself.  Tariff  eliminations  alone  are  estimated  to  cost  the 
Treasury  $600  million  a  year,  and  costs  of  implementing  the 
Agreement  will  be  substantial,  including  costs  of  increaged 
inspections,  costs  of  cleaning  up  the  environment,  costs  for 
infrastructure,  etc.  We  have  raised  the  issue  of  retraining  for 
our  workers  many  times  over  the  last  several  years;  however,  we 
have  not  received  a  good  answer  as  to  how  our  particular  workers  in 
Florida  will  be  helped  or  how  much  it  will  cost.  We  think  that  is. 
a  fair  question  which  should  also  be  answered  before  the  Agreement 
is  approved,  not  after.  The  Congressional  Budget  Office  estimates 
the  costs  to  implement  NAFTA  be  roughly  $40  billion,  if  it  is 
approved.  Where  is  this  money  coming  from?  Shouldn't  this  be 
determined  ahead  of  time?  How  about  letting  those  companies  who 
benefit  from  the  NAFTA  pick  up  for  implementing  it.  It  is  truly  a 
case  of  adding  insult  to  injury  to  require  those  who  will  be  harmed 
by  the  Agreement  to  pay  for  its  implementation  as  well.  Given  the 
costs  connected  with  implementing  this  Agreement  and  the  necessity 
to  raise  taxes  (or  take  money  from  somewhere  else)  to  pay  for  it, 
we  strongly  urge  your  Committee  to  find  the  funding  sources  for 
this  before  you  consider  passing  on  the  merits  of  this  Agreement. 

Mr.  Chairman,  all  official  estimates  by  the  government 
indicate  that  the  Florida  tomato  growers  will  be  harmed  by  this 
Agreement  and  that  the  harm  will  be  great.  The  side  agreements  do 
not  help;  they  may  even  hurt  us.  Given  this  situation,  the  Florida 
Tomato  Exchange,  on  behalf  of  the  tomato  growers  in  Florida  must 
oppose  this  Agreement.  We  are  for  free  trade,  if  it  is  also  fair 
trade.  This  is  not  a  fair  trade  agreement;  it  will  hurt  us,  it 
will  hurt  Florida  agriculture  and  we  do  not  see  how  the  Agreement 
can  be  fixed  to  help  us.  We  have  worked  with  the  prior 
Administration  and  the  present  Administration  to  address  our 
concerns  and  we  will  go  anywhere  and  meet  with  anyone  to  help  our 
growers,  but  to  date  we  have  not  been  offered  such  an  opportunity. 
It  is  our  conclusion  that  the  NAFTA  is  a  bad  trade  agreement.  It 
should  be  killed.  Go  back  to  the  table  to  write  a  free  trade 
agreement  that  is  also  a  fair  trade  agreement. 

Thank  you  for  considering  our  position  on  the  NAFTA. 
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I  wish  to  thank  all  those  Honorable  Representatives  that  have 
taken  the  time  to  read  my  written  statement.  I  was  unable  to 
convince  your  busy  aides  to  schedule  me  for  an  oral  presentation, 
but  I  am  highly  honored  to  be  able  to  submit  my  statement  for  the 
record. 

TBB  STORY  Z  TELL  BBRS  COMBS  FROM  LIVIHO  AMD  WORKING  IN  KPCICO 
IN  TBS  FARMIIW  SECTOR  AS  TBB  LAROBST  BMPLOYBR  IN  TBB  STATB  OF  BAJA 
CALIFORNIA  SOR. 

OUTLINE:      I.  OUR  EXPERIENCES  IN  MEXICO 

II.  MAQUILADORA  PROGRAM 

III.  NAFTA  PROGRAM 

VI.  MEXICAN  HISTORY-  WHAT  WE  CAN  LEARN 

V.  CONCLUSION 


I.  OUR  EXPERIENCES  IN  MEXICO: 

Through  1992,  we  directly  employed  over  600  Mexican  farm 
laborers  and  planted  more  than  4,000  acres  of  specialty  vegetables. 
At  the  same  time,  we  subcontracted  other  farm  projects  in  northern 
Baja;  producing  another  350  farm  jobs,  auid  in  mainland  Mexico 
resulting  in  an  additional  600  farm  jobs.  These  1,550  direct  £*xm 
jobs  «*r«  augsMntcd  by  hundreds  of  other  jobs  resulting  from  our 
purchases  from  Mexican  suppliers  and  Mexican  vendors.  In  total,  we 
created  over  2,000  MEXICAN  JOBS.  Jobs  that  could  have  belonged  to 
hard  working  Americans. 

The  reason  we  took  away  thousands  of  American  jobs  was 
simple.  Mexican  wages  are  dirt  cheap,  farms  are  far  less  capital 
intensive,  insurance  costs  are  negligible,  govermnent  regulations 
and  interference  are  virtually  non-existent.  We  were  also  free  to 
operate  as  we  pleased  regardless  of  the  impact  to  the  environment, 
to  worker  safety,  health,  and  housing  conditions  or  regardless  of 
toxic  chemical  use,  just  to  name  a  few. 

Indeed,  we  had  many  American  competitors  in  the  first  few 
years,  but  it  was  impossible  for  them  to  compete  with  us.  Why? 
Because  we  were  not  playing  by  their  rules!  We  know  many  of  our 
American  competitors  went  out  of  business  and  HUNDREDS  OF  AMERICANS 
LOST  JOBS! 

Our  farm  laborers  were  paid  $29.00  per  week  for  a  48  hour  week 
or  sixty  cents  per  hour  ($  .60).  This  weekly  salary  included 
social  security  and  medical  coverage.  Basic  housing  consisted  of 
primitive  wood  framing  with  black  roofing  paper  for  walls  and 
ceilings.  One  water  faucet  and  four  cold  water  showers  were 
provided  for  200  workers  and  600  family  members.  No  electricity, 
no  cooking  facilities,  no  sanitation  or  toilet  systems  were 
provided.  U.  S.  government  regulations  would  never  have  permitted 
us  to  operate  under  these  conditions!  And  this  housing  was  better 
than  that  provided  by  most  Mexican  farmers. 

If  a  comparable   U.  S.  farm  worker  makes  between  $7.00  and 
$10.00  per  hour,  adding  to  it  social  security,  workman's 
compensation,  no  medical  coverage  or  housing  allowances  here  is  the 
comparable  study  I  made: 

Based  on  48  hour  week 
40  hours  regular  pay 

8  hours  overtime (1.5*) 
Social  security  (7%) 
Workman's  comp.  ($5/$100  salary) 

Total  weekly  salary 

Hourly  salary-U.S.  worker 
Hourly  salary-Mexican  worker 

Ratio  by  number  of  workers 
U.S. workers: Mexican  workers 


$7.00/hour 

$  280.00 

84.00 

25.48 

19.00 

$10.00/hour 

$  400.00 

120.00 

36.40 

27.14 

$  408.48 

$    8.51 
$     .60 

$  583.54 

$   12.15 
$     .60 
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It  do«sn't  talc*  a  rocket  sclmtlat  to  dlscovwr  that  w*  cannot 
tta  with  a  sixty  cant  par  hour  labor  fore*.  My  chart  clearly 
shows  that  the  Mexican  worker  earns  one- fourteenth  (1/14)  the  wages 
of  one  American  worker.  Or  put  in  other  words,  14  Maxican  workara 
can  ba  anployad  to  taka  tha  placa  of  1  Amarlcan  workar.  We  know 
from  experience  that  14  Maxican  workara  ARX  GOZNO  TO  ODT  PRODUCE  1 
JUaarican  workar. 

In  order  for  the  American  worker  to  compete,  he  must  EQUAL  the 
Mexican  worker  by  employing  expensive  and  sophisticated  equipment 
and  machinery  resulting  in  great  capital  investments.  He  must  have 
the  most  advanced  technologies  to  increase  automation  and  produce 
higher  yields  per  acre.  Bvan  than  tha  Aaarican  workar  will  navar 
ba  abla  to  conpatal 

Wage  differences  are  even  more  acute  when  you  look  at  the 
highar  waga  m^xnmrm,  such  as  managers,  foremen,  tractor  drivers  and 
equipment  handlers.  For  instance,  our  ranch  meinager  (an  executive 
position)  in  charge  of  all  ranch  operations  and  directly  over  600 
workers,  earned  $10,000  per  year,  compared  to  over  $100,000  for  an 
equivalent  U.  S.  executive.  A  Maxican  farm  aanagar  nakaa  1/10 
(ona-tanth)  that  of  an  aguivalant  Aaarican  farm  nanagar. 

Our  capital  investment  was  always  kept  to  a  minimum.  We 
en5)loyed  few  tractors,  no  mechanical  seeders,  insecticides  and 
fertilizers  were  applied  by  hand,  and  our  packing  facilities  and 
outbuildings  were  constructed  of  corrugated  cardboard.  We  estimate 
our  capital  invaatnant  waa  1/10  (ona-tanth)  that  raquirad  in  tha 
Dnitad  Stataa. 

While  Mexico  does  have  stringent  laws  on  the  books  protecting 
workers  and  the  environment,  laws  ara  raraly  anf oread.  One  year  we 
bought  baseball  laniforms  for  the  local  Department  of  Agriculture 
and  were  never  examined  for  violations  and  all  our  phytosanitary 
forms  were  pre-signed  for  our  daily  shipment.  We  faced  union 
organizers  in  our  third  year  threatening  to  close  our  operations 
down  if  we  did  not  pay  their  requested  fees.  Fortunately,  we  had 
enough  clout  with  the  PRI  party  to  squash  this  maneuver.  Being  one 
of  the  largest  employers  in  the  state  has  it's  advantages. 

In  summary: 

**   We  employed  over  2,000  Mexican  farm  jobs. 

•*   These  jobs  could  have  belonged  to  Americans. 

**   14  Mexican  laborers  can  replace  1  American  laborer. 

**   10  Mexican  farm  managers  can  replace  1  American  farm 
manager . 

**   $  1.00  of  farm  capital  invested  in  Mexico  is  equal  to 
$10.00  of  farm  capital  invested  in  the  U.  S. 

**  Labor  unions  are  controlled  by  the  ruling  political  party 
PRI  and  strikes  can  be  quelled  with  their  help. 

•*   Mexican  labor  and  environmental  laws  are  not  enforced. 

**   You  do  not  need  NAFTA  or  the  Maquiladora  program  OPERATE 
OR  MAKE  A  PROFIT  IN  MEXICO! 

AMBRZCAN  JOBS  ARE  LOST  EVERY  TIME  AN  AMERICAN  FARM  OR 
FACTORY  MOVES  TO  MEXICO t I  I i 

II.   MAQUILADORA  PROGRAM: 

What  additional  benefits  does  the  Macruiladora  program  provide 
to  the  factories  that  have  moved  to  Mexico?  We  know  they  can  make 
good  profits  without  U.  S. /Mexican  support.  Factories  are  moving  to 
Mexico  because  of  the  following: 

--  CHEAP  LABOR 

--  LAX  GOVERNMENT  REGULATIONS 

--NO  ENFORCEMENT  OF  ENVIRONMENTAL  OR  LABOR  LAWS 

--  CONTROLLED  UNIONS 

--  LOW  CAPITAL  INVESTMENT,  JUST  TO  NAME  A  FEW! 
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Well  on  top  of  these  benefits,  THE  MXQaziAXWRA  PROORAM  AZXOWS 
DUTY  ntBB  XMPORTATXOH  OF  MACHXHSRY  AMD  CAPITAL  GOODS  AND  RAW 

MATERIALS  needed  to  build  factories  and  manufacture  products,  a  10\ 
SAVXHOSI  Finished  products  are  also  allowed  to  return  to  the 
United  States  at  reduced  tariffs,  which  may  amount  to  another  35\ 
■avlDgs.  Th«««  cost  Bavlngs  ar«  not  passed  along  to  tba  American 
consumer . 

As  a  result  of  this  program,  more  than  2,200  maquiladora 
factories  have  located  alona  the  U.S. /Mexican  border.  These  olants 
are  employing  over  700,000  Mexican  workers.  During  the  1980' s,  it 
is  estimated  that  more  than  2  million  jobs  moved  to  Mexico.  Many 
of  these  jobs  belonged  to  hard  working  Americans. 

III.  NAFTA  PROGRAM: 

NAFTA  IS  NOT  GOOD  FOR  AMERICA.  NAFTA  is  one  the  most  poorly 
handled  pieces  of  legislation  to  come  along  in  a  long  time.  It  was 
proposed  and  forced  along  the  'fast  track'  not  in  the  best  interest 
of  the  American  people  or  in  the  best  interest  of  the  Mexican 
people,  as  neither  benefit. 

Mexicans  are  being  forced  into  slave  labor.  This  trade 
agreement  does  nothing  to  help  Mexicans  obtain  a  decent  living 
wage.  Their  wages  cannot  purchase  enough  food  to  feed  the  average 
Mexican  family.  The  Mexican  worker  will  never  be  able  to  buy  any 
of  the  cars  and  televisions  they  produce.  And  the  dream  of  owning 
a  home  is  just  a  mirage. 

Illegal  Mexican  immigration  to  the  United  States  can  only  be 
resolved  by  raising  the  Mexican  minimum  wage  to  be  EQUAL  to  the 
minimum  wages  in  the  United  States.  Sixty  cent  per  hour  wages  IS 
the  cause  of  illegal  immigration.  NAFTA  does  nothing  to  increase 
the  minimum  wage  of  Mexico  above  the  prevailing  inflation  rates. 
Mexico  must  have  cheap  labor  to  attract  foreign  investors. 

American  workers  can  look  forward  to  seeing  multi-million 
dollar  companies  stealing  their  jobs  and  moving  to  Mexico.  They 
will  find  themselves  in  the  unemployment  line  looking  for  jobs  of 
the  future.  One  Senator  from  the  state  of  Oregon  says,  "I 
recognize,  however,  that  the  NAFTA  may  result  in  some  job 
dislocations  and  new  competition  for  some  companies  and  industries 
in  the  United  States."  You  bet!  He  then  continues,  "  I  am  very 
sympathetic  with  these  concerns  and  I  am  committed  to  working 
towards  creating  a  worker  adjustment  program  to  help  all  U.  S. 
workers  impacted  by  the  NAFTA."  Keeping  existing  jobs  at  home  is 
more  important  than  having  to  resort  to  retraining  and  worker 
adjustment  programs. 

In  my  opinion,  the  reason  NAFTA  has  been  put  on  the  "fast 
track"  is  because  thousands  of  U.  S.  companies  invested  huge  sums 
of  money  to  open  plants  in  Mexico.  Upon  arrival,  they  learned  like 
we  did,  that  there  exists  no  infrastructure.  No  electricity, 
plumbing,  sewers,  deem  water  for  drinking  and  of  course, 
antiquated  communications  systems.  Our  telephone  seldom  worked  and 
our  phone  was  our  life-line  to  our  customers.  The  electricity  had 
its'  surges  and  stoppages. 

NAFTA  is  being  pushed  by  corporate  America  to  get  the  American 
people  to  loan  them  the  money  to  install  the  needed  infrastructure 
and  clean-up  the  environmental  mess  they  have  created.  The  EPA 
just  recently  announced  it's  support  of  an  $8  Billion  dollar  loan 
package  to  clean  up  the  U.S. /Mexican  border.  This  money  should 
come  from  the  industries  that  instigated  these  problems,  not  the 
American  taxpayer. 

Secrecy  is  what  NAFTA  is  all  about.  NAFTA  was  negotiated  by 
President  George  Bush  in  complete  secrecy,  without  the 
participation  of  the  U.  S.  Congress  or  the  American  public.  Side 
agreements  were  also  negotiated  in  secret.  Releases  of  the  NAFTA 
document  were  not  forth  coming  to  the  American  people  until  long 
after  it  was  signed. 
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The  dispute  settlement  legislation  contained  in  the  NAFTA 
agreement  was  designed  and  negotiated  so  that  all  disputes  are 
brought  before  a  secret  panel  of  5  persons.  These  5  persons  are 
chosen  from  a  secret  list  of  some  30  people.  Disputes  brought  to 
the  secret  panel  are  secret.  And  finally,  the  decision  of  the 
secret  panel  will  remain  secret.  In  addition,  Americans  citizens 
cannot  look  to  the  U.S.  court  system  for  a  fair  trail  by  jury. 
This  is  enough  reason  to  reject  NAFTA. 

VI.   MEXICAN  HISTORY: 

What  can  we  learn  from  Mexican  History?  Particularly,  recent 
Mexican  history?  First,  we  learn  THAT  MEXICO  -IS  NOT  A  DEMOCRACY. 
It  is  a  one  party  system  that  came  into  being  in  1929  called  the 
Institutional  Revolutionary  Party  (PRI) .  The  PRI  is  nothing  more 
than  a  dictatorship.  The  president's  act  of  pointing  his  royal 
'dedo'  (finger)  at  the  next  candidate,  IS  the  way  the  system  now 
decides  the  next  president.  In  1994,  President  Salinas  will  point 
his  royal  'dedo'  and  the  rotating  political  dictatorship  continues. 

BOW  CAN  MB  TRADE  FRSELY  WITH  A  COONTRY  THAT  IS  NOT  FREE? 
Their  elections  are  not  still  not  free  after  almost  65  years  of  PRI 
political  rule.  They  commit  recorded  human  rights  abuses.  Their 
labor  unions  are  owned  and  controlled  by  PRI.  The  police  and 
politicians  are  corrupt.  I  have  seen  boys  who  have  been  beatened 
and  tortured.  I  have  seen  corrupt  politicians  living  in  mansions 
and  driving  new  cars.  I  have  seen  children  abandoned  to  orphanages 
because  parents  could  not  afford  to  feed  them.  Mexico  has  to  begin 
to  change  from  within. 

Only  ten  years  ago,  Mexican  President  de  la  Madrid  was  busily 
nationalizing  the  banking  system  and  other  businesses,  just  as 
President  Cardenas  did  to  the  American  oil  companies  in  the  late 
1930's.  And  only  in  the  last  five  years,  during  the  current 
presidency  of  Salinas  de  Gotari,  has  PRI  stopped  nationalizing 
businesses,  opened  borders  to  trade,  and  suggested,  lobbied  and 
nearly  pushed  NAFTA  into  law.   JUST  FIVE  YEARS! 

What  will  be  the  response  of  the  American  people  if  the  next 
Mexican  president  (  royal  'dedo'  election  in  1994)  decides  to 
nationalize  the  automobile  industry  or  the  computer  industry?  Are 
we  willing  to  go  to  war  to  protect  Ford,  GM  or  IBM?  In  reality, 
the  only  answer  to  this  question  can  be  NO,  because  we  will  no 
longer  have  the  factories  in  the  United  States  to  build  planes, 
bombs  or  uniforms!  We  will  have  to  go  to  third  world  coxontries  to 
ask  their  permission  to  go  to  war! 

iL CONCLUSION: 

From  our  nine  years  experience  living  and  working  in  Mexico, 
we  found  that  we  were  able  to  start  up,  own,  and  operate  our 
business  and  at  the  same  time  make  a  profit  WITHOUT  NAFTA,  WITHOUT 
A  MAQUILADORA  PROGRAM,  AND  WITHOUT  EITHER  AMERICAN  OR  MEXICAN 
GOVERNMENT  ASSISTANCE. 

We  saw  Mexican  people  crying  out  for  justice  and  democracy, 
decent  housing,  fair  wages,  enforcement  of  worker  safety  and  a 
better  standard  of  living.  And,  we  see  the  American  people  crying 
out  for  responsible  guidance  and  leadership,  good  jobs,  fair  wages, 
secure  retirement  benefits,  safe  working  conditions,  medical 
coverage,  and  modem  training  programs.  None  of  these  can  be  found 
with  the  passage  of  the  North  American  Free  Trade  Agreement.  NAFTA 
only  pits  the  American  worker  against  companies  that  are 
threatening  to  move  to  Mexico  if  their  demands  are  not  met,  and 
pits  them  against  the  Mexican  people. 

You  must  always  keep  in  mind  what  is  good  for  America  and  you 
must  remember  who  you  represent.  You  represent  the  American 
people,  hard  working  people  'who  played  by  the  rules'  and  paid 
their  taxes.  You  represent  the  elderly  and  military  heros  who 
fought  and  won  the  cold  war.  You  represent  all  Americans  who  have 
been  forgotten  and  laid  by  the  wayside;  blacks,  hispanics,  the 
homeless,  men,  women  and  children  living  in  poverty.  You  represent 
American  educators,  businessmen,  inventors,  scientists,  thinkers, 
liberators  and  all  Americans  that  have  made  this  nation  great. 
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You  do  not  represent  multi-billion  dollar  international 
con5>anies,  foreign  countries  or  their  special  interest  groups,  nor 
do  you  represent  the  Mexican  people.  Protecting  American  jobs  and 
American  businesses  should  be  your  top  priority.  A  FAIR  trade 
agreement  is  what  you  should  be  fighting  for,  not  a  FREE  trade 
agreement . 

If  you  pass  NAFTA,  it  will  become  a  sword  that  will  slay  this 
country  form  sea  to  shining  sea.  VOTE  NO  ON  NAFTA  or  the  next 
■sucking  sound"  you  might  hear  is  your  job  goin'  south. 
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Statement  of  the 

Health  Industry  Manufacturers  Association 

on  the 

North  American  Free  Trade  Agreement  (NAFTA) 


September  1993 


On  behalf  of  the  more  that  300  members  of  the  Health  Industry  Manufacturers 
Association  (HIMA),  the  Association  would  like  to  share  with  the  Subcommittee  the  medical 
technology  industry's  views  on  the  North  American  Free  Trade  Agreement.  Specifically,  HIMA 
would  like  to  emphasize  our  industry's  strong  support  for  the  NAFTA  agreement  and  to 
highlight  the  export  and  job  opportunities  that  the  agreement  offers  the  U.S.  economy. 

The  Medical  Technology  Industry 

fflMA  is  a  national  trade  association  representing  manufacturers  of  medical  devices, 
diagnostic  products  and  health  information  systems.  The  Association  is  dedicated  to  representing 
the  interests  and  concerns  of  the  medical  technology  industry  through  programs  and  activities 
the  encourage  high-quality,  cost-effective  health  care.  A  principal  goal  of  HIMA's  activities  is 
to  foster  a  healthy  climate  for  medical  device  innovation  in  the  United  States  as  well  as  timely 
access  to  open  and  growing  markets  overseas. 

The  U.S.  medical  device  industry  is  the  world  leader  in  bringing  high-quality,  life-saving 
products  to  millions  of  patients  around  the  world.  In  1992,  the  U.S.  medical  device  industry 
supplied  49  percent  of  the  world's  medical  technology  needs,  generated  a  trade  suiplus  of  $4.1 
billion  and  experienced  manufacturing  job  growth  of  nearly  5  percent.  Moreover,  the  industry 
invested  an  average  of  6.7  percent  of  sales  into  research  and  development,  which  is  double  the 
average  of  overall  U.S.  industry. 

The  Medical  Device  Industry  Strongly  Supports  NAFTA 

HIMA  member  companies  strongly  support  the  passage  of  NAFTA.  We  believe  that  the 
agreement  is  not  only  good  for  industry  but,  more  importantly,  will  generate  U.S.  economic 
growth  and  jobs. 

The  U.S.  medical  device  industry  recognizes  the  increasing  importance  of  overseas 
markets  to  its  international  competitiveness.  Over  the  past  five  years,  37  percent  of  this 
industry's  production  growth  has  gone  to  serve  strong  overseas  demand  for  U.S. -made  medical 
technology.  The  double-digit  export  growth  experienced  by  the  industry  has  helped  to  make  it 
America's  fastest  growing  industry  over  the  past  five  years  —  in  terms  of  U.S.  production, 
exports  and  jobs.  Furthermore,  while  the  U.S.  medical  technology  industry  has  grown  rapidly, 
and  also  made  substantial  contributions  to  health  care,  our  industry's  price  increases  have 
remained  at  or  below  the  U.S.  rate  of  inflation  over  the  past  five  years. 

Mexico  represents  one  of  the  fastest-growing  markets  for  U.S.  exports  of  medical 
devices.  In  recent  years,  U.S.  medical  device  exports  to  Mexico  have  been  growing  at  an 
annual  rate  of  15-20  percent,  making  Mexico  the  fourth  largest  export  market  for  our  products 
-  after  only  the  EC,  Japan  and  Canada.  U.S.  medical  device  and  diagnostics  exports  to  Mexico 
totaled  $425  million  in  1992  and,  in  the  first  six  months  of  this  year,  grew  by  over  18  percent. 

In  1992,  the  average  output  per  U.S.  worker  in  the  medical  device  industry  stood  at 
$147,069.  Based  on  this  average  output,  medical  device  exports  to  Mexico  supported  2,890  jobs 
in  1992  alone. 
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Major  Benefits  of  NAFTA  to  the  U.S.  Medical  Device  Industry 

The  NAFTA  agreement  will  provide  a  number  of  opportunities  to  the  U.S.  medical 
device  industry,  including  greater  access  to  the  growing  Mexican  medical  device  market.  In 
1992,  Mexico's  market  for  medical  devices  and  diagnostic  products  amounted  to  $580  million, 
making  it  one  of  the  15  largest  markets  in  the  world  for  medical  devices.  The  Mexican  market 
for  medical  devices  is  currently  growing  strongly,  at  an  average  annual  rate  of  over  6  percent. 
U.S.  companies  have  an  estimated  market  share  of  65  percent  of  Mexico's  medical  device 
market,  through  both  their  exports  to  Mexico  as  well  as  their  local  production  activities  there. 

Key  benefits  that  the  NAFTA  agreement  will  provide  to  the  U.S.  medical  device  industry 
include: 

•  Tariff  Elimination:  Under  the  agreement,  tariffs  on  most  medical  devices  will  be 
eliminated  on  an  immediate  basis.  Currently,  U.S.  medical  device  exports  to  Mexico 
face  an  average  tariff  level  of  15  percent,  while  imports  from  Mexico  to  the  United 
States  face  an  average  tariff  of  5  percent.  Given  current  trade  flows  and  tariff  levels, 
U.S.  medical  device  companies  will  no  longer  have  to  pay  nearly  $100  million  annually 
in  tariffs  as  a  result  of  the  agreement. 

•  Government  Procurement:  The  Mexican  government  accounts  for  over  70  percent  of 
Mexican  consumption  of  medical  devices  and  diagnostic  products.  Under  the  agreement, 
Mexican  government  entities  will  have  to  open  government  procurement  over  a  specific 
dollar  amount  to  "international  competitive  bidding." 

•  Standards-Related  and  Regulatory  Activities:  While  the  NAFTA  agreement  preserves 
the  right  of  the  parties  to  establish  their  own  health  and  safety  standards,  it  will  also 
encourage  the  Mexican  use  of  international  standards  and  the  creation  of  a  more 
consistent  and  transparent  regulatory  approval  process  in  Mexico.  This  should  help  to 
foster  harmonization  of  medical  device  regulation  (e.g..  Good  Manufacturing  Practices 
--  GMPs)  between  Mexico,  the  United  States  and  Canada,  which  would  provide 
significant  benefits  to  the  industry  as  well  as  to  regulatory  officials  in  these  countries. 

In  addition,  the  NAFTA  agreement  will  contribute  to  further  liberalization  of  the 
investment  climate  in  Mexico.  This  will  enable  U.S.  medical  device  companies  to  continue  to 
build  upon  their  already  sizeable  commercial  interests  in  Mexico,  not  only  to  serve  the  Mexican 
market  but  also  to  produce  for  Latin  American  and  other  global  markets. 

NAFTA  Benefits  Small  Businesses.  U.S.  Job  Growth  and  Global  Competitiveness 

By  eliminating  Mexican  tariffs  and  other  trade  barriers,  NAFTA  will  enhance  the 
industry's  export  opportunities  to  Mexico,  provide  strong  benefits  to  smaller  business,  help 
create  high-skill,  high-wage  jobs  for  Americans  and  strengthen  the  industry's  global 
competitiveness. 

The  additional  opportunities  that  NAFTA  will  create  are  especially  important  to  small 
businesses,  which  are  the  primary  source  for  new  jobs  in  this  country  and  the  innovative 
backbone  of  this  industry.  In  the  past,  these  companies  are  the  ones  that  have  been  most 
hindered  by  the  tariff  and  other  barriers  that  NAFTA  seeks  to  eliminate. 

The  U.S.  medical  device  industry  faces  strong  international  competition  from  a  number 
of  suppliers,  particularly  from  companies  in  Germany  and  Japan.  By  enhancing  the  access  of 
U.S.  firms  to  the  Mexican  market  vis-a-vis  their  foreign  competitors,  as  well  as  by  creating  a 
larger  North  American  market  in  which  to  operate,  NAFTA  will  help  to  strengthen  the  overall 
global  competitiveness  of  the  U.S.  medical  device  mdustry. 

With  regard  to  often-raised  concerns  regarding  potential  U.S.  job  loss,  we  believe 
NAFTA  will  encourage  U.S.  exports  to  Mexico  and  U.S.  job  growth,  rather  than  U.S. 
investment  and  U.S.  job  relocation  to  Mexico.  U.S.  investment  has  and  will  continue  to  flow 
to  Mexico,  regardless  of  the  proposed  NAFTA  accord.    By  eliminating  Mexican  barriers  and 
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facilitating  U.S.  exports  to  Mexico,  NAFTA  will  encourage  U.S.  companies  and  U.S.  jobs  to 
remain  in  the  United  States. 

An  Important  Agreement  for  America's  Future 

Finally,  NAFTA  would  contribute  to  a  more  stable  and  stronger  Mexican  economy, 
which  wiU  only  increase  their  ability  to  buy  more  U.S.  products  and  create  jobs  and  economic 
opportunities  for  both  countries.  As  such,  NAFTA  is  good  for  America  and  represents  an 
important  economic  milestone  for  our  country's  future. 

HIMA  appreciates  this  opportunity  to  share  the  Association's  views  with  the 
Subcommittee  and  would  be  prepared  to  meet  with  Members  of  the  Subcommittee  to  discuss  any 
of  these  issues  further. 
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INTERNATIONAL  TRADE  COUNCIL 

Statement  of  Peter  T.  Nelsen,  President 

International  Trade  Council 

Before  the 

U.  S.  House  of  Representatives 

Committee  on  Ways  and  Means 

Subcommittee  on  Trade 

September  1993 

Hearings  on  the  North  American  Free  Trade  Agreement  (NAFTA) 

and 

Supplemental  Agreements  to  the  NAFTA 

Mr.  Chairman  and  Members  of  the  Committee.   We  thank  you  for  this  opportunity  to  appear  and  present 
testimony  before  the  Subcommittee  on  Trade  of  the  Committee  on  Ways  and  Means. 

We  wish  to  address  the  issue  of  the  North  American  Free  Trade  Agreement  (NAFTA)  specifically  our 
overwhelming  support  of  the  trade  agreement  for  reasons  which  will  be  stated  herein. 

The  International  Trade  Council  (ITC)  is  a  trade  association  that  represents  about  850  exporters  and 
importers  throughout  the  United  States.  We  have  members  in  49  of  the  50  states  and  represent  a  very  broad  section 
of  the  U.  S.  industry.  We  wrote  the  first  proposal  on  bilateral  reduction  of  trade  barriers  in  1979  which  led  to  free 
trade  agreement  with  Israel  in  1984  and  subsequently  with  Canada  in  1988.  The  Mexican  agreement  is  a  logical 
extension  of  the  previous  pacts  and  vital  to  the  growth  and  economic  welfare  of  the  United  States.  We  have  divided 
our  argument  for  NAFTA  into  two  parts.  The  first  will  give  support  for  the  pact  and  the  latter  will  rebut  the 
;  of  NAFTA's  opponents. 


Passage  of  NAFTA  will  supply  long-term  growth  for  U.  S.  industries  and  labor  through  a  lowering  of 
tariffs  and  removal  of  trade  barriers  between  the  borders.  NAFTA  will  create  the  world's  largest  free  trade  and 
investment  market  with  360  million  consumers  demanding  access  to  U.  S.  goods,  leading  to  the  creation  of  at  least 
200,000  U.  S.  jobs  and  possibly  up  to  one  million  jobs  over  five  years.  The  majority  of  these  jobs  will  be  skilled 
jobs  at  above  average  wages.  U.  S.  exporters  will  gain  substantially  from  the  free  trade  agreement.  Since  Mexico's 
tariffs  on  U.  S.  goods  are  two  and  a  half  times  as  high  as  U.  S.  tariffs  in  Mexican  goods.  By  reducing  tariffs 
through  NAFTA,  U.  S.  firms  will  expand  production  and  thereby  help  reduce  the  U.  S.  trade  deficit. 

A  segment  of  the  U.  S.  economy  which  will  benefit  greatly  from  NAFTA  is  the  service  sector.  According 
to  the  Coalition  of  Service  Industries,  private  service  exports  reached  a  record  high  -  $42.3  billion  in  the  fourth 
quarter.  One  service  industry  which  will  see  substantial  growth  after  NAFTA  is  enacted  is  the  transportation 
industry,  specifically  trucking.  A  recent  study  by  the  International  Trade  Commission  estimates  that  NAFTA  will 
boost  the  U.  S.  trucking  industry's  growth  by  six  percent  to  15  percent.  Ocean  and  air  transportation  will  also  gain 
beyond  the  dramatic  growth  that  have  been  achieved  in  the  last  five  years. 

Also  benefiting  from  NAFTA  is  the  consumer  who  will  be  given  a  wider  choice  and  lower  price  on  many 
products.  A  General  Accounting  Office  report  states,  "The  effects  of  competitiveness  reach  beyond  the  successes 
of  individual  businesses  to  the  economic  well-being  of  a  country's  citizens. "  A  competitive  nation  can  only  function 
with  success  by  reducing  tariffs  and  creating  free  trade  thus  enabling  the  country's  citizens  to  boost  their  quality 
of  life.  People  who  have  to  count  on  govenmient  assistance  programs  to  put  food  on  the  table  would  find  it  difficult 
paying  tariffs  of  35%  on  tuna,  17.5%  on  milk  powder,  and  17.5%  on  carrots.  Jim  Bovard,  a  trade  analyst  for  the 
National  Center  for  Policy  Analysis  reports,  "U.  S.  tariff  policy  assumes  that  it  is  better  for  the  poor  to  go  hungry 
than  to  buy  inexpensive  foreign  foods."  fWashington  Times.  July  15,  1992  Editorial)  Interfering  with  consumer's 
rights  by  not  reducing  the  existing  barriers  to  trade  with  Mexico  will  be  detrimental  to  the  United  States. 

Mexico  is  the  fastest  growing  market  for  U.  S.  manufactured  goods.  Due  to  Mexico's  comparative 
advantage  in  labor  and  the  U.  S.'s  comparative  advantage  in  technology  and  capital,  trade  is  expected  to  surpass 
Japan  as  the  U.  S.'s  second  largest  trading  partner  in  the  next  year  or  two.  With  one-third  of  the  United  States' 
population,  Mexico's  market  potential  is  very  great.  Nearly  $40  billion  worth  of  Mexico's  exports  come  here 
aimually ,  and  with  the  passage  of  NAFTA  roughly  65  %  of  all  U.  S.  exports  to  Mexico  can  be  sold  completely  duty- 
free. The  additional  goods  entering  Mexico  will  stimulate  the  economy  creating  high  levels  of  investment  and 
eventually  contributing  to  long  term  stability.  Mexican  financial  institutions  can  get  urgently  needed  outside  capital 
to  modernize  their  operations  and  improve  their  goods  while  consumers  stand  to  get  more  choices  in  their  services 
and  products. 

Although  criticized  in  the  past  for  being  corrupt,  having  unbeatable  control  on  politics,  the  leading  Mexican 
political  party  (the  PRI)  has  broken  away  from  this  view.  Several  key  gubernatorial  districts  were  lost  by  the  PRI 
in  the  July  1992  elections  showing  the  commitment  of  the  people  to  a  fair  democracy.  The  results  of  these  changes 
in  Mexico  have  allayed  fears  of  Mexican  adverse  political  development. 
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Many  people  would  say  that  Mexico  could  possibly  cooperate  by  reducing  the  number  of  illegal  immigrants 
coming  into  the  United  States.  With  the  passage  of  NAFTA  the  need  for  Mexicans  to  emigrate  to  the  U.  S.  will 
be  alleviated  due  to  the  higher  wages  and  more  jobs  created  by  Mexico. 

A  wide  range  of  NAFTA  opponents  have  created  arguments  which  may  mislead  the  public.  For  examp\e, 
statistics  have  been  thrown  around  regarding  the  creation  of  jobs  from  NAFTA.  The  Institute  for  International 
Economics  estimates  the  U.  S.  economy  would  gain  an  additional  1 30,000  NAFTA-related  jobs  by  1995.  However, 
NAFTA  opponents  respond  that  Mexico's  low  wages  will  create  a  flood  of  cheap  imports  into  the  U.  S.  market. 
They  also  mnintiiin  that  a  loss  of  U.  S.  jobs  going  to  Mexico  would  follow  because  American  companies  will  move 
their  factories  to  Mexico  to  take  advantage  of  lower  wages.  The  fact  is  that  several  thousand  U.S.  producers  have 
already  set  up  plants  in  Mexico.  The  NAFTA  will  give  some  companies  reason  to  come  back  to  the  U.  S.  because 
they  will  now  be  able  to  sell  in  Mexico  without  producing  there.  While  some  workers  will  be  displaced,  the  belief 
that  high-skilled  U.  S.  jobs  going  to  Mexican  workers  is  a  fallacy.  Wages  matter,  but  they  are  not  the  only  things 
calculated  in  costs.  A  study  done  by  the  Congressional  Office  of  Technology  Assessment  shows  that  an  automobile 
made  in  the  United  States  is  cheaper  to  manufacture  and  transport  more  than  in  Mexico.  U.  S.  workers  are  paid 
higher  because  they  are  generally  several  times  more  productive  than  Mexican  workers.  They  are  among  the  most 
productive  in  the  world,  attracting  foreign  firms  who  want  to  benefit  from  the  human  capital  available  in  the  U.  S. 
that  is  why  Honda,  Toyota  and  other  multinationals  set  up  shop  in  the  U.  S.,  not  Mexico.  These  statistics  show 
how  much  Mexico  has  helped  U.  S.  business  from  1987-1992.  U.  S.  exports  to  Mexico  tripled  and  trade  balance 
swung  from  six  billion  annual  American  deficit  to  a  five  billion  annual  American  surplus.  Trade  will  flow  across 
the  border  in  increasingly  greater  amounts  and  it  will  not  be  stopped.  The  jobs  that  will  be  lost  through  NAFTA 
will  be  gone  in  a  few  years  anyway  because  of  the  rapid  growth  of  technology,  regardless  of  the  passage  of 
NAFTA.  These  jobs  are  low  wage,  low  skill  jobs.  By  retraining  the  affected  worker  and  qualify  them  for  better 
jobs,  requiring  a  high  skill  level,  their  companies  will  remain  in  the  U.  S.  If  U.  S.  companies  wanted  to  go  to 
Mexico  to  exploit  cheap  labor,  they  would  have  all  moved  there.  To  reassure  U.  S.  labor  leaders,  Mexican 
President  Carlos  Salinas  de  Gortia  has  aimounced  that  Mexico  would  work  towards  making  minimum  wage 
standards  a  part  of  NAFTA.  He  should  also  be  pointed  out  that  Mexican  wages  have  increased  1SS%  since  1987. 
Any  greater  wage  growth  would  rekindle  hyperinflation  which  has  recently  been  reduced  from  over  100%  to  10%, 
more  or  less. 


There  are  concerns  regarding  NAFTA  which  include  drug  trafficking,  degrading  the  environment  and  loss 
of  sovereignty.  The  assumption  that  imder  NAFTA  drug  trafficking  will  increase  because  of  less  border  restrictions 
is  incorrect.  Mexico  has  stepped  up  its  anti-drug  enforcement  efforts  and  the  treaty  will  enable  the  two  countries 
to  work  together  to  create  tougher  anti-drug  policy.    Without  NAFTA  this  will  not  occur. 

The  concern  that  U.  S.  companies,  eager  to  avoid  strict  environmental  regulations,  will  relocate  to  Mexico 
were  these  regulations  not  strictly  enforced  has  been  reduced  through  side  agreements.  The  trade  agreement  would 
shift  the  industries  along  the  border  toward  Mexico's  center  slowing  pollution  into  the  U.  S.  Since  Mexico  is  not 
living  up  to  costly  envirotunenlal  standards,  the  best  way  to  strengthen  their  environment  is  to  enact  NAFTA  and 
work  side  by  side  with  their  industries  and  create  a  cleaner,  safer  environment  while  fostering  growth. 


A  major  concern  of  NAFTA  objectors  is  national  sovereignty.  However,  the  commission  which  i 
the  NAFTA  laws  can  only  ask  the  U.  S.  to  enforce  our  own  laws  and  simply  prohibit  violations.  If  NAFTA  passes 
Americans  would  be  free  to  buy  Mexican  made  products  and  to  sell  American  made  products  in  Mexico.  The  U. 
S.  has  not  ceded  any  sovereignty  in  signing  the  agreement  and  it  is  regarded  as  being  no  different  from  previously 
debated  bilateral  treaties  which  the  U.  S.  has  participated  in.  NAFTA  opponents  fail  to  see  how  the  world  has 
changed  and  how  international  trade  is  vital  to  the  success  of  U.  S.  firms.  The  International  Trade  Council 
emphasizes  the  importance  of  enacting  NAFTA  and  the  role  experts  will  play  in  creating  U.  S.  jobs.  We  concur 
with  Former  Secretary  of  Commerce  Robert  Mosbacher  when  he  said  'countries  that  seize  the  opportunities  created 
by  economic  cooperation  will  deliver  rising  standards  of  living  to  their  citizens.  Countries  that  do  not  are  in  danger 
of  being  left  behind.'  NAFTA  will  eoMe  the  U.  S.  to  maintain  its  role  as  a  leader  in  free  trade  and  individual 
freedom. 

For  all  the  above  mentioned  reasons,  we  along  with  our  members  strongly  urge  passage  of  the  North 
American  Free  Trade  Agreement. 
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TESTIMONY  SUBMITTED  FOR  THE  RECORD  OP 

ROBERT  C.  THOMAS. 

CHAIRMAN  AND  CHIEF  EXECUTIVE  OFFICER  OF  TENNECO  GAS 

ON  BEHALF  OF 

THE  INTERSTATE  NATURAL  GAS  ASSOCIATION  OF  AMERICA 

(INGAA) 

BEFORE  THE  TRADE  SUBCOMMITTEE  OF  THE 

HOUSE  WAYS  AND  MEANS  COBAMTTTEE 

ON  THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT  (NAFTA) 


I  am  Robert  C.  Thomas,  chairman  and  chief  executive  oflBcer  of 
Tenneco  Gas.  a  subsidiary  of  Tenneco,  Inc.  This  testimony  is  being 
submitted  on  behalf  of  the  Interstate  Natural  Gas  Association  of 
America  (INGAA)  where  I  am  a  member  of  the  board  of  directors. 
INGAA  is  a  trade  association  that  represents  U.S.  interstate  and 
Canadian  interprovinical  pipelines.  Through  gas  transportation  and 
gas  sales  these  pipelines  serve  in  excess  of  54  million  households, 
commercial  establishments  and  industrial  customers  in  the  U.S.  and 
Canada. 

INGAA  supports  NAFTA  and  strongly  urges  its  passage  by  Congress  this 
year.    Importantly,  INGAA  members  believe  that  NAFTA  presents  an 
unparalleled  opportunity  to  promote  economic  growth  in  the  U.S., 
Canada  and  Mexico.   Such  growth  will  increase  employment  and  living 
standards.   Too,  NAFTA  clearly  represents  a  growth  opportunity  for 
the  whole  North  American  gas  industry. 

By  lowering  barriers  and  increasing  trade  NAFTA  will  stimxolate 
Mexico's  economy.   An  expanding  industrial  base  and  higher  incomes 
will  translate  into  increasing  imports  of  advanced  technology  and 
high-value  industrial  and  consumer  goods.  Natural  gas  and  other 
energies  benefit  firom  this  growing  demand.   In  particular,  natural  gas 
with  its  environmental  benefits  is  expected  to  gamer  a  large  share  of 
the  increased  trade. 

Specifically.  NAFTA  opens  to  competitive  and  transparent  bidding  at 
least  half  of  the  purchases  of  Mexico's  oil.  gas  and  electricity 
companies.  This  is  a  significant  market  for  the  U.S.  energy  industry. 
Annual  budgets  amoimt  to  $4.7  billion  for  the  oil  and  gas  company 
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(PEMEX)  and  $3.4  billion  for  the  national  electricity  commission 
(CFE).  According  to  U.S.  Commerce  Department  estimates,  oil  and  gas 
field  machinery  also  represent  an  attractive  market  for  U.S.  exports  to 
Mexico.    Such  exports  will  create  Jobs  for  U.S.  companies  supplying 
these  goods  and  services. 

Many  of  INGAA's  members  are  already  doing  some  business  with 
Mexico.   My  own  company  is  part  of  a  consortium  that  began 
importing  gas  into  the  U.S.  in  the  late  1970s  at  McAllen.  Texas.  As 
both  U.S.  and  Mexican  needs  changed,  this  border  crossing  became  a 
export  point  for  U.S.  gas  exports  to  Mexico.   There  are  other  pipelines 
that  have  recently  linked  up  with  the  Mexican  gas  system  and  there 
are  several  proposed  links  that  await  improved  trade  conditions. 
NAFTA  will  not  only  promote  these  projects,  it  will  facilitate  U.S. 
companies  in  assisting  PEMEX  and  the  Mexican  govenmaent  in 
improving  and  enlarging  the  country's  own  pipeline  system.   American 
firms  employ  highly  skilled  workers  and  are  known  for  their  expertise 
in  pipeline  technology  and  construction.   A  formal  trade  agreement 
will  improve  U.S.  companies'  competitive  position  over  that  of  their 
European  and  Japanese  counterparts  in  the  development  of  Mexico's 
oil  and  gas  infiiastructure. 

In  addition  to  pipeline  projects  my  company  and  others  are  pursuing 
electric  generation  facilities.    Such  opportunities  include  large 
independent  power  plants  as  well  as  smaller  cogeneration  projects 
tied  to  industrial  facilities.   With  trade  barriers  removed,  many  if  not 
all  of  these  and  other  new  power  plants  will  be  fueled  by  clean-burning 
natural  gas,  significantty  improving  air  quality. 

Many  environmental  Initiatives  promoted  by  NAFTA  will  improve 
opportunities  for  natiaral  gas  trade.  It  is  estimated  that  25  percent  of 
Mexico's  air  pollution  is  caused  by  public  transportation.  In  February 
1992  the  Mexican  government  announced  the  conversion  of  450,000 
public  transit  vehicles  to  natural  gas.  There  are  similar  initiatives  to 
use  natural  gas  in  place  of  heavy  fuel  oil  and  thus  lower  pollutants. 

American  companies  have  begun  to  benefit  fi:om  the  increased 
economic  liberalization  that  has  occurred  in  Mexico,  such  as  the 
opening  of  the  electric  power  and  gas  markets.    Mexican  reforms  have 
stabilized  the  economy  and  enhanced  its  investment  climate,    NAFTA 
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Is  a  pledge  of  faith  and  a  sign  of  confidence  that  Mexico  is  committed 
to  a  free  and  competitive  market  economy.    Passage  of  NAFTA  will 
demonstrate  U.S.  support  for  this  effort.   It  also  furthers  U.S.  and 
Mexico  cooperation  on  natural  gas  and  electric  projects  which  will 
benefit  the  environment.    It  will  create  new  Jobs  and  revenues  for  U.S. 
companies  supplying  technology,  goods  and  services  to  the  Mexican 
energy  sector. 

Tlie  gas  industry's  view  is  shared  by  many  others.  Today.  NAFTA 
presents  us  with  an  unprecedented  opportunity  to  expand  our  exports 
of  natural  gas.    However,  by  promoting  U.S.  expertise  and  investments 
in  developing  Mexico's  natural  gas  infrastructure.  NAFTA  creates 
futiore  access  to  substantial  reserves  of  clean-buming  natural  gas. 
NAFTA  opens  up  a  significant  market  for  oil  and  gas  equipment  and 
technology,  providing  a  vehicle  that  utilizes  the  skills  and  technology 
of  the  American  workforce.   The  approval  of  NAFTA  is  an  opportunity 
for  North  America  to  demonstrate  confidence  that  our  quality 
products,  creative  and  flexible  workforce  and  technological  innovation 
can  compete  in  the  global  marketplace. 
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I.  INTRODUCTION 

Thank  you  for  the  opportunity  to  submit  written  testimony  on 
the  North  American  Free  Trade  Agreement  (NAFTA) .  As  the  Jamaican 
Ambassador  to  the  United  States,  I  have  confined  my  testimony  to 
review  the  effects  of  NAFTA  on  Caribbean  and  regional  economic 
development,  and  to  comment  on  mechanisms  that  would  insulate 
U.S. /Caribbean  trading  links  from  any  negative  impacts  caused  by 
NAFTA. 

Roughly  a  month  ago.  President  Clinton  and  senior  members  of 
his  Administration  met  with  the  Heads  of  Government  of  five 
Caribbean  nations,  including  Prime  Minister  P.J.  Patterson  from 
Jamaica.  During  that  summmit,  President  Clinton  recognized  the 
importance  of  the  U.S. /Caribbean  trading  relationship  to  jobs  .in 
both  the  Caribbean  Basin  and  in  the  United  States.  He  named 
Ambassador  Kantor  to  study  the  probable  effects  of  NAFTA  on  the 
Caribbean  and  to  recommend  mechanisms  that  would  enhance  regional 
trade . 

We  believe  that  extending  NAFTA  parity  for  the  Caribbean  is 
the  most  likely  mechanism  to  enhance  regional  trade.  Not  only 
would  it  keep  the  Caribbean  nations  from  experiencing  trade  and 
investment  diversion  from  NAFTA,  but  it  would  ensure  that  the 
Caribbean  exporters  would  be  able  to  compete  in  the  U.S.  market  on 
a  level  playing  field  with  their  Mexican  counterparts.  This  would 
preserve  the  existing  commercial  relationship  in  the  region,  while 
expanding  the  base  upon  which  future  jobs  in  both  the  Caribbean  and 
the  United  States  could  be  created. 

II.  THE  CARIBBEAN  BASIN  INITIATIVE  AFTER  TEN  YEARS 

Mr.  Chairman,  ten  years  ago,  you  and  your  colleagues  on  the 
Committee  on  Ways  and  Means  proposed  legislation  that  led  to  the 
passage  of  the  Caribbean  Basin  Initiative  (CBI) .  This  legislation 
in  1983  recognized  the  considerable  benefit  to  be  derived  by  both 
the  United  States  and  the  Caribbean  from  the  liberalization  of  our 
trading  relationship.  It  was  motivated  and  designed  to  stimulate 
economic  reform  and  trade-led  economic  growth  in  the  same  manner  as 
the  currently  proposed  North  American  Free  Trade  Agreement  (NAFTA) . 

Mr.  Chairman,  I  wish  to  commend  you  and  the  Committee  for  this 
effort  because  the  CBI  has  been  responsible  for  a  decade  of 
unparalleled  growth  in  trade  between  the  United  States  and  the 
Caribbean,  acting  as  a  catalyst  for  exports,  investment  and 
employment  creation  in  the  economies  of  the  United  States  and  the 
Caribbean  nations,  such  as  Jamaica. 

In  just  10  years,  we  have  seen  U.S.  exports  to  the  region 
surge  by  100  percent  and  Caribbean  exports  to  the  United  States 
climb  by  close  to  50  percent.  In  1992,  the  United  States  posted 
yet  another  trade  surplus  with  the  Caribbean  Basin  —  for  the 
seventh  year  in  a  row.  The  Caribbean  Basin  now  comprises  the  tenth 
largest  market  of  the  United  States;  for  the  Caribbean,  the  United 
States  is  by  far  the  largest  market.  Combined  trade  (accounting 
for  both  imports  and  exports)  between  the  United  States  and  the 
Caribbean  exceeded  $20  billion  in  1992,  supporting  220,000  jobs  in 
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the  United  States  and  countless  jobs  throughout  the  Caribbean 
region. 

As  the  growth  process  in  CBI  economies  has  been  strengthened 
by  increased  U.S.  investment  and  market  access,  their  import 
capacities  have  increased,  resulting  in  increased  purchases  of  U.S. 
goods  and  services.  Each  dollar  spent  by  the  Caribbean  generates 
60  cents  worth  of  U.S.  exports,  while  that  same  dollar  in  Asia 
would  only  generate  10  cents  per  dollar  of  U.S.  exports.  Jamaica 
for  example,  now  purchases  three  quarters  of  its  imports  from  the 
United  States,  as  increased  overall  demand  has  inevitably  led  to 
the  creation  of  exports,  and  more  importantly,  export-related  jobs, 
in  the  United  States. 

In  addition,  the  jobs  created  in  Jamaica  have  often  been  in 
industries  such  as  apparel  manufacture,  where  U.S.  employers  can  no 
longer  offer  globally  competitive  products  if  all  stages  are 
carried  out  in  the  U.S.  The  CBI  has  given  these  U.S.  firms  the 
ability  to  rely  for  part  of  their  production  on  the  internationally 
competitive  wage  rates  in  the  Caribbean,  rather  than  losing  their 
entire  operations  to  low  wage  competitors  in  Asia.  As  a  result, 
U.S.  apparel  manufacturers  have  been  able  to  improve  their  costs  of 
production  and  retain  the  global  competitiveness  of  U.S. 
manufactured  apparel  exported  throughout  the  world  marketplace. 

Finally,  the  access  to  the  U.S.  market  provided  by  the  CBI  has 
encouraged  economic  reform  and  liberalization  of  economic  policies 
in  the  region,  particularly  in  Jamaica.  Just  as  the  promise  of 
NAFTA  has  stimulated  economic  reform  in  Canada,  Mexico,  and 
throughout  the  region,  we  in  Jamaica  have  had  the  incentive  of  the 
market  access  provided  by  the  CBI  to  embrace  the  policies  of 
privatization  and  economic  deregulation  that  promote  export  driven, 
private  sector-led  development  and  growth. 

In  this  regard,  Jamaica  believes  that  the  CBI  has  served  as  a 
first,  and  vital,  step  in  the  path  leading  to  expanded  trade, 
investment  and  growth  with  the  United  States.  The  CBI  supports 
economic  reform  to  create  genuine  market  economies  and  has  laid  the 
groundwork  for  mutual  prosperity  through  sustained  growth  and 
stronger  commercial  links.  If  economic  expansion  is  to  continue, 
especially  as  the  NAFTA  negotiations  are  brought  to  a  close,  it  is 
necessary  that  a  mechanism  be  established,  which  will  enable  U.S. 
and  Caribbean  firms  to  enhance  their  current  trade  partnership.  We 
believe  that  H.R.  1403  —  the  Caribbean  Basin  Free  Trade  Agreement 
—  will  provide  such  a  trade  mechanism. 

III.        THE  IMPLICATIONS  OF  NAFTA  FOR  THE  CBI  REGION 

A.    The  Current  Structure  of  Trade  Between  the  CBI  Countries 
and  the  United  States 

In  the  new  global  marketplace  to  which  all  countries, 
developed  and  developing  are  adjusting,  and  to  which  the  NAFTA 
responds,  no  product  is  made  entirely  in  one  country,  because  the 
production  process  is  spread  over  several  countries.  The  various 
aspects  of  the  industrial  production  process  are  distributed 
logically  throughout  the  hemisphere.  Different  stages  are  carried 
out  in  those  areas  of  the  hemisphere  where  they  are  most  cost 
effective.  The  spread  of  the  production  process  through  different 
countries  is  the  most  efficient  mode  of  production  and  beneficial 
to  all  the  countries  involved. 

Such  a  framework  of  complementary  production  has  become 
especially  characteristic  of  the  trading  relationships  between  the 
Caribbean  Basin  and  the  United  States.  In  many  industries,  U.S. 
producers  now  undertake  some  production  in  the  CBI  countries  using 
U.S.  machinery  and  inputs  and  Caribbean  labor  to  produce  a  final 
product  which  is  internationally  competitive.  Without  this 
complementarity  of  production  between  the  United  States  and  CBI 
countries,  U.S.  firms  and  Caribbean  producers  would  not  be  able  to 
maintain  their  market  share  or  their  competitiveness  in  the  global 
market  place.    Not  only  does  this  preserve  U.S.  jobs  in  the 
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relatively  more  competitive  sectors  of  an  industry,   but  it 
establishes  a  market  for  U.S. -made  equipment  and  technology. 

One  of  the  best  and  most  visible  examples  of  this  is  the 
apparel  industry.  The  production  of  apparel  in  the  CBI  region  is 
complementary  to  production  in  the  United  States.  For  each  garment 
produced  in  Jamaica,  80  percent  of  the  finished  good  consists  of 
U.S.  textiles,  machinery  and  other  inputs,  most  of  which  is 
imported  from  U.S. -based  American  firms.  U.S.  garment  producers, 
therefore,  maintain  competitiveness  in  the  global  market  place  by 
having  different  stages  of  the  production  process  dispersed  within 
the  hemisphere,  involving  CBI  producers.  In  the  future,  as 
globalization  progresses,  it  is  not  going  to  be  possible  for  any 
single  product,  firm  or  country,  to  stay  competitive  unless  the 
production  process  is  dispersed  throughout  the  region  so  that  each 
aspect  is  undertaken  where  it  is  most  cost  effective. 

B.    NAFTA's  Effects  on  the  CBI/D.S.  Trade 

The  structure  of  trade  in  the  region,  ensures  that  the  impact 
of  NAFTA  will  be  substantial.  Fifty  to  seventy  percent  of  exports 
of  CBI  countries  go  to  the  three  NAFTA  countries.  With  such  a 
significant  proportion  of  the  region's  trade  taking  place  with  the 
United  States,  and  given  the  importance  of  trade  to  economic 
growth,  there  is  concern  that  NAFTA  could  result  in  trade  diversion 
and  not  in  trade  creation. 

The  NAFTA  could  convert  the  CBI  into  a  depreciated  asset.  It 
would  erode  CBI  provisions  and  thereby  place  the  small, 
undiversif ied  economies  of  CBI  countries  at  a  competitive 
disadvantage  in  terms  of  access  to  the  US  markets  as  it  provides 
Mexico  with  removal  of  tariffs  and  quotas  over  specified  adjustment 
periods.  This  would  inadvertently  create  a  situation  in  which 
Mexico,  which  already  has  inexpensive  labor,  cheap  energy,  lower 
transportation  cost  and  economies  of  scale,  would  now  have  a 
further  advantage  over  the  CBI  countries.  Although  Mexico  does  not 
compete  with  the  CBI  region  in  all  of  its  exports,  a  relaxation  of 
import  barriers  for  Mexico  could  cause  a  reduction  in  many  of  the 
Caribbean's  most  valuable  exports. 

Again,  one  of  the  best  examples  of  this  potential  for 
displacement  is  in  the  area  of  textiles.  Under  NAFTA,  Mexican 
textiles  and  apparel  will  benefit  from  a  progressive  tariff 
reduction  over  a  ten-year  period.  This  would  introduce  a  new 
dimension  of  competition,  creating  a  situation  whereby  CBI-produced 
garments  made  from  U.S.  textiles  would  have  to  compete  at  a  price 
disadvantage  against  Mexican  apparel  made  from  Mexican  textile. 
This  would  displace  both  CBI  apparel  producers  and  U.S.  textile 
manufacturers,  sought  the  cheaper  Mexican  garments. 

On  a  regional  economic  level,  there  could  be  an  erosion  of  the 
economic  gains  of  the  past  decade  because  NAFTA  could  cause  the 
following: 

1.  Trade  Diversion 

The  elimination  of  quota  and  phase-out  of  tariffs  on  Mexican 
products  could  remove  or  at  least  reduce  the  advantage  enjoyed 
by  CBI  exports  to  the  United  States.  This  could  cause  a 
diversion  of  U.S.  demand  from  suppliers  in  CBI  countries  to 
firms  in  Mexico,  thus  reducing  CBI  exports.  This  would 
aggravate  the  balance  of  payments  difficulties  of  Caribbean 
economies • 

2.  iBvestaent  Diversion 

As  trade  prospects  and  advantages  in  the  Caribbean  diminish. 
Investors  will  begin  to  redirect  their  funds  to  Mexico.  This 
diversion  of  investment,  the  beginning  of  which  is  already 
evident  from  investment  patterns  throughout  the  region. 
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3.  Relocation  Of  Production  Capacity 

Existing  productive  enterprises,  which  had  originally  located 
in  the  Caribbean  to  take  advantage  of  the  access  to  the  U.S. 
market,  could  transfer  or  close  operations  in  preference  for 
Mexican  locations,  which  have  the  advantage  of  better  access 
to  the  U.S.  market  access.  NAFTA  discriminates  in  favor  of 
Mexico  against  the  CBI  region. 

4.  Contraction  Of  Economic  Activity 

The  loss  of  trade  and  investment  opportunities  would 
precipitate  a  decline  in  business  confidence  and  economic 
activity,  undermining  development  prospects  throughout  the 
Caribbean.  Caribbean  governments  would  inevitably  find  it 
more  difficult  to  sustain  their  own  economic  reform  and 
structural  adjustment  programs,  becoming  more  reliant  upon 
bilateral  aid  programs. 

5.  U.S.  Jobs  Losses 

Ultimately,  a  large  number  of  American  jobs,  which  depend  on 
healthy  Caribbean  trade  flows  would  be  lost  as  commercial 
opportunities  contracted  in  the  Caribbean. 

6.  Trade  Deficit  Aggravated 

The  loss  of  U.S.  export  opportunities  would  reduce  the  stable 
trade  surplus  that  the  United  States  maintains  with  the 
Caribbean. 

The  CBI  has  served  as  a  catalyst  for  the  creation  of  jobs  and 
economic  development  between  the  CBI  countries  and  the  United 
States,  therefore  the  de  facto  elimination  of  CBI  trade  provisions 
could  cause  a  long  term  reversal  in  that  economic  relationship. 
This  effect  has  already  been  documented  as  investors  evaluate  the 
provisions  and  likely  implementation  of  NAFTA.  The  United  States 
International  Trade  Commission  (ITC) ,  in  a  report  entitled, 
"Potential  Effects  of  a  North  American  Free  Trade  Agreement  on 
Apparel  Investments  in  CBERA  countries",  has  concluded  that  "NAFTA 
will  introduce  incentives  that  will  tend  to  favor  apparel 
investment  shifts  away  from  the  CBERA  countries  to  Mexico". 

IV.         KEY  ELEMENTS  OF  THE  H.R.  1403  BILL 

A.   Creation  of  a  Level  Playing  Field 

H.R.  1403  recognizes  the  importance  of  trading  relationships 
to  the  Caribbean  by  explicitly  ensuring  that  a  level  playing  field 
exists  between  Mexican  and  Caribbean  exporters  with  regard  to  the 
U.S.  market.  This  would  involve  upgrading  CBI  to  cover  those 
products  which  are  exempted  from  duty  free  treatment  under  CBI,  and 
those  goods  and  services  placed  at  a  disadvantage  vis  a  vis  Mexico 
by  the  provisions  of  NAFTA.  In  a  word,  it  would  provide  non- 
discriminatory access  for  Caribbean  products  in  the  U.S.  market. 
For  example,  the  textile  and  apparel  sector  is  a  key  CBI  export 
industry  and  is  currently  subject  to  many  restrictions. 

H.R.  1403  would  create  no  special  benefits  for  the  CBI  that 
wouldn't  already  exist  for  Mexico.  Nor  would  it  legislate  special 
treatment  for  CBI  producers  in  excess  of  that  granted  Mexico.  Nor 
would  it  go  into  effect  in  the  absence  of  an  agreement  on  NAFTA. 
It  would  merely  extend  to  the  Caribbean,  those  provisions  that 
would  apply  to  Mexico  under  NAFTA.  In  this  sense,  H.R.  1403 
embodies  the  spirit  of  a  "free  trade  agreement"  by  guaranteeing 
that  trade  responds  to  free  market  forces,  rather  than  artificial 
government  barriers. 
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B.  Parity  As  A  Transitional  Arrangement 

H.R.  1403  establishes  simultaneous  and  equivalent  treatment 
for  CBI  countries  and  Mexico  in  terms  of  tariffs,  rules  of  origin, 
and  quota  elimination.  Any  delay  in  the  establishment  of  this 
parity  principle  could  result  in  uncertainty,  leading  to  trade  and 
investment  diversion  from  the  Caribbean  Basin.  Even  the 
uncertainty  that  would  be  engendered  by  a  one-year  delay  could  do 
serious  damage  to  the  trade-reliant  economies  of  the  Caribbean. 

At  the  same  time,  H.R.  1403  establishes  parity  as  a 
transitional  arrangement  to  enable  the  economies  of  the  CBI  region 
to  complete  their  process  of  economic  reform,  liberalization  and 
structural  adjustment,  which  will  put  them  in  a  position  to  move 
towards  full  reciprocity.  Economic  reform  and  market  access  must 
be  simultaneous.  A  premature  attempt  by  the  CBI  countries  to 
provide  full  reciprocity  could  be  detrimental  to  the  process  of 
adjustment,  since  export  -  led  growth  is  only  possible  with  stable 
market  access. 

C.  The  Three  Year  Negotiation  Period 

Currently,  the  bill  establishes  parity  for  a  three-year 
period,  during  which  the  Administration  can  begin  and  conclude 
negotiations  for  free  trade  agreements  with  CBI  countries  or  CBI 
countries  can  accede  to  NAFTA.  The  three-year  period  should 
incorporate  some  flexibility,  which  would  allow  each  nation  to 
accommodate  its  own  economic  realities.  A  major  concern  is  that 
the  three-year  period  may  represent  an  artificial  deadline,  cutting 
off  on  going  negotiations.  One  solution  would  include  a  provision 
allowing  the  Administration,  after  appropriate  consultation  with 
the  Congress,  to  extend  the  three-year  deadline  in  cases  where 
negotiations  are  in  progress  and  reasonably  expected  to  result  in 
a  concluded  agreement. 

D.  Long  Term  Reciprocal  Arrangements 

H.R.  1403  lays  out  the  process  through  which  negotiations  for 
long  term  free  trade  agreements  can  be  executed  with  the  United 
States.  This  title  acts  as  further  stimulant  to  the  Caribbean 
economies  to  continue  to  implement  trade  liberalization  and 
economic  reforms  in  order  to  accede  to  full  free  trade  negotiations 
with  the  United  States. 

It  also  puts  the  CBI  countries  on  notice  that  preferential 
trade  arrangements  —  such  as  the  CBI  or  the  LOME  Convention  — 
will  not  exist  indefinitely.  The  region  must  adapt  to  the  gradual 
erosion  or  elimination  of  preferential  trade  regimes  in  favor  of 
reciprocal  trading  systems.  In  order  to  cope  with  this  profound 
change,  these  economies  must  continue  the  process  of  adjustment  and 
reform,  to  ensure  that  in  the  not  too  distant  future  they  will  be 
able  to  compete  effectively  in  quality,  and  price  in  the  global 
marketplace. 

E.  Phased  Reciprocity  over  an  Appropriate  Adjustment  Period 

Having  utilized  a  transitional  period  based  on  similar  market 
access  to  that  provided  to  Mexico  under  NAFTA,  CBI  countries  will 
be  in  a  position  to  begin  to  phase-in  reciprocity  over  a  suitable 
period.  A  suitable  adjustment  period  should  take  account  of  the 
small  size  and  undiversified  structure  of  Caribbean  economies. 
Although  H.R.  1403  does  not  expressly  discuss  these  time  frames,  it 
implicitly  endorses  this  mechanism.  The  form,  specifics,  and  pace 
of  reciprocity,  should  be  worked  out  between  the  United  States  and 
individual  countries,  possibly  through  the  institutional  mechanism 
of  the  Trade  and  Investment  Framework  Agreements,  which  were 
operationalized  under  the  auspices  of  the  Enterprise  for  the 
Americas  Initiative. 


807 


F.    implementation  of  Side  Agreements 

H.R.  1403  would  require  that  the  negotiations  of  free  trade 
agreements  with  Caribbean  Basin  countries  include  provisions 
pertaining  to  environmental,  labor,  and  import  issues  that  would  be 
comparable  to  those  in  NAFTA.  We  support  and  fully  endorse  this 
concept  and  believe  it  is  consistent  with  the  principle  of 
establishing  a  level  playing  field.  In  securing  equal  access  to 
the  U.S.  market,  we  are  prepared  to  maintain  adequate  environmental 
protection,  universal  safeguards  for  workers'  rights,  and 
mechanisms  to  protect  the  domestic  economy  from  import  surges. 

V.  JAMAICA'S  ECONOMIC  REFORM  AND  TRADE  LIBERALIZATION 

A  central  premise  of  H.R.  1403  is  the  provision  of  an 
adjustment  period  during  which  Caribbean  countries  can  establish 
the  necessary  economic  pre-conditions  for  free  trade.  Jamaica,  has 
already  taken  most  of  these  steps. 

A.  Commitment  to  Trade  Liberalization 

Jamaica  is  committed  to  trade  liberalization  within  the 
hemisphere  and  to  a  multilateral  trading  system  which  approaches 
free  trade  as  far  as  possible.  In  the  last  three  years  there  has 
been  a  substantial  acceleration  in  the  process  of  liberalizing  the 
trade  regime  of  Jamaica,  with  an  emphasis  on  the  removal  of  import 
restrictions  and  the  lowering  of  tariffs.  This  commitment  to 
outward-looking  trading  and  development  policies  is  firmly  based  on 
the  knowledge  that  the  benefits  to  be  derived,  are  those  of  higher 
growth  rates  and  enhanced  capacity  to  adjust  to  external  shocks. 
Expanding  trade  contributes  to  growth  by  enabling  the  economy  to 
improve  its  productivity  by  specializing  in  exports  in  which  it  has 
a  comparative  advantage.  Production  for  the  world  market  allows 
firms  to  achieve  the  economies  of  scale  which  are  precluded  by  a 
small  domestic  market.  Exposure  to  competition  from  imports  serves 
to  improve  cost  efficiency  and  benefits  consumers  by  lower  prices. 
Jamaica  is  convinced  that  an  open  multilateral  trading  system  is  a 
stimulant  to  economic  growth  both  through  the  static  gains  from 
increased  efficiency  in  the  utilization  of  its  existing  resources 
and  the  dynamic  gains  from  the  opportunities  to  expand  productive 
capacity  through  new  technology,  investment  and  innovative 
entrepreneurship . 

B.  Record  of  Trade  Liberalization 

The  process  of  trade  liberalization  which  began  in  1987  is 
essentially  complete.  By  December  1991,  the  average  tariff  for  the 
economy  as  a  whole  was  20.3%,  having  been  cut  by  60%  since  1989 
when  the  average  tariff  was  49.9%  The  current  tariff  range  is  0% 
to  45%  but  the  majority  of  products  bear  10%  or  less  tariff,  i.e. 
58%  of  the  tariff  positions  in  the  Harmonized  System  Classification 
bear  a  tariff  of  10%  or  less.  Import  licenses  are  only  required  on 
certain  hazardous  chemicals,  arms  and  ammunition.  Hence,  the 
United  States  has  free  access  to  the  Jamaican  market,  and  enjoys 
most-favored  nation  status.  Tariffs  apply  to  all  countries,  with 
CARICOM  member  countries  enjoying  some  tariff  concessions. 

C.  Improved  Market  Access  for  O.s.  Products 

There  are  no  non-tariff  barriers  and  there  have  been  no  cases 
of  restrictions  on  U.S.  exports  by  standards,  testing,  labelling 
and  certification.  Government  procurement  practices  allow  U.S. 
firms  and  goods  to  compete  freely.  The  Jamaican  customs 
administration  while  still  attempting  to  improve  its  efficiency, 
has  not  and  is  not  an  impediment  to  U.S.  exports  or  investors 
requiring  imported  inputs. 


D.  Substantial  Reciprocity  Already  Provided 

The  policy  of  trade  liberalization  has  provided  improved  U.S. 
access  to  the  Jamaica  market  and  represents  substantial  reciprocity 
by  Jamaica  in  response  to  CBI  preferential  access.  It  has 
transformed  the  basis  of  U.S. -Jamaica  trade  from  one  based 
initially  on  preferential  access  to  the  United  States  market  to  one 
of  virtual  reciprocity. 

E.  Economic  Reform 

In  recent  years  Jamaica  has  implemented  a  policy  package  of 
stabilization,  economic  reform  and  structural  adjustment  designed 
in  conjunction  with  the  IMF,  World  Bank,  and  IADS.  This  has 
involved  a  market  determined  exchange  rate,  reduction  of  the  fiscal 
deficit,  privatization  of  government  owned  enterprises,  removal  of 
price  and  rent  controls,  progressive  elimination  of  subsidies, 
complete  removal  of  exchange  controls,  and  an  open  market  credit 
policy.  The  objective  is  to  ensure  that  private  enterprise,  which 
is  the  engine  of  growth,  operates  in  an  environment  in  which  market 
forces  decide  resource  allocation,  promotes  increased  levels  of 
domestic  savings  and  investment,  increased  efficiency  and  improved 
competitiveness. . 

F.  Protection  of  Intellectual  Property  Rights 

Concurrent  with  these  reforms,  Jamaica  has  strengthened  key 
elements  of  the  business  environment  and  now  has  a  priority 
intellectual  property  rights  (IPR)  enforcement.  Jamaica  is'  a 
member  of  the  World  Intellectual  Property  Rights  Organization 
(WIPO) ,  and  has  recently  enacted  a  Copy  Right  Law  to  protect 
intellectual  property  ownership.  Jamaica  is  currently  in  advanced 
negotiations  with  the  Government  of  the  United  States  for  a 
bilateral  intellectual  property  agreement.  Similarly,  we  have 
concluded  a  bilateral  investment  treaty  (BIT)  with  the  United 
States  to  guarantee  reciprocal  and  mutual  treatment  of  investment 
in  both  countries.  This  BIT  will  be  signed  as  soon  as  the  IPR 
Agreement  is  finalized. 

The  success  of  our  adjustment  process,  which  has  been  endorsed 
and  highly  praised  by  the  multilateral  financial  institutions,  will 
largely  depend  on  increased  investment  in  our  private  sector  and 
export  led  growth.  The  strategy  of  economic  reforms  can  be  enhanced 
and  brought  to  fruition  by  improved  export  market  access  for  new 
and  traditional  exports.  The  passage  of  the  H.R.  1403  parity 
legislation  is  essential  to  ensure  that  the  CBI  countries  retain 
their  relative  advantage  in  the  U.S.  market  in  the  medium  term. 

ZV.        CONCLUSION 

As  the  world  economy  becomes  increasingly  trade  driven,  and 
production  is  denationalized,  small  countries  face  both  new 
challenges  and  new  opportunities.  NAFTA,  linking  the  three  most 
developed  economies  of  the  hemisphere,  is  an  important  step  in  this 
continuing  globalization  of  production  and  finance  to  which  the 
small  countries  of  the  Caribbean  and  other  CBI  states  will  have  to 
adjust.  Fortunately,  this  process  of  adjustment  is  well  advanced 
in  the  Caribbean  with  many  countries  pursuing  outward  looking 
market-oriented  growth  strategies. 

The  CBI  and  the  access  to  the  U.S.  market  it  provides  has  been 
critical  to  the  economic  restructuring  and  diversification  taking 
place  in  the  region,  contributing,  in  particular,  to  economic 
growth.   Both  trade  and  investment  diversion  will  occur  and  the 
economic  prospects  of  the  region  seriously  harmed  should  NAFTA  be 

implemented  without  provisions  such  as  contained  in  the  Gibbons 
Caribbean  parity  legislation  which  ensure  that  CBI  countries  are 
not  placed  at  a  disadvantage.  The  well-being  of  the  hemisphere 
will  be  ill-served  if  the  interests  of  the  smaller  and  more 
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vulnerable  economies  are  not  taken  fully  into  account  as  NAFTA  is 
implemented. 

Mr.  Chairman,  we  know  that  you  and  the  co-sponsors  have  been 
supporters  of  the  CBI  in  Congress  and  that  it  was  your  leadership 
which  contributed  to  the  passage  of  the  original  legislation  as 
well  as  the  1989  passage  of  CBI  II,  which  extended  the  benefits  of 
the  CBI  for  an  indefinite  period.  For  the  Caribbean,  the 
introduction  of  H.R.  1403,  a  bill  to  ensure  that  a  North  American 
Free  Trade  Agreement  does  not  undermine  or  lessen  the  benefits  we 
mutually  derive  from  the  CBI,  is  a  consistent  and  logical  follow  on 
to  the  original  CBI  legislation.  This  legislation,  which  Jamaica 
endorses  and  support  will  ensure  continuity  of  as  stable  framework 
for  the  expansion  of  U.S-CBI  trade  and  investment.  It  will 
insulate  U.S. -CBI  trade  from  possible  disruption  and  contraction  by 
providing  similar  access  to  the  U.S.  market  for  Mexico  and  the  CBI 
countries  during  a  three-year  transition  period. 

The  CBI,  is  premised  upon  the  recognition  of  U.S.  interest  in 
assisting  the  development  of  strong  economies  in  the  Caribbean 
Basin  through  trade,  not  aid.  Jamaica  welcomes  this  approach 
because  we  are  fully  committed  to  economic  reform  which  strengthens 
and  sustains  private  sector-led,  market-driven  economic  growth. 
Jamaica  does  not  wish  to  continue  indefinitely  as  a  recipient  of 
foreign  aid  and  is  on  a  course,  which  will  reduce  and  eventually 
eliminate  the  need  for  foreign  assistance  from  the  U.S.  Trade  is 
much  more  effective  than  aid,  in  promoting  economic  development  and 
ensuring  political  stability  in  Caribbean  societies.  Given  the 
limited  size  of  the  CBI  economies,  providing  such  support  would 
entail  minimal  cost,  since  free  trade  with  the  Caribbean  would  have 
virtually  no  dislocating  effects  on  U.S.  industry  and  commerce. 

The  United  States  cannot  be  a  oasis  of  well  being  in  the  midst 
of  under-development  and  poverty.  Therefore,  the  continued 
expansion  of  trade  is  crucial  because  the  jobs  created  contributes 
to  the  economic  viability  of  the  United  States  and  the  Caribbean. 
Economic  growth  helps  CBI  countries  to  alleviate  the  poverty,  which 
spawns  crime,  narcotics  trafficking,  and  illegal  immigration.  As 
the  United  States  forges  a  new  partnership  with  its  Caribbean 
neighbors,  it  is  vital  that  it  does  not  lose  sight  of  the  fact  that 
the  poverty  and  underdevelopment  in  the  region  can  only  have 
adverse  effects  on  U.S.  national  efforts  to  combat  illegal 
narcotics  trafficking  and  excessive  immigration. 

Trade  liberalization,  including  NAFTA,  represents  both  a 
challenge  and  an  opportunity  which  the  countries  of  the  Caribbean 
Basin  must  seize.  H.R.  1403  provides  us  the  opportunity  to  meet 
that  challenge  to  ensure  that  the  success  of  the  Caribbean/U.S. 
trade  relationship,  with  its  positive  impact  on  job  creation  in 
both  economies,  remains  an  catalyst  for  our  mutual  prosperity. 
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WRITTEN  STATEMENT  OF  MATTEL,  INC. 

IN  SUPPORT  OF  THE 

NORTH  AMERICAN  FREE  TRADE  AGREEMENT 

SUBMITTED  TO  THE  SUBCOMMITTEE  ON  TRADE 
COMMITTEE  ON  WAYS  AND  MEANS 
U.S.  HOUSE  OF  REPRESENTATIVES 


Mattel  strongly  endorses  the  North  American  Free  Trade  Agreement  and  the  side  agreements  on  labor 
and  the  environment.  We  are  one  of  the  world's  largest  manufacturers  and  distributors  of  toys. 
Through  our  aggressive  pursuit  of  global  markets,  we  now  earn  half  of  our  $2  billion  in  annual  sales 
overseas.  Our  global  vision,  however,  has  made  us  vulnerable  to  the  economic  disincentives  and  the 
high  costs  associated  with  tariff  and  trade  barriers. 

From  our  world  headquarters  in  El  Segundo,  CA,  Mattel  employs  over  2,000  people  in  the  United 
States.  Our  U.S.  workforce  designs  and  develops  our  toys,  manages  our  eight  overseas 
manufacturing  plants  and  worldwide  suppliers  of  goods  and  services,  and  markets  our  products 
domestically  and  abroad.  These  U.S.  jobs  are  the  types  of  high-wage  and  high-value  jobs  our  country 
needs.  These  jobs  will  grow  as  foreign  govermnents  reduce  barriers  to  trade. 

We  believe  NAFTA  will  enhance  our  competitiveness  by  reducing  our  cost  of  doing  business  and 
increasing  our  sales  in  Ae  Mexican  market  and  Ae  rest  of  Latin  America.  Through  these  gains, 
Mattel  will  be  able  to  sell  affordable  toys  to  US  consumers  and  pursue  its  plaimed  $40  million 
building  expansion  project  in  the  economically  depressed  Southem  California  area,  leading  to 
e;q}ansion  of  our  U.S.  workforce. 

Mattel  opened  its  first  twin  plant  in  Mexico  more  than  25  years  ago.  Today,  we  have  plants  in 
Tijuana  and  Monteney  and  oversee  numerous  vendor  projects  throughout  Mexico.  Currently,  Mattel 
manufactures  pre-school  toys,  large  dolls,  accessories  for  Barbie  and  Hot  Wheels  toys  in  Mexico. 
Under  NAFTA,  it  is  likely  that  Mattel  would  shift  more  of  its  Asian  production  to  Mexico,  to  the 
benefit  of  US  industries  and  workers. 

The  proximity  of  Mexico  to  the  United  States  has  fostered  a  strong  relationship  between  U.S. 
suppliers  and  Mexican  producers,  a  relationship  that  simply  does  not  exist  for  Asian  production.  In 
fact,  more  tiian  75%  of  the  raw  materials  used  in  Mattel's  Mexican  plants  are  of  U.S.  origin.  Mattel 
purchases  aimually  over  $35  million  worth  of  goods  fi-om  more  than  40  US  companies  for  use  at  our 
Mexican  plants.  In  contrast,  Mattel's  five  Asian  manufacturing  plants  use  almost  no  U.S.  materials  in 
their  production.  We  strongly  believe  that  any  increase  in  Mexican  production  under  NAFTA  will 
produce  a  corresponding  increase  in  U.S.  employment 

Despite  our  longtime  presence  in  Mexico,  Mattel  is  still  restricted  in  the  amount  of  toys  it  can  sell  in 
the  domestic  Mexican  market.  Mexican  regulations  stipulate  that  maquiladora  plants  may  sell  no 
more  than  50  percent  of  tiieir  production  in  the  Mexican  market.  Further,  local  content  requirements 
frequently  limit  Mattel's  ability  to  sell  toys  in  Mexico  as  a  result  of  tiie  high  US  content  of  many  of 
Mattel's  Mexican-made  products.  Under  NAFTA,  these  rules  would  be  liberalized  by  January  1, 
2001,  ultimately  allowing  Mattel  greater  market  access  in  Mexico. 

Another  benefit  for  Mattel  will  be  the  elimination  of  tariffs  on  toys  traded  within  North  America. 
Nearly  all  toys  manufactured  in  our  Mexican  plants  will  be  immediately  free  of  duty  when  shipped  to 
both  the  U.S.  and  Canada  Today,  these  same  toys  are  subject  to  duties  of  up  to  1 5%  in  Canada  and 
12%  in  the  US  Additionally,  our  Mexican-made  toys,  when  sold  in  the  domestic  Mexican  market, 
will  no  longer  be  subject  to  duties  on  the  value  of  U.S.  components  and  raw  materials 

While  Mattel  akeady  receives  duty  free  treatment  for  many  of  its  products  imported  from  Mexico 
under  the  U.S.  Generalized  System  of  Preferences  (GSP)  program,  these  benefits  are  not  guaranteed 
since  the  program  is  still  subject  to  review  annually  by  the  Office  of  the  US  Trade  Representative. 
NAFTA,  therefore,  will  provide  Mattel  with  much  needed  certainty,  particularly  in  costing  decisions, 
since  it  would  permanently  eliminate  tariffs. 
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Further,  Mattel  views  NAFTA  as  flic  gateway  to  increased  trade  with  Latin  America.  We  believe 
Latin  America  will  be  an  important  market  for  our  products,  especially  if  Latin  American  nations  are 
allowed  to  sign  on  to  NAFTA,  as  originally  envisioned  by  President  Bush  and  endorsed  by  President 
Clinton. 

NAFTA,  however,  does  not  come  without  some  disadvantages  for  Mattel  and  other  U.S.  toy 
companies.  In  fact,  Mattel  and  other  U.S.  toy  companies  that  currently  enjoy  duty  free  entry  for  their 
goods  under  GSP  will  have  to  pay  duties  on  some  toys  after  implementation  of  NAFTA.  This 
situation  is  a  result  of  the  difference  between  the  GSP  and  NAFTA  rules  of  origin  applicable  to  toys. 

In  sum,  Mattel  strongly  supports  the  North  American  Free  Trade  Agreement.  The  elimination  of 
tariffs  and  non-tariff  trade  barriers  under  NAFTA  will  have  a  very  positive  impact  on  Mattel  and  our 
more  than  2,000  U.S.  employees,  U.S.  consumers  and  U.S.  industries  which  supply  our  Mexican 
plants. 

We  hope  that  the  House  Ways  and  Means  Subcommittee  will  support  NAFTA  and  encourage  other 
members  of  Congress  to  also  support  NAFTA. 


Submitted  by 

Mr.  Fermin  Cuza 

Vice  President,  International  Trade 

and  Government  Affairs 

Mattel,  Inc. 

333  Continental  Boulevard 

ElSegundo,CA  90245-5012 

310/524-2371 
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STATEMENT  ON  BEHALF  OF  MONSANTO  COMPANY 
CONCERNING 
THE  NORTH  AMERICAN  FREE-TRADE  AGREEMENT  (NAFTA) 
SUPPLEMENTAL  AGREEMENTS  TO  THE  NAFTA 


Monsanto  Company  supports  approval  of  the  North  American  Free- 
Trade  Agreement  (NAFTA)  and  urges  Congress  to  move  quickly  to 
approve  the  agreement  so  that  it  can  to  into  effect  on  January  1, 
1994.  The  NAFTA  will  increase  cooperation  between  the  United 
States,  Canada  and  Mexico,  expand  markets  for  our  goods  in  those 
countries  and  significantly  improve  our  global  competitiveness. 

In  today's  truly  global  economy,  America  must  continue  to 
develop  markets  for  its  domestically-produced  goods  and  services. 
Canada  and  Mexico  already  are  two  of  the  three  largest  export 
markets  for  the  United  States.  And  Mexico,  our  fastest  growing 
export  market,  has  a  trade  balance  in  our  favor  of  $5.6  billion  - 
our  second  largest  merchandise  trade  surplus  and  our  largest  for 
manufactured  goods.  By  removing  trade  barriers,  NAFTA  can 
accelerate  the  growth  of  that  market  and  demand  for  our  products. 

Mexico's  90  million  consumers  have  enormous  pent-up  demand  for 
U.S.  goods  and  services  -  demand  that  will  grow  fast  if  living 
standards  continue  to  improve.  Of  every  dollar  that  Mexicans  spend 
on  imported  goods,  70<:  gets  to  the  U.S.A.  That  means  real  growth 
in  American  output  and  real  growth  in  U.S.  jobs.  NAFTA  can  help 
ensure  continued  economic  progress  in  Mexico  by  institutionalizing 
the  reforms  begun  by  President  Salinas. 

Monsanto  exports  to  Mexico  have  doubled  since  the  Mexicans 
reduced  import  restrictions  in  1986.  Today,  the  $70  million  worth 
of  goods  (annual)  we  export  to  Mexico  support  a  significant  number 
of  Monsanto  jobs  in  the  U.S.  -  with  more  expected  in  the  years 
ahead.  In  recent  years,  our  exports  have  been  growing  at  a 
compounded  annual  rate  of  14  percent. 

What  do  Monsanto  and  our  employees  stand  to  gain  from  NAFTA? 

As  NAFTA  fuels  Mexico's  burgeoning  economy,  we  expect  demand 
for  new  housing  and  automobiles  will  increase  opportunities  for  the 
sale  of  our  specialty  plastics,  rubber  chemicals,  carpet  fiber  and 
glass  interlayer  products.  Monsanto's  agricultural,  pharmaceutical 
and  sweetener  product  lines  also  will  benefit  from  less  restrictive 
trade  with  our  neighbors  to  the  south  and  north. 

More  broadly,  our  nation  faces  long-term  competition  with  an 
economically  unified  Europe,  an  open  China  and  the  Pacific  Rim. 
Failure  to  capitalize  on  the  market  size,  technology  and  labor 
potential  of  a  free  trade  zone  in  North  America  could  place  NAFTA 
members  at  a  competitive  disadvantage  with  these  global  trade  blocs 
in  the  years  ahead. 

Accords  reached  recently  by  NAFTA  members  should  address  labor 
and  environmental  concerns  about  Mexico  raised  by  opponents  of  the 
agreement.  While  the  accords  are  not  perfect,  they  have  created  a 
framework  for  solutions  that  are  fair. 

As  U.S.  industry  adjusts  to  NAFTA  -  as  to  any  new 
opportunities  -  some  job  dislocations  will  occur.  These  will  be 
far  outweighed  by  the  long-term  gains  in  American  jobs  that  will 
result  from  the  agreement,  and  the  transition  can  be  addressed 
through  improved  training  and  education  programs  for  affected 
workers. 

NAFTA  is  an  important  step  toward  a  more  prosperous  economic 
partnership  in  our  hemisphere.  NAFTA  is  not  only  good  for 
business,  it  is  good  for  the  American  worker  and  for  our 
communities  as  well. 


September  27,  1993 
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MOTOR  &  EQUIPMENT  MANUFACTURERS  ASSOCIATION 

STATEMENT  ON  THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT 
HOUSE  WAYS  AND  MEANS  COMMITTEE,  SUBCOMMITTEE  ON  TRADE 


September  23. 1993 


The  Motor  &  Equipment  Manufacturers  Association  (MEMA)  welcomes  the  opportunity 
to  present  its  views  to  the  House  Ways  and  Means  Committee,  Subcommittee  on  Trade, 
regarding  the  North  American  Free  Trade  Agreement  (NAFTA). 

MEMA,  founded  in  1904,  is  the  only  association  which  exclusively  represents  and  serves 
U.S.  manufacturers  of  motor  vehicle  parts,  service  tools  and  equipment,  automotive 
chemicals  and  allied  products.  The  Association  represents  companies  supplying  original 
equipment  parts  to  all  classes  of  vehicle  assemblers,  as  well  as  those  producing 
replacement  parts  and  other  aftermarket  products.  Association  membership  includes 
companies  of  all  sizes  with  manufacturing  and  other  facilities  throughout  the  United 
States. 


Why  MEMA  Supports  the  NAFTA 

MEMA  strongly  supports  the  NAFTA.  It  is  an  historic,  forward-looking  agreement  that  will 
increase  American  jobs  and  achieves  the  ambitious  goals  of  our  industry  and  U.S. 
government  negotiators.  It  sets  positive  precedents  for  our  ongoing  bilateral  and 
multilateral  trade  discussions  with  advanced  developing  countries,  and  effectively  delivers 
on  President  Clinton's  commitment  to  ensure  that  sound  environmental  policies  are 
integrated  into  U.S.  trade  agreements 

NAFTA  is  critical  to  our  industry  and  our  country  because  it: 

■  Reinforces  Mexico's  own  economic  reforms  and  trade  liberalization  initiatives  since 
the  mid-1980s. 

■  Breaks  new  ground  by  putting  U.S. -Mexican  commercial  relations  on  a  genuinely 
reciprocal  footing  for  the  first  time.  This  will  ensure  that  U.S.  firms  and  their 
employees  can  share  equitably  in  the  increased  volume  of  two-way  trade  that  has 
developed  over  the  last  decade 

■  Improves  upon  our  existing  trade  agreement  with  Canada  and  integrates  it 
effectively  into  a  broader  North  American  trade  arrangement  that  serves  U.S. 
economic  interests. 

Without  question,  this  agreement  will  allow  major  U.S.  industries  such  as  our  own  to 
compete  more  effectively  both  at  home  and  abroad 

It  will  expand  high-paying  American  jobs  and  make  them  more  secure. 

-  It  will  discourage  unwarranted  future  investment  in  Mexico  by  U.S. 
manufacturers  and  our  foreign  competitors  by  removing  the  market 
restrictions  that  have  sometimes  forced  such  steps  in  the  past 

-  It  will  foster  a  more  rapid  expansion  of  Mexican  domestic  demand  for  U.S. 
products. 

-  It  will  help  generate  the  resources  Mexico  needs  to  live  up  to  its  own  strong 
commitment  to  steady  improvements  in  workplace  and  environmental 
protection. 
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For  these  reasons,  MEMA  urges  members  of  this  Subcommittee  and  the  full  Congress 
to  consider  carefully  the  merits  of  the  NAFTA  and  then  to  move  quickly  to  enact 
necessary  U.S.  implementing  legislation  this  year. 


Automotive  Provisions  of  the  NAFTA 

Administration  officials  consulted  with  MEMA  regularly  during  the  NAFTA  negotiations  to 
ensure  that  the  final  agreement  would  clearly  benefit  U.S.  motor  vehicle  parts  producers 
and  their  employees.  This  goal  has  been  accomplished. 

The  NAFTA  contains  provisions  which  would  steadily  remove  aH  of  Mexico's  restrictions 
affecting  imports  of  new  cars,  trucks,  and  buses,  as  well  as  parts  for  these  vehicles, 
within  ten  years.  Given  the  high  degree  of  protection  given  to  Mexico's  automotive 
industry  over  the  past  30  years,  this  is  an  impressive  achievement. 

The  NAFTA  will  benefit  U.S.  motor  vehicle  component  manufacturers  and  their  employees 
in  a  number  of  important  ways. 

1)  NAFTA  steadily  eliminates  Mexico's  long-standing  Auto  Decree  regulations  (local 
content  and  export  requirements)  and  high  tariffs.  These  restrictions  have  severely 
limited  U.S.  auto  parts  exports  to  Mexico  and  unfairly  boosted  Mexico's  exports  to 
the  U.S.  for  decades.  NAFTA  represents  a  once-in-a-generation  chance  to  place 
U.S. -Mexico  automotive  trade  relations  on  a  reciprocal  footing  for  the  first  time. 

2)  NAFTA  reinforces  Mexico's  own  automotive  trade  lit>eralization  steps  since  joining 
the  GATT  in  1986.  Since  then,  U.S.  auto  parts  exports  to  Mexico  have  more  than 
doubled  as  Mexico  unilaterally  lowered  its  tariffs,  removed  most  import  licensing 
restrictions,  and  restored  economic  growth.  U.S.  automotive  suppliers  of  all  sizes 
already  have  benefitted  tremendously  as  Mexico  has  lowered  its  barriers. 

3)  NAFTA  will  help  ensure  that  this  more  equitable  auto  parts  trade  situation 
improves  further  in  favor  of  U.S.  industry  by  removing  Mexico's  remaining  trade 
barriers.  In  the  past  few  years,  U.S.  auto  parts  trade  with  Mexico  has  moved  from 
a  large  deficit  ($1  billion  plus/year)  to  a  modest  surplus  ($200-300  million/year) 
position. 

4)  NAFTA's  stronger  rules  of  origin,  strict  limits  on  duty  drawback,  and  other 
regulatory  reforms  will  discourage  Japanese,  European,  and  other  foreign 
companiesfrom  establishing  "screwdriver"  export  operations  in  Mexico  whose  main 

purpose  is  to  supply  the  U.S.  market  These  NAFTA  provisions  also  are  designed 
to  ensure  that  only  parts  manufactured  substantially  in  the  U.S.  and/or  Canada 
receive  preferential  access  to  the  rapidly  growing  Mexican  market. 

5)  NAFTA  supplemental  agreements  on  environmental  and  labor  cooperation  are  a 
very  significant  step  forward  in  U.S.  efforts  to  ensure  that  Mexico  not  only  sets,  but 
enforces  the  same  level  of  standards  as  the  U.S.  has  in  these  two  areas.  MEMA 
does  not  believe  that  U.S.  industry  has  invested  in  Mexico  to  avoid  higher  U.S. 
standards  or  more  effective  enforcement  in  these  areas.  However,  the  NAFTA  and 
its  supplemental  agreements  provide  an  added  assurances  that  major  differences 
In  U.S.  and  Mexican  regulations  will  not  emerge  that  could  weaken  strong 
incentives  for  automotive  industry  investment  in  the  United  States. 

In  return  for  Mexico's  agreement  to  dismantle  30  years  of  heavy  regulation  and 
protectionist  practices,  the  United  States  would  make  a  fairly  limited  number  of 
concessions.  The  U.S.  government  would  eliminate  its  already  low  duties  on  most 
automotive  products  and  allow  Mexico  to  link  its  automotive  industry  with  the  already 
highly  integrated  U.S.-Canadian  industry  in  response  to  market  signals  rather  than 
government  regulation. 


815 


This  has  been  our  industry's  goal,  and  a  stated  U.S.  government  policy  objective  for  more 
than  a  decade.  NAFTA  gives  us  the  tools  to  get  the  job  done  through  a  progressive 
evolutionary  process  that  gives  the  U.S.,  Mexican,  and  Canadian  auto  parts  industries  a 
reasonable  period  to  adjust. 

If  NAFTA  is  not  approved  by  the  U.S.  Congress,  our  Industry,  its  employees,  and  the 
communities  which  depend  on  a  viable  automotive  manufacturing  base  will  suffer. 

The  process  of  removing  Mexico's  one-sided  automotive  policies  will  stall,  existing 
regulations  will  be  fully  enforced,  and  the  opportunity  for  fair,  balanced  two-way  U.S. 
automotive  trade  with  Mexico  will  be  lost,  at  least  during  the  balance  of  this  decade. 

The  adverse  impact  on  our  industry  of  a  congressional  vote  against  the  NAFTA  is  easy 
to  predict: 

■  U.S.  parts  exports  to  Mexico  will  be  lower; 

■  U.S.  parts  imports  from  Mexico  will  be  higher; 

•  U.S.  suppliers  will  be  "forced"  to  invest  more  in  Mexico  to  help  their 

customers  meet  Mexico's  stringent  local  content  and  trade  balancing 
requirements; 

■  Foreign  competitors,  such  as  the  Japanese,  will  find  it  easier  and  more 
attractive  to  invest  in  Mexican  maquiladora  plants  and  establish  export 
platforms  aimed  at  the  U.S.  market;  and 

■  U.S.  automotive  jobs  will  be  significantly  lower  than  they  would  be  with  the 
NAFTA  in  place. 

In  addition,  without  the  faster  economic  growth  made  possible  by  the  NAFTA,  Mexican 
industry  and  government  will  have  less  capacity  to  invest  heavily  to  improve  protection 
of  the  environment  or  workplace  safety. 

The  United  States  will  lose  rather  than  gain  credibility  as  a  supporter  of  improved 
environmental  protection  and  workers'  rights  in  Mexico  and  other  developing  countries 
which  are  beginning  to  undertake  serious  initiatives  in  these  areas.  We  will  have  much 
less  ability  to  positively  influence  future  Mexican  actions  in  the  future  and  there  will  be  no 
agreed  process  for  bringing  constructive  pressure  to  bear. 

U.S.,  Canadian,  and  Mexican  automotive  suppliers  strongly  support  the  objectives  of  the 
NAFTA  supplemental  agreements  on  environmental  and  labor  cooperation,  and  on  their 
own  joint  initiative  are  taking  steps  to  foster  their  realization.  In  March,  MEMA,  the 
Automotive  Parts  Manufacturers'  Association  (APMA)  of  Canada,  and  Industha  Nacional 
de  Autopartes  (INA)  of  Mexico  established  the  Federation  of  North  American  Automotive 
Parts  Manufacturing  Associations  (FENAPA)  The  objective  is  to  facilitate  expanded 
business  partnerships  and  trade  between  members  as  a  natural  outgrowth  of  the  NAFTA. 

In  June,  MEMA,  APMA  and  INA  agreed  to  take  further  steps  to  encourage  broader 
exchanges  of  information  on  international  "best  practices"  in  the  areas  of  workplace  safety 
and  environmental  protection  for  the  mutual  benefit  of  the  three  national  auto  parts 
manufacturing  industries.    Information  on  this  agreement  in  attached. 

Conduston 

MEMA  believes  the  North  American  Free  Trade  Agreement  is  a  winner  in  every  material 
respect  for  our  industry  and  Nation.  We  urge  members  of  this  respected  Committee  to 
join  us  in  pushing  for  enactment  of  NAFTA  implementing  legislation  this  year,  so  that  the 
agreement  can  be  implemented  on  schedule  next  year. 
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STATEMENT  FOR  THE  RECORD 

OF  THE 
NATIONAL  COAL  ASSOCIATION 

BEFORE  THE  U.S.  HOUSE  OF  REPRESENTATIVES 

SUBCOMMITTEE  ON  TRADE 

COMMITTEE  ON  WAYS  AND  MEANS 

HEARING  ON  THE 
NORTH  AMERICAN  FREE  TRADE  AGREEMENT 


The  National  Coal  Association  (NCA)  and  its  affiliate  the  Coal  Exporters 
Association  (CEA)  appreciate  the  opportunity  to  submit  written  comments  on  the  North 
American  Free  Trade  Agreement  (NAFTA)  and  its  potential  impact  on  the  U.S.  coal 
industry. 

NCA  is  an  organization  that  represents  coal  producers,  coal  exporters, 
equipment  manufacturers,  resource  developers,  coal-burning  utilities,  and  transporters 
of  coal.  NCA's  coal  producer  members  represent  approximately  70  percent  of  the 
coal  produced  in  all  the  regions  of  the  United  States.  NCA  members  serve  all  coal 
markets. 

CEA  members  represent  coal  producers  that  export  coal  as  well  as  coal 
brokers.  These  companies  represent  approximately  80  percent  of  the  coal  that  is 
exported  from  the  United  States. 

In  1992,  the  United  States  was  the  second  largest  coal  exporter  worldwide 
exporting  102  million  short  tons  to  more  than  40  countries  including  Canada.  This 
contributes  more  that  $4.2  billion  in  terms  of  value  to  the  positive  side  of  the  trade 
balance.  Coal  exports  are  the  third  largest  commodity,  after  wheat  and  corn  exported 
from  the  United  States.  In  terms  of  volume,  coal  is  the  largest  commodity  exported. 
Australia,  Canada,  South  Africa  and  Cobmbia  are  major  U.S.  competitors.  Typically, 
about  10  percent  of  the  coal  produced  in  the  United  States  is  exported. 

More  than  20,000  direct  coal  mining  jobs  are  dependent  upon  the  export  of 
U.S.  coal.  This  activity  accounts  for  an  additional  140,000  jobs  in  U.S.  companies 
supporting  the  production  of  coal  for  export.  Coal  exports  are  critical  to  economies  of 
West  Virginia,  Virginia,  Kentucky,  Pennsylvania,  Alabama,  Utah,  Illinois  and  Alaska. 
Coal  exports  move  through  the  ports  of  Baltimore,  Hampton  Roads,  Los  Angeles, 
Mobile,  New  Orleans  and  various  ports  on  the  Great  Lakes. 

The  National  Coal  Association  supports  the  passage  of  the  North 
American  Free  Trade  Agreement  for  two  very  important  reasons:  1)  NAFTA  Is 
good  for  the  United  States;  and,  2)  NAFTA  is  good  for  the  U.S.  coal  industry. 

NAFTA  AND  THE  UNITED  STATES 

NAFTA  does  two  things  for  the  United  States:  1)  It  eliminates,  over  time,  tariffs 
and  trade  barriers;  and,  2)  It  weates  the  world's  largest  trading  region  with  more  than 
370  million  people  and  a  $6.5  trillion  market. 

No  one  can  deny  that  Mexico  has  trade  barriers  that  are  higher  than  the  United 
States.  Despite  Mexico's  progress  in  voluntarily  opening  markets,  Mexico's  tariffs 
remain  2.5  times  higher  than  U.S.  tariffs,  which  average  4  percent,  on  Mexican 
imports.  Urnler  NAFTA  half  of  all  U.S.  exports  to  Mexteo  become  eligible  for  zero 
Mexican  tariffs.  Within  five  years  of  NAFTA's  implementation,  two-thirds  of  U.S. 
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industrial  exports  will  be  duty  free.  The  end  result  is  that  U.S.  products  become  more 
competitive.  Virtually  all  Mexican  protectionism  of  its  industrial  and  agncultural  sectors 
is  eliminated.  And.  for  the  first  time,  the  Mexican  market  will  be  open  to  U.S.  service 
industries  -  banking,  insurance,  constmction  and  telecommunications. 

Even  with  current  trade  ban-iers,  Mexico  has  become  the  third  largest  export 
market  for  the  United  States.  From  a  deficit  of  nearly  $6  billion  in  1986,  the  United 
States  has  gone  to  a  surplus  of  over  $5  billion  based  on  $40  billion  in  export  business 
in  1992.  More  than  70  percent  of  all  Mexican  imports  come  from  the  United  States. 
Today,  Mexicans  purchase  more  American  imports  per  person  than  do  the  Europeans 
and  Japanese. 

NAFTA  enables  the  economic  strengths  of  the  United  States,  Canada  and 
Mexico  to  come  together  to  build  a  region  of  more  than  370  million  consumers. 
Unless  countries  in  North  America  work  together,  we  will  be  at  a  severe  disadvantage 
as  we  try  to  compete  with  large  economic  centers  in  other  regions  of  the  world. 
Europe  is  moving  toward  a  single  integrated  economy  and  at  the  same  time,  is 
aligning  itself  with  Eastern  Europe  and  the  Newly  Independent  States.  Japan  has 
been  building  economic  ties  throughout  Southeast  Asia  as  part  of  its  strategy  to 
compete  with  the  United  States  and  Europe  in  the  21st  century. 

NAFTA  AND  U.S.  COAL 

NAFTA  immediately  eliminates  the  10  percent  tariff  on  U.S.  coal  imported  into 
Mexico.  This  represents  a  10  percent  improvement  in  the  competitiveness  of  U.S.coal 
shipped  to  Mexico. 

Secondly,  the  Comission  Federal  de  Electricidad  (CFE),  the  state-owned  electric 
utility,  has  plans  to  significantly  increase  its  capacity.  In  1991,  CFE's  installed  capacity 
reached  26,797  MW  with  60  percent  from  oil  and  gas,  30  percent  from  hydropower,  4 
percent  from  coal,  3  percent  geothermal  and  3  percent  nuclear. 

The  1991  Program  for  Construction  and  Investment  of  the  Power  Sector 
(POISE),  developed  by  CFE,  indicates  that  17,000  MW  of  new  capacity  will  be  installed 
by  the  year  2001 .  Of  this,  1 ,400  MW  will  be  in  coal-fired  power  stations  and  6,700  MW 
will  be  dual-fired,  coal  or  fuel  oil,  plants.  Depending  upon  oil  price  projections,  47 
percent  of  the  planned  new  capacity  is  likely  to  be  coal-fired.  This  would  mean  that 
Mexico  would  need  28  million  metric  tons  to  meet  demand.  CFE  estimates  that  7 
million  metric  tons  would  come  from  domestic  sources  and  the  remainder  ~  21  million 
metric  tons  would  t^e  imported  coal. 

While  it  is  very  difficult  to  predict  exactly  how  much  of  the  6,700  MW  of  dual- 
fired  capacity  will  be  coal,  several  factors  can  influence  how  much  will  be  used.  There 
is  a  need  for  port  and  coal-handling  infrastructure  in  order  for  large  volumes  of  coal  to 
be  imported.  Also,  CFE's  POISE  is  reviewed  and  revised  annually  and  the  current 
program  is  based  on  the  best  estimates  of  electric  generation  needs  at  the  time. 
However,  it  is  clear  that  Mexico  will  be  using  more  coal  in  the  future  and  coal  will  be 
imported  in  Mexico. 

The  United  States  is  now  in  a  position  to  compete  for  the  steam  coal  market  in 
Mexico.   However,  on  January  1,  1994,  with  the  passage  of  NAFTA  and  the  immediate 
elimination  of  the  tariff  and  VAT,  U.S.  coal  exports  gain  a  10  percent  advantage  over 
other  competitors  (except  Canada)  competing  for  Mexico's  potential  market  of  21 
million  metric  tons  of  steam  coal. 

Each  million  tons  of  U.S.  steam  coal  exported  to  Mexico  will  aeate  an  average 
of  220  jobs  in  coal  mining  and  another  1500  jobs  throughout  the  U.S.  economy  in 
support  industries  for  the  coal  produced.  In  addition,  hundreds  of  additional  jobs  will 
be  aeated  in  the  transportation  industiies,  inland  waterways,  port  and  railroads  that 
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move  the  U.S.  coal  to  Mexico. 


In  addition  to  the  benefit  for  coal  exports,  the  passage  of  NAFTA  will  result  in 
increased  economic  activity  as  markets  for  U.S.  exports  further  develop  in  Mexico. 
This  means  an  increase  in  the  demand  for  electricity  in  energy  intensive  domestic 
industries.  In  1990,  end  use  energy  consumption  in  the  United  States  was  36  percent 
electricity.  This  is  projected  to  grow  to  38  percent  by  2010.  Since  56  percent  of 
electricity  is  generated  by  coal  -  on  average  the  low-cost  fuel  source,  more  domestic 
coal  will  be  needed  to  meet  demand  and  more  U.S.  Jobs  will  be  created. 

Conclusion 

NAFTA  reflects  a  U.S.  commitment  to  widen  and  to  improve  our  ties  with  our 
North  American  neighbors,  a  commitment  that  extends  South  throughout  Latin 
America.  The  passage  of  NAFTA  and  the  subsequent  economic  growth  in  North 
America  will  show  democratic  governments  from  Argentina  to  Venezuela  that 
eliminating  trade  barriers  and  developing  economic  ties  with  the  United  States 
promotes  trade,  investment  and  a  better  standard  of  living. 

NAFTA  is  about  building  bridges;  not  islands. 
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STATEMENT  OF  BRUCE  N.  HATTON, 
NORTH  AMERICAN  FREE  TRADE  ASSOCIATION 


Mr.  Chairman  and  Members  of  the  Committee.  This  is  the  second  time  we  have 
appeared  before  your  committee  on  this  subject  and  we  appreciate  the  opportunity  to  be  heard 
again. 

My  name  is  Bruce  Hatton  and  I  am  Vice  President  of  the  North  American  Free  Trade 
Association.  Not  coincidentally,  our  organization  uses  the  same  acronym  -7  NAFTA  —  as  that 
of  the  trade  agreement  which  is  the  subject  of  this  hearing.  We  are  a  not-for-profit  membership 
association  representing  firms  and  individuals  from  Canada,  Mexico  and  the  United  States  who 
are  engaged  in  a  variety  of  commercial  activities  in  North  America  and  who  wish  to  be  kept 
informed  of  the  developments  which  they  deem  are  of  interest  and  necessity  for  the  conduct  their 
business. 

As  a  trade  association  representing  manufacturing  and  service  companies,  both  large  and 
small,  we  issue  newsletters  and  special  reports,  publish  handbooks,  conduct  seminars,  host 
conferences  and  publicize  business  opportunities  -  all  of  which  are  aimed  at  educating  and 
assisting  our  membership  as  they  seek  to  capitalize  on  current  market  conditions  and  prepare 
their  business  strategies  for  the  future. 

Although  our  membership  includes  companies  that  are  well  known  in  each  of  the  three 
nations,  we  also  have  as  members  a  number  of  small  and  medium-sized  firms  that  are  not 
household  names.  For  those  of  U.S.  nationality,  their  representation  in  Washington  resides  not 
on  K  street  but  with  you,  their  elected  Members  of  Congress.  My  testimony  today  reflects  their 
efforts  to  maintain  or  improve  their  competitiveness  and  expand  their  markets. 

While  overseas  markets  and  international  trade  are  increasingly  important,  and  lucrative, 
to  United  States  industry,  not  all  of  our  nation's  companies  have  the  experience  and  resources 
to  take  advantage  of  the  opportunities  which  are  provided  by  their  superior  products,  advanced 
technologies  and  efficient  production  methods.  High  tariffs,  expensive  travel  and  shipping  costs, 
unfamiliar  customs  and  business  practices,  foreign  exchange  risks,  and  communication  problems 
are  all  reasons  why  a  small  or  medium-sized  U.S.  company  might  decide  not  to  venture  into 
overseas  activity,  regardless  of  the  potential  rewards.  Yet  it  is  precisely  these  firms  which 
provide  the  jobs,  innovation  and  expertise  that  constitute  this  country's  industrial  strength  and 
which  must  be  continued  in  order  to  maintain  their  competitive  edge  and  expand  their  markets. 

The  provisions  found  in  the  Free  Trade  Agreement  linking  Canada,  the  U.S.  and  Mexico 
will  remove  most  of  those  obstacles  and  provide  relatively  easy  access  to  foreign  markets  by 
reducing  the  risk,  expense  and  uncertainties  associated  with  overseas  trade.  A  good  deal  of  that 
activity  has  already  begun  as  a  result  of  the  U.S. /Canada  agreement  and  due  to  the  impressive 
economic  and  trade  reforms  that  have  been  undertaken  recently  in  Mexico.  Moreover,  we  view 
the  consequences  of  this  Agreement  as  extending  beyond  North  America  as  a  model  for  trade 
with  all  of  Latin  America.  Permit  me  to  give  you  some  examples,  taken  from  both  our  member 
companies  and  from  activities  in  which  we  have  been  engaged  during  the  past  year; 


Forest  Products 

One  of  our  member  companies  is  a  mid-sized  U.S.  forest  products  company  which  has 
been  exploring  opportunities  in  Mexico  for  the  past  year.  As  you  may  know,  cement  is  used 
extensively  in  Mexico  whereas  the  same  applications  here  in  the  U.S.  would  utilize  wood 
products.  Examples  include  telephone  poles,  highway  guard  rails  and  railroad  ties.  In  many 
cases,  the  potential  buyers  of  these  products  in  Mexico  are  government  agencies  or  recently 
privatized  companies.  The  potential  for  the  sale  of  U.S.  products  in  these  areas  is  already 
significant  and  passage  of  the  Trade  Agreement  will  increase  that  by  potential  giving  U.S. 
companies  access  to  Mexican  government  supply  contracts.  Moreover,  under  the  FTA,  tariffs 
for  these  products  will  be  reduced  and  transportation,  which  is  a  critical  element  in  the  cost  and 
delivery  of  such  products,  will  be  improved.  With  the  approval  of  the  Agreement,  increased 
sales  for  this  company  alone  are  projected  to  be  in  millions  of  dollars  with  a  corresponding 
increase  in  U.S.-  based  jobs  at  a  number  of  U.S.  production  facilities. 
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Financial  Services 

This  past  June,  the  North  American  Free  Trade  Association  joined  forces  with  one  of  our 
corporate  members,  Deloitte  &  Touche,  and  The  American  Graduate  School  of  International 
Management  (Thunderbird)  to  hold  a  conference  in  Mexico  City  on  the  financial  services  sector. 
We  looked  at  banking,  insurance,  leasing,  securities,  and  trade/project  financing,  how  business 
in  these  sub-sectors  of  the  industry  was  conducted  in  Mexico,  and  what  the  effect  of  the  Free 
Trade  Agreement  might  be  on  each  of  them.  Our  participants,  who  consisted  not  only  of  big 
banks  and  insurance  companies  but  also  smaller,  regional  banks,  insurance  brokers,  and  financial 
consultants,  learned  some  interesting  facts  about  the  Mexican  market:  Less  than  one  percent  of 
Mexican  households  have  mortgages,  only  eight  percent  of  the  population  have  checking 
accounts,  less  than  two  percent  of  the  population  has  life  insurance  and  less  than  twenty  percent 
of  Mexican  automobiles  is  insured.  Given  such  statistics  and  the  provisions  of  the  Agreement 
which  permit  increasing  access  to  these  markets  by  U.S.  companies,  it  is  evident  that  the 
financial  services  sector  represents  one  of  the  more  significant  benefits  of  the  Agreement. 


High-Tech.  State  of  the  Art  Equipment: 

We  are  knowledgeable  of  two  situations  whereby  the  possible  export  of  high-tech,  state 
of  the  art  equipment  by  small  U.S.  companies  will  be  significantly  enhanced  by  the  approval  of 
this  Agreement.  In  one  case,  an  eight  million  dollar  per  year  company  based  in  New  York 
manufactures  specialty  hospital  equipment.  Their  technology  is  widely  used  in  the  U.S.  and  this 
company's  share  of  the  U.S.  market  has  stabilized.  On  the  other  hand,  Mexico's  hospital 
system,  both  public  and  private,  is  using  older,  outdated,  and  less-healthy  equipment.  As  duties 
on  this  equipment  are  reduced  under  the  Agreement  and  as  Mexican  hospitals  embark  on  an 
almost  mandatory  modernization  program,  the  prospects  for  sales  of  this  equipment  could  very 
well  make  the  difference  in  terms  of  this  firm's  future. 

In  a  similar  illustration,  Mexico  City  has  recently  armounced  its  intention  to  modernize 
and  privatize  its  entire  water  system.  Following  examples  that  have  succeeded  in  Europe,  the 
system  will  be  turned  over  to  private  sector  consortiums  who  will  rebuild  and  operate  the 
system.  The  Free  Trade  Agreement  specifically  reduces  the  tariffs  on  U.S. -produced  parts  of 
the  latest  technology  which  will  be  used  in  the  new  system  and  permits  U.S.  companies  to  bid 
on  the  supply  and  installation  of  those  parts. 


Energy 

Last  October,  our  association  hosted  an  energy  conference  in  Monterrey,  Mexico  which 
focused  on  the  present  and  future  opportunities  for  U.S.  companies  in  Mexico's  energy  sector. 
Many  of  these  oppormnities  are  a  result  of  actions  taken  unilaterally  by  Mexico  -  privatization, 
restrucniring  of  the  state-owned  PEMEX,  and  new  regulations  by  the  electric  utility  commission, 
CFE.  Complementing  these  actions  are  specific  provisions  of  the  Trade  Agreement,  provisions 
which  will  change  government  procurement  practices,  liberalize  participation  in  private  power 
generation  and  alter  energy  supply  contracts.  Together,  these  changes  represent  significant 
opportunities  not  just  for  the  energy  giants  but  also  for  smaller  contractors,  parts  suppliers, 
engineering  firms  and  service  companies  in  an  industry  that  long  has  been  depressed  here  in  the 
U.S.  An  important  corollary  to  the  opportunities  in  energy  are  those  in  the  associated 
environmental  fields,  where  U.S.  technology  and  products  are  superior  and  in  need.  Other 
provisions  of  the  Agreement  and  side  agreement  bear  directly  on  that  industry. 

I  have  provided  this  background  on  our  activities  because  we  believe  we  have  a  unique 
perspective  on  the  current  debate.  We  are  not  a  lobbying  organization  and,  despite  our  name, 
we  will  not  fold  our  tent  if,  regrettably,  the  trade  agreement  is  delayed  or  defeated.  As  the  only 
tri-national  business  organization  that  we  know  of,  we  are  proponents  of  aiiy  policy  or  activity 
that  will  give  North  American  business,  and  our  membership  in  particular,  a  competitive  edge 
in  the  global  business  environment. 
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That  environment  has  changed,  and  will  continue  to  change,  at  an  astonishing  pace.  In 
just  the  past  ten  years,  whole  nations  have  appeared  and  disappeared,  economies  have  succeeded 
and  failed,  industries  have  prospered  and  declined,  governments  have  become  more  and  less 
involved  in  their  private  sectors  and  conmiercial  enterprises  have  flourished  and  died.  New 
commercial  alliances  have  formed,  trade  patterns  have  changed,  and  products  and  the  methods 
of  producing  them  have  been  altered  drastically.  In  one  form  or  another,  those  changes  are  going 
to  continue.  There  is  nothing  a  small  business  person  or  entrepreneur  can  do  about  this 
situation.  The  only  defense  is  flexibility,  irmovation  and  the  maintenance  of  a  competitive  edge. 
I  believe  the  examples  I  have  cited  above  demonstrate  the  value  of  the  trade  agreement  in  giving 
U.S.  companies  this  competitive  edge.  You  will  note  that  a  reduction  in  U.S.  work  force  is 
neither  necessary  nor  contemplated  in  any  of  these  cases;  on  the  contrary,  all  will  result  in 
increased  U.S.  production  and  employment. 

There  are  few  times  in  history  when  a  single  nation  has  the  opportunity  to  influence  the 
dynamics  of  the  market  place.  We  believe  that  the  Free  Trade  Agreement  is  such  an  opportunity 
and  that  now  is  the  time  for  the  United  States  to  approve  this  treaty  and  give  its  industries,  the 
people  they  employ  and  the  people  who  support  them  the  edge  they  need  to  stay  competitive  in 
this  increasingly  competitive  world. 


Thank  you.  I  would  be  pleased  to  answer  any  questions. 


TESTIMONY  OF  ROBERT  STARLING  PRITCHARD 
CHAIRMAN,  PANAMERICAN-PANAFRICAN  ASSOCIATION,  INC. 

RE:  LEGISLATIVE  ACTION  ON  THE  NAFTA: 

A  LITMUS  TEST  FOR  RESPONSIBLE  CONGRESSIONAL  LEADERSHIP 


In  a  26  February  1993  Statement  on  the  North  American  Free  Trade  Agreement 
(NAFTA),  President  William  Jefferson  Clinton  said,  "The  truth  of  our  age  is  this  -  and  must 
be  this:  open  and  competitive  commerce  will  enrich  us  as  a  nation...  And  so  I  say  to  you  in 
the  face  of  all  the  pressures  to  do  the  reverse,  we  must  compete,  not  retreat." 

Today,  the  NAFTA  is  under  siege  in  the  "Court  of  Public  Opinion,"  in  a  gridlocked 
Congress,  and  by  an  American  press,  hostile  to  the  pending  legislation.  With  the  objective 
of  instilling  fear  in  the  public  that  a  significant  increase  in  unemployment  will  follow 
Congressional  passage  of  the  NAFTA,  the  unrelenting  attacks  upon  the  pending  legislation, 
projected  to  create  the  world's  biggest  trading  bloc  (a  combined  economy  of  $6.5  Trillion 
and  370  million  people)  are  reinforced  by  costly  campaigns  of  misinformation  and  dis- 
information, launched  by  special  interest  lobbyists  upon  a  captive  and  uninformed  American 
public. 

The  significantly  expanded  advance  guard  of  the  Congressional  Black  Caucus  (CBC) 
"Washington  insiders,"  politically  flanked  by  the  anti-NAFTA  rear  guard  of  "outsider"  H. 
Ross  Perot  with  his  conservative  Third  Party,  United  We  Stand,  America,  appear  to  be 
positioning  for  a  series  of  "separate  but  equal"  insider/outsider  preemptive  strikes  against 
the  NAFTA  during  what  will  predictably  be  the  controversial  bill's  tortuous  course  through 
a  gridlocked  Congress,  despite  a  Democratic  Party  majority. 

Despite  the  moribund  state  of  the  American  crisis  in  moral  leadership,  the  promise 
of  significant  relief  may  be  at  hand.  For  the  courage  with  which  the  Clinton  Administration 
continues  to  pursue  a  national  problem-solving  agenda  committed  to  relieve  the  12-year 
inheritance  of  a  political,  economic  and  social  malaise  bequeathed  to  a  Baby-Boomer 
generation  demanding  fundamental  changes  in  national  priorities,  supports  the  populace's 
demand  for  change.  The  legacy  of  the  two  previous  Administrations  so  negatively  impacts 
upon  the  present  national  political  consciousness  that  the  term  "commotion"  rather  than 
"motion"  best  describes  the  current  course  of  our  national  ship  of  state.  Tragically,  the  moral 
dilemma  of  government  is  reflected  in  the  recalcitrance  of  a  gridlocked  Congress  seemingly 
compelled  by  habit  to  give  credibility  to  the  adage,  "Things  must  change  to  remain  the 
same." 

For  American  citizens  to  understand  "how  we  got  from  there  to  here,"  at  the  very 
least  requires  that  one  repair  to  those  pages  of  American  and  world  history  which  illuminate 
the  sources  of  our  national  dilemma:  The  end  of  the  Cold  War  was  marked  by  the  dis- 
mantling of  the  20th  century's  economically  destabilizing  competition  between  East-West 
hostile  ideological  systems.  That  end  of  modern  history's  greatest  threat  to  peace  also 
exposed  in  its  wake  the  inherent  defects  in  the  political,  economic  and  social  structures  of 
and  relationships  between  Euro-American  industrial  powers  and  former  colonial  states, 
generating  today's  dangerous  North-South  economic  bloc  tensions.  Amongst  other  major 
threats  to  World  Order  which  still  linger,  but  are  no  longer  obscured  by  the  world's  former 
preoccupation  with  ideological  and  nuclear  perils  to  survival,  are  the  inter-related  problems 
of  universal  unemployment,  endemically  depressed  domestic  economies,  and  outmoded  pro- 
tectionist trade  codes  obstructing  the  emergence  of  a  New  Global  Economic  Order. 

Today,  the  universal  preoccupation  with  the  challenge  of  rebuilding  domestic 
economies  in  a  global  environment  rife  with  internecine  inner  city  street  wars  and  ethno- 
religious  conflicts  in  industrialized  societies,  in  addition  to  ethno-tribal  warfare  in  LDCs 
(Lesser  Developed  Countries),  are  to  a  great  extent  issues  of  the  endemic  recessionary 
forces  sweeping  the  international  community.  Until  today's  retrograde  economic  forces  are 
reconstituted  and  re-directed  by  an  enlightened  political  leadership  committed  to  rebuild 
the  world's  failed  economies,  grave  regional  standard  of  living  imbalances  will  remain 
hostage  to  old  order  economies,  and  will  become  the  spawning  ground  for  predictable 
political,  economic  and  social  dislocations  which  occur  in  the  wake  of  unaddressed  popular 
demands  for  change. 
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Even  ongoing  tensions  between  North-South  economic  blocs  may  also  ignite  greater 
levels  of  hemispheric  discord,  unless  countered  by  new  regional  and  international  community 
leadership,  competent  to  boldly  face  new  challenges  with  new  problem-solving  mechanisms 
applied  to  that  whole  range  of  domestic  and  global  economic  imbalances  requiring  long- 
range  planning. 

Within  the  South  Economic  Bloc,  such  dire  circumstances  as  may  require  the  inter- 
vention of  foreign  assistance,  may  best  be  averted  with  support  from  those  sectors  of  the 
international  community  with  foreign  policy  delivery  systems  shaped  by  dedicated  public 
servants  particularly  skilled  in  the  cultural  diversity  facets  of  the  arts  of  international 
diplomacy. 

The  credibility  of  U.S.  diplomats,  internationally  viewed  as  representatives  of  the 
North  Economic  Bloc,  may  be  judged  by  the  integrity  of  the  Administrations  which  they 
represent,  and  the  courage  they  have  demonstrated  in  bypassing  the  pressures  of  special 
interest  groups  in  favour  of  committed  service  to  the  commonweal. 

Unfortunately,  the  integrity  of  the  American  legislative  process  has,  since  the 
preceding  Administration,  been  perceived  in  the  international  community  as  severely 
compromised  because  of  the  absence  of  any  discernible  domestic  and  foreign  economic 
policy.  Most  prominent  amongst  American  political  entities  identified  in  the  media  as  the 
root  source  of  the  legislative  malaise  is  the  gridlock  Congress  modus  operandi  of  the  Bush 
Administration,  inherited  by  the  Clinton  Administration. 

A  legislative  disaster  was  only  barely  avoided  with  the  10  August  1993  Congressional 
passage  of  the  Budget  Reconciliation  Bill  by  a  one-vote  margin.  In  the  matter  of  the 
NAFTA,  the  potential  for  either  Congression^  defeat  or  passage  by  a  slim  vote  can  still  be 
avoided  in  favour  of  a  margin  of  passage  significant  enough  to  strengthen  public  respect  for 
both  the  Administration  and  the  Congress  at  a  time  of  woefully  low  public  trust  in  and 
regard  for  the  American  political  process. 

It  is  not  inconceivable  that  an  expression  of  wide  support  for  the  NAFTA  from  an 
informed  American  public  could  still  be  generated  from  a  massive  national  campaign  to 
educate  citizens  on  those  facts  of  the  NAFTA  from  which  the  U.S.  Department  of 
Commerce  and  numerous  credible  non-governmental  sources  predict  substantial  increases 
in  NAFTA-related  jobs  by  virtue  of  significant  increases  in  the  GDP. 

According  to  the  July  1993  Clinton  Administration  statement  on  the  North  American 
Free  Trade  Agreement,  "With  NAFTA,  the  United  States,  Canada  and  Mexico  will  create 
the  biggest  market  in  the  world  -  a  combined  economy  of  $6.5  trillion  and  370  million 
people...  It  is  estimated  that  full  implementation  of  the  NAFTA  will  generate  approaching 
1  million  jobs,  200,000  of  which  will  be  developed  by  1995  and  add  $30  billion  to  the  United 
States  GDP." 

To  the  extent  that  the  broad  masses  of  American  citizens  remain  hostage  to  the 
unrelenting  campaigns  of  misinformation  and  dis-information  on  the  subject  of  the  NAFTA, 
it  will  require  nothing  less  than  a  responsibly  aggressive  and  credible  public  educa- 
tion/information campaign  to  so  impact  Congressional  legislators  that  the  curtent  trend 
towards  rejection  of  the  NAFTA  could  be  reversed.  That  campaign  could  most  effectively 
be  implemented  by  a  national  corps  of  Non-Governmental  Organizations  [NGOs]  (in  co- 
operation with  government)  committed  to  public  advocacy  programmes  on  that  critical  issue 
before  the  American  public.  Thus,  the  anti-NAFTA  public  opinion  manipulations  by  aggres- 
sive special  interest  lobbyists,  and  the  reinforcement  provided  them  by  the  wanton  excesses 
of  the  press,  could  be  effectively  and  responsibly  countered  in  a  manner  which  could  restore 
the  American  public  to  its  rightful  position  as  the  masters  of  its  elected  public  servants  in 
Congress. 

At  no  other  recent  point  in  the  annals  of  public  opinion  has  the  need  for  an  informed 
American  citizenry  been  more  obviously  critical  than  in  the  matter  of  the  CUnton  Admin- 
istration's recommendations  for  "invasive  surgery"  on  our  dysfunctional  domestic  economy 


824 


and  "corrective  intervendon'  into  the  clogged  arteries  obstructing  free  market  access  to 
international  trade. 

One  must  hope  that  the  American  pubUc  may  not  as  yet  have  reached  the  point 
where  it  has  become  so  confused  by  the  variety  of  slanted  news  thrusted  upon  it  out  of  the 
revolution  in  information  technology,  that  uninformed  judgment  of  citizens  may  fall  prey  to 
the  architects  of  cynically-conceived  campaigns  of  misinformation  and  dis-informatioa  An 
American  public  over-satiated  with  biased  reporting  and  without  sufficient  access  to  facts 
is  thus  unable  to  critically  separate  facts  from  fiction  or  opinion.  Such  expensive  and 
sophisticated  special  interest  lobbying  campaigns  (SILCs)  can  so  severely  compromise  the 
best  efforts  of  the  most  honourable  and  committed  Democratic  and  RepubUcan  Party 
Statesmen  and  women  that  destabilization  of  our  political  process  may  be  at  hand  if  the 
unchecked  influence  of  the  staggering  number  of  special  interest  group  lobbyists  is  not 
brought  within  responsible  and  manageable  limits,  at  the  very  least  by  self-imposed 
discipline. 

Whilst  the  Fourth  Estate,  the  most  influential  of  our  nation's  purveyors  of  infor- 
mation ^>pears  ever-ready  to  "indict"  tiie  leadership  "posing  the  problem,"  rarely  does  it 
indicate  a  concomitant  zeal  in  supporting  those  strategies  of  that  same  leadership  posing 
"resolutions  to  problems."  All  too  often,  the  media  appears  to  be  more  prone  to  "rev  up"  in 
a  feeding  frenzy  to  "spew  forth"  rising  indices  of  unemployment,  increased  trade  imbalances, 
rising  interest  rates,  and  dire  reports  on  die  plethora  of  social  and  political  dislocations 
accompanying  cascading  recessionary  indices,  than  it  is  to  carefully  research  and  factually 
report  on  measures  proposed  by  the  Administration  and/or  Congress  to  address  the  natiomd 
crises  ^udng  our  country  at  present 

Added  to  the  mix  of  retrograde  political  influence  upon  the  citizenry  and  the  demo- 
cratic process  is  the  "strange  bedfellows"  relationship  between  traditional  ideological  and 
class  adversaries  in  Congress  joined  in  pohtical  "marriages-of-convenience"  to  press  for 
Congressional  rejection  of  the  NAFTA.  Nowhere  has  that  curious  dynamic  been  more 
apparent  than  with  the  Congressional  Black  Caucus'  proposed  rejection  of  the  NAFTA  by 
36  of  its  39  members,  in  tandem  with  a  coaUtion  of  Republican  and  Democratic  Congres- 
sional high-profile  leaders,  many  of  whom  have  tradiuorially  opposed  measures  favoured  by 
the  distinguished  legislators-of-colour. 

Even  more  regrettable  is  the  failure  of  the  members  of  the  venerable  CBC  to 
apprehend  the  potential  benefits  of  the  NAFTA  for  those  of  their  unemployed  and 
underemployed  constituents  who  deserve  equitable  access  to  the  Clinton  Administration's 
recommended  programme  for  job  retraining  (the  Worker  Adjustment  Programme)  from 
which  they  could  emerge  to  access  the  benefits  of  full  employment  in  jobs  projected  to  be 
generated  by  the  NAFTA.  One  can  only  hope  that  the  honourable  members  of  die  CBC  will 
reverse  their  opposition  to  the  NAFTA  and  rather  embrace  the  opportunity  to  translate 
their  traditional  commitment  to  Civil  Rights  to  the  equally  if  not  more  pragmatic  objective 
of  extending  the  full  panoply  of  Economic  Rights  enjoyed  by  the  majority  of  Americans  to 
their  economically  disenfranchised  constituents.  In  the  hopeful  event  that  the  CBC  will 
summon  the  political  courage  to  support  the  NAFTA,  that  august  body-of-colour  within  the 
U.S.  Congress  may  very  well  pohtically  live  to  enjoy  the  historical  distinction  of  having  taken 
the  initial  step  towariis  the  fulfillment  of  MLK's  "Dream"  through  the  pragmatic  imple- 
mentation of  the  philosophy  of  Civil  Rights  into  guarantees  of  equal  access  to  economic 
opportunity,  provided  by  the  predicted  expanded  job  market  generated  by  the  NAFTA. 

Certainly,  one  of  the  most  topical  issues  perceived  as  threatening  to  the  average 
American  wage  earner  is  die  NAFTA.  Understandably,  the  CBCs  opposition  to  the  NAFTA 
is  no  doubt  well  motivated  by  a  genuine  fear  (however  insupportable  by  credible 
projections)  that  passage  of  the  NAFTA  will  only  guarantee  substantial  increases  in 
unemployment  for  its  constituent  masses,  already  suffering  a  disproportionate  impact  of 
joblessness.  The  CBC  has  also  been  reported  as  expressing  concern  that  the  NAFTA  guar- 
antees of  preferential  treatment  for  Mexico  would  divert  U.S.  trade  from  Caribbean  nations. 

The  curious  and  ideologically  incompatible  coalition  of  the  dedicated  members  of  the 
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CBC,  bipartisan  legislators  of  both  Houses  of  Congress,  supported  by  the  Third  Party 
conservative  forces  of  United  We  Stand,  America,  is  so  rife  with  the  prospect  that  the 
integrity  of  CBC  leadership  may  be  severely  compromised  as  a  result  of  their  rejection  of 
the  NAFTA  for  the  short  range  political  gain  of  a  "politically  correct"  "nay"  vote,  that  again, 
one  would  even  hope  for  the  intervention  of  a  "political  Deus  ex  Machina"  to  influence  a 
courageous  statesman-like  reversal  of  the  CBC's  current  opposition  to  the  NAFTA. 

The  cynical  political  strategies  surrounding  the  anti-NAFTA/anti-Clinton  economic 
programme  thus  far  appear  to  have  so  successfully  negatively  characterized  the  Admin- 
istration's support  of  the  NAFTA  as  inimical  to  the  interests  of  the  American  worker,  that 
many  of  the  aforementioned  traditional  adversaries  on  most  other  political,  economic  and 
social  issues  appear  to  have  been  beguiled  and  brokered  into  a  "one  night  Congressional 
stand"  of  convenience  in  opposition  to  the  NAFTA. 

CBC  Members  should  heed  the  lessons  of  history's  other  ill-conceived  "strange  poli- 
tical bedfellow"  legislator  coalitions,  which  consummated  "quickie"  relationships  between 
power  blocs  otherwise  committed  to  totally  incompatible  political  agendae.  For  the  "morning 
after,"  many  of  the  "one  night,  one  vote"  mainstreamers  have  always  returned  to  the  "sheets" 
of  their  traditional  agendae  without  having  risked  a  miscegenated  political  profile  in  the 
wake  of  a  brief  political  dalliance  of  convenience. 

To  date,  organized  political  opposition  to  the  NAFTA  appears  to  be  the  single  issue 
upon  which  the  U.S.'s  emerging  new  Third  Party  conservative  political  force  of  Perot  Ameri- 
can Middle  Class  loyalists  has  found  itself  "cohabitating"  with  the  traditional  American 
political  coalition  of  labour  and  the  broad  masses  of  America's  underclasses-of-colour,  whose 
political  interests  are  largely  represented  by  the  CBC.  It  is  largely  that  American  Middle 
Qass  which  has  been  manipulated  by  the  professional  anti-NAFTA  lobby  into  believing  that 
they,  as  the  "post-Civil  Rights  Era  new  underdogs,"  are  struggling  against  a  powerful 
govermnent  and  corporate  coalition,  intent  upon  a  return  to  the  era  of  the  high  corporate 
profits  of  the  80's...  at  the  cost  of  American  jobs  wooed  to  Mexico's  cheap  labour  markets. 

The  CBC,  as  America's  political  guardians  of  the  Civil  Rights  generations,  should 
take  due  note  of  the  parallel  increase  in  the  level  of  American  Middle  Class  denunciation 
of  both  the  NAFTA  and  President  Clinton  as  Perot's  new  Third  Party  successfully  pursues 
an  increase  in  its  Middle  Class  membership.  Further  it  should  take  special  note  of  the 
United  We  Stand,  America  leadership  claim  that  theirs  is  the  true  voice  of  the  "forgotten" 
American  (who,  they  also  assert,  has  been  forsaken  by  the  Administration,  erroneously 
characterized  as  favouring  Big  Business  against  the  interests  of  the  "little  people.")  One  need 
only  assay  the  targeted  sectors  of  the  American  public  from  which  the  new  Third  Party 
members  and  staffers  are  recruited  to  safely  conclude  that  the  CBC's  "little  people" 
constituents  will  not  be  found  beyond  token  numbers  on  United  We  Stand,  America  staff 
and  membership  rolls.  Nor  will  United  We  Stand,  America/Mexico-bashing  cadres  be  found 
publicly  identified  opposing  the  U.S.-Canada  facets  of  the  NAFTA,  previously  covered  in 
the  U.S.-Canada  FTA. 

In  the  context  of  a  specific  facet  of  the  American  Ethos  (not  the  specific  subject- 
thrust  of  this  paper),  the  "little  people"  concern  of  Perot's  Third  Party  forces  suggests  that 
the  Giuseppi  de  Lampedusa  adage,  "Things  must  change  to  remain  the  same,"  is  a 
philosophy  wholly  embraced  by  Mr.  Perot  and  his  followers,  who,  not  unsurprisingly,  have 
anointed  themselves  as  spokespersons  for  only  a  portion  of  America's  "little  people"  who  are 
obviously  not  inclined  to  socially,  politically  or  economically  commingle  with  the  "little 
people"  constituents  of  the  CBC. 

A  simple  metaphor  set  forth  for  the  consideration  of  the  CBC  may  cast  the  economic 
dilemma  of  people  and  government  in  a  comprehensive  human  dynamic  which  may  hope- 
fully serve  to  clarify  the  Administration's  international  trade  objectives  with  regard  to  its 
support  of  the  NAFTA:  "Should  illness  constrict  the  free  and  equitable  flow  of  blood  to  all 
human  body  parts,  limbs  and  extremities,  the  unnourished  areas  will  sooner  than  later 
atrophy.  Eventually,  corruption  and  disease  will  claim  the  entire  body,  and  the  body  will  die. 
Just  as  blood  is  to  the  human  body,  and  its  equitable  distribution  necessary  to  the  health  of 


the  entire  body,  so  is  equitable  distribution  of  the  wealth  of  a  nation  necessary  to  the  health 
and  quality  of  life  of  its  peoples." 

Accordingly,  should  economically  disenfranchised  sectors  of  the  global  community 
remain  without  hope  of  becoming  equitably  nourished  by  the  benefits  of  its  production  and 
imports  of  goods  and  services,  history  indicates  that  the  resultant  economic  instability  will 
trigger  a  domino  effect,  eventually  engulfing  an  entire  region.  Such  disparate  flashpoints, 
whether  in  Somalia,  Bosnia-Herzegovina,  Kurdistan,  Bangladesh,  Berlin,  Southeast  Los 
Angeles,  Brooklyn,  Harlem,  Madison,  Wisconsin  or  Washington,  D.C.,  will  inevitably  require 
the  moral  and  pragmatic  attention  of  the  national,  regional  or  world  community  at  cost 
levels  that  may  be  well  beyond  the  resources  of  even  affluent  nations  to  support. 

Thus,  the  official  and  public  debates  over  the  NAPTA  should  impose  upon  all 
American  citizens  an  enlightened  self-interest  concern  for  facts  beyond  the  hyperbole, 
political  cynicism  and  unrelenting  fear-oriented  rhetoric  of  official  and  lay  proponents  of 
outdated  and  unworkable  trade  protectionist  policies.  For  if  the  U.S.  is  to  sustain  a 
competitive  leadership  role  within  the  emerging  New  Global  Economic  Order,  it  must  access 
the  opportimity  to  expand  its  markets  through  fully  implemented  tariff  elimination 
mechanisms  such  as  the  NAFTA. 

The  interests  of  the  commonweal  are  currently  being  compFomised  by  organized  anti- 
NAFTA  not-always-subliminal  appeals  to  those  divisive  radalist  and  class  fears  which  have 
afflicted  the  American  Ethos  for  374  years  since  the  introduction  of  slavery,  and  for  the 
three  decades  following  the  historic  Civil  Rights  March  on  Washington.  In  addition,  the  anti- 
NAFTA  strategy  of  the  burgeoning  Third  Party,  abusing  patriotism  as  its  clarion  call  for 
members,  is  wholly  un-American,  in  that  it  strategizes  exacerbation  of  deeply-entrenched 
prejudices  of  American  life  under  the  imprimatur  of  one  of  the  most  discredited  of  all 
common  adages,  i.e.,  "the  ends  justify  the  means."  For  the  integrity  of  any  American 
political  party  cannot  be  built  upon  the  endemic  weaknesses  of  divisiveness  in  American 
society,  but  upon  inclusiveness. 

It  is  therefore  upon  the  most  inefficacious  of  premises  that  the  anti-NAFTA  factions 
pursue  their  campaigns  of  misinformation  and  dis-information  because  the  true  facts  re:  the 
NAFTA  not  only  do  not  support  their  claims,  but  rather  in  some  cases  would  splinter  the 
essential  economic  planks  of  their  political  platforms.  This  is  particularly  so  regarding  the 
contentious  issue  of  American-based  jobs,  as  that  relates  to  the  impact  of  NAFTA  on  the 
economy.  Even  a  cursory  analysis  of  the  potential  benefits  of  the  NAFTA  reveals  that  the 
NAFTA  is  projected  to  "spur  further  job  gains  and  push  jobs  related  to  exports  to  Mexico 
toward  the  1  million  mark"*;  and  an  estimated  $30  billion  a  year  will  be  added  to  the  U.S. 
GDP  once  the  treaty  is  fully  implemented". 

Though  the  time  is  short  to  lannch  a  national  public  education/information 
campaign  on  the  NAFTA,  the  public  advocacy  programme  announced  by  the  25  year-old 
Panamerican-Panaftican  Association  (with  a  plethora  of  similarly  committed  NGOs)  has 
a  veiy  real  success  potential,  in  that  the  programme  is  driven  solely  by  the  eleemosynaiy 
energy  of  organizations  committed  to  educate  and  inform  the  public  on  the  critical  Issue 
of  New  International  Trade  Imperatives  for  a  Global  Economy. 
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TESTIMONY  OF  CONGRESSMAN  BILL  RICHARDSON 
HOUSE  CHIEF  DEPUTY  MAJORITY  WHIP 

BEFORE  THE 
HOUSE  WAYS  &  MEANS  COMMITTEE,  SUBCOMMITTEE  ON  TRADE 

September  15,  1993 

Chairman  Gibbons,  I  welcome  the  opportunity  to  appear  before  this  hearing  of 
the  Subcommittee  on  Trade  to  discuss  the  North  American  Free  Trade  Agreement 
(NAFTA)  and  why  it  is  so  critically  important  to  this  country. 

As  you  know  in  recent  weeks  the  debate  on  NAFTA  has  focused  on  the 
question  of  jobs  and  whether  or  not  the  trade  pact  would  be  good  for  American 
workers.    This  debate  has  been  highlighted  by  the  recent  release  of  the  book  by 
Ross  Perot  and  Pat  Choate  released  their  book  entitled  Save  Your  Job.  Save  Our 
Country:  Why  NAFTA  Must  be  Stopped— Now!.    Among  the  book's  many  distortions 
and  falsehoods  is  the  argument   that  NAFTA  would  put  America  at  a  competitive 
disadvantage  and  cost  millions  of  U.S.  jobs.    Yet,  if  this  is  really  true,  why  are  Japan 
and  other  Asian  nations  so  worried  about  NAFTA? 

According  to  a  recent  study  by  the  University  of  Tokyo  sponsored  by  Japan's 
Economic  Planning  Agency  (JEPA),  NAFTA  will  make  life  more  difficult  for  Japan 
and  Southeast  Asia.    Among  the  study's  key  concerns  is  that  NAFTA's  rules  of 
origin  provisions  will  give  an  edge  to  North  American  producers  because  of  its 
stricter  local  content  requirements. 

A  prime  example  is  the  auto  industry.    NAFTA  mandates  a  local  content 
requirement  of  62.5  percent,  which  favors  U.S.  and  other  North  American  car 
makers—and  workers— at  the  expense  of  auto  production  in  Japan.    In  addition 
NAFTA  will  tend  to  shift  investment  of  U.S.  companies  operating  in  Asia  closer  to 
home,  back  to  the  U.S.  as  well  as  Mexico  and  Canada.    According  to  the  U.S. 
Department  of  Commerce,  over  16.5  percent  of  U.S.  foreign  investment  in  the 
manufacturing  sector  is  located  in  Japan  and  Asia.  Similarly,  U.S.  manufacturing 
investment  in  the  European  Community  is  47.4  percent.    Yet,  Mexico  represents  less 
than  5  percent. 

The  JEPA  study  also  notes  that  although  the  average  U.S.  tariff  rate  for 
mining  and  industrial  sectors  is  only  5.5  percent,  "when  the  tariff  rate  of  the  United 
States  by  individual  item  is  viewed,  the  tariff  rates  of  some  products,  such  as  fiber 
and  appeals,  can  be  higher  than  20  percent."    This,  according  to  the  study,  would 
negatively  impact  the  affected  industries  of  non-NAFTA  countries. 
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Accordingly,  NAFTA  would  put  North  America  back  on  a  competitive  course 
with  our  major  trading  partners—Japan  and  the  European  Community.    Maintaining 
American  competitiveness  and  jobs  is  precisely  why  passage  of  NAFTA  is  so  critical. 

This  is  why  the  Perot/Choate  concerns  on  NAFTA  are  especially  curious.  In 
Choate's  previous  writings  he  argued  that  over  the  last  two  decades  Japan  has  "scored 
victories"  in  a  variety  of  key  industries  including:  consumer  electronics,  machine 
tools,  ball  bearings,  satellites,  telecommunications,  and  financial  services.    With 
Japan,  Choate  says,  "no  American  industry— regardless  of  how  competitive— is  safe." 

Though  Japan  remains  one  of  our  most  important  trading  partners,  the  fact  is 
that  our  market  is  much  more  open  to  Japanese  products  and  investments  than  Japan's 
market  is  to  ours.    Accordingly,  our  largest  trade  deficit  is  with-high  wage-  Japan. 

Having  just  returned  from  Japan,  I  can  attest  to  the  protectionist  walls  that 
keep  U.S.  products  from  gaining  access  to  that  market.    For  the  last  decade. 
Presidents  Reagan,  Bush  and  Clinton  have  all  been  banging  their  heads  against  these 
wall  helplessly  watching  our  trade  deficit  soar  and  American  jobs  slip  away  across 
Pacific  Ocean. 

Mexico,  on  the  other  hand,  has  been  doing  just  the  opposite.    In  recent  years, 
Mexico  has  been  dramatically  dropping  its  trade  barriers,  leading  to  expanded  market 
opportunities  and  new  jobs  for  a  wide  range  of  U.S.  industries.  Few  Americans 
realize  just  how  much  opportunity  the  Mexican  market  has  to  offer.    Despite  their 
lower  incomes,  Mexicans  spend  more  per  person  on  U.S.  imported  products  than  the 
Japanese  or  the  Europeans.    In  1992  Mexicans  spent  $450  for  U.S.  goods  compared 
to  $385  for  the  Japanese  and  $296  for  Europeans.    Yet,  Mexico  presently  has  an 
economy  1/25  the  size  of  ours. 

Today,  fully  70  cents  of  every  trade  dollar  spent  by  Mexico  goes  to  buy 
products  with  the  "Made  in  USA"  label.    That  compares  to  22  cents  of  every  dollar 
for  Japan  and  only  7  cents  for  the  European  Community.    U.S.  exports  to  Mexico 
have  more  than  doubled  in  the  last  five  years,  to  nearly  $41  billion  in  1992.    Mexico 
is  moving  quickly  towards  becoming  our  second  largest  trading  partner,  just  behind 
Canada  and  ahead  of  Japan. 

How  does  this  translate  into  jobs?   700,000  U.S.  jobs  are  now  supported  by 
our  increasing  trade  with  Mexico.    NAFTA  will  add  another  200,000  jobs  by  1995. 

If  we  are  serious  about  promoting  job  growth  at  home,  we  need  to  pursue  a 
policy  that  will  strengthen,  not  weaken  ,the  economies  of  Mexico  and  our  other  Latin 
American  trading  partners.    Defeating  NAFTA  might  seem  politically  expedient  in 
the  short-term,  but  it  would  effectively  dash  any  hopes  for  hemispheric  free  trade  and 
throw  Latin  America  into  an  economic  tailspin.    It  would  also  make  solving  many  of 
America's  domestic  concerns,  such  as  the  economy,  health  care  and  illegal 
immigration,  more  costly  and  difficult. 
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The  reason  is  simple.  Throughout  Latin  America,  NAFTA  is  viewed  as  a  vital 
first  step  towards  promoting  expanded  economic  growth,  democracy,  and  political 
stability.  After  years  of  strained  relations  and  mistrust,    the  United  States  is  now 
looked  upon  for  leadership  and  is  seen  as  a  friendly,  reliable  economic  partner. 
Thanks  to  the  prospect  of  free  trade,  protectionist  barriers  are  coming  down  all  across 
Latin  America,  in  important  growth  sectors  such  as  agriculture,  consumer  electronics, 
and  telecommunications. 

Currently  Latin  American  countries  are  looking  to  the  United  States  to  be  their 
primary  trade  partner.    But  if  we  refuse  to  take  up  the  offer,  other  countries  are 
certainly  ready  to  step  in  and  take  our  place. 

A  good  example  is  Mexico's  market  for  environmental  technology  and  services 
which  exceeded  $2  billion  last  year.    The  market  is  expected  to  grow  to  $2.5  billion 
by  1995. 

As  Mexico  has  strengthened  it  efforts  to  protect  the  environment,  it  has 
attracted  investment  and  new  business  from  not  just  the  U.S.  but  other  countries  as 
well.    The  Japanese  and  Europeans  are  already  working  to  cash  in  by  providing 
attractive  low  or  no  interest  rate  loans  and  technology  assistance— including  the 
donation  of  technical  experts,  equipment  and  on-site  training—to  try  to  take  advantage 
of  this  market. 

Through  1991,  Germany  has  spent  14.2  million  Deutsche  Marks  or  close  to  $9 
million  in  technical  assistance  to  Mexico.    Of  this,  $7.5  million  was  spent  on  the 
exchange  of  technical  experts  for  feasibility  studies,  the  findings  of  which  were 
submitted  to  the  World  Bank  and  which  were  at  least  partially  responsible  for  the 
granting  of  a  $220  million  World  Bank  loan  to  help  the  Valley  of  Mexico  combat 
pollution  from  mobile  sources  by  replacing  the  city's  aging  fleet  of  taxis  and  buses. 
Consequently,  the  replacement  vehicles  chosen  did  not  come  from  the  U.S.,  but 
rather  from  Germany  and  German  automobile  manufacturers  in  Mexico. 

British  assistance  to  Mexico  has  paid  off  handsomely  with  A  British  consortium 
having  recently  won  a  contract  for  $1  billion  to  provide  water  and  wastewater 
infrastructure  to  Mexico  City.   Japanese  firms  have  ako  secured  multi-million  dollar 
contracts  to  assist  Mexico  City  in  addressing  its  air  pollution  problems  as  a  result  of 
direct  technical  assistance  and  loans  provided  by  the  Japanese  Government. 

Whether  we  are  talking  about  environmental  technology  or  other 
industries,  in  today's  competitive  global  economy,  our  prosperity  depends  on  our 
ability  to  compete  and  win  in  a  global  marketplace.    NAFTA  will  give  the  U.S.  a 
competitive  edge  in  the  large  emerging  Latin  American  market. 

We  can  not  afford  to  retreat  behind  our  borders.   Yet  by  opposing  NAFTA, 
this  is  precisely  what  Perot  and  other  protectionist  opponents  are  seeking  to  do. 
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Without  question,  NAFTA  will  require  some  structural  adjustments  in  our 
economy.    But  major  structural  changes  are  already  occurring  and  sending  thousands 
of  jobs  to  Asia.    NAFTA  would  reverse  this  trend. 

NAFTA  will  not  only  mean  saving  U.S.  jobs  that  might  have  otherwise  moved 
to  Asia,  but  it  will  even  bring  some  back  home.    Whatever  economic  growdi  that 
U.S.  companies  create  by  investing  in  Mexico  is  much  more  likely  to  reap  benefits 
back  in  this  country.    That's  because  Mexicans  are  much  more  likely  to  spend  that 
increased  prosperity  to  buy  U.S.  goods,  which  will  create  more  U.S.  jobs.    Finally, 
Mexico's  proximity  provides  greater  opportunities  for  joint  production,  where 
Mexican  companies  purchase  U.S.  products  from  U.S.  suppliers,  made  by  U.S. 
workers.    This  is  much  less  likely  to  occur  with  Asia  or  Europe  where  distance  and 
transportation  make  these  sorts  of  arrangements  more  cost  prohibitive. 

A  good  example  is  Sony  Corporation  which  was  profiled  in  the  Perot  book. 
Interestingly,  the  company's  television  assembly  facility  sourcing  over  80  percent  of 
its  components  directly  from  U.S.  suppliers  in  Detroit,  Chicago,  Kentucky,  Alabama, 
Pennsylvania  and  California.    A  similar  story  can  be  told  for  most  of  the  U.S.  and 
third  country  manufacturing  operations—maquiladoras  and  non-maquiladoras-presently 
located  in  Mexico.    Thanks  to  NAFTA's  stiff  rules  of  origins,  the  level  of  local  U.S. 
content  will  only  improve  and  that  translates  into  more  U.S.  jobs. 

In  today's  increasingly  competitive  global  economy,  Japan  and  Europe  are 
quickly  rounding  up  allies  in  formidable  regional  trading  blocs.    NAFTA  will  put 
together  our  own  strong  team,  which  we  will  need  to  compete  and  win  in  the  face  of 
this  new  economic  challenge.    If  we  fail  to  get  Mexico  on  board,  and  later  the  rest  of 
Latin  America,  they  could  well  be  picked  off  by  our  rivals. 

For  some  Members  of  Congress,  NAFTA  may  seem  a  difficult  pill  to  swallow. 
Some  short-term  job  dislocation  may  occur,  but,  frankly  these  jobs  would  have  likely 
gone  to  Asia  anyway.  The  fact  is  that  NAFTA  will  bring  even  greater  long-term  job 
gains  for  America  and  its  workers—and  these  will  be  higher-wage,  quality  jobs. 

We  will  never  be  able  to  maintain  our  economic  leadership  in  the  Western 
Hemisphere  by  putting  off  tough  decisions  and  sticking  our  head  in  the  sand. 
Leadership  is  about  making  decisions  for  the  long-term  good  of  the  country. 

Whether  we  like  it  our  not,  the  world  is  constantly  changing.    As  President 
Clinton  has  said,  we  need  to  make  change  our  friend  and  not  our  enemy.    We  can 
not  do  that  by  retreating.    We  must  do  that  by  competing.    NAFTA  will  help  us  do 
precisely  that. 

Thank  you  for  the  opportunity  to  address  this  hearing. 
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Attachment 


SUMMARY  OF  THE  INTERIM  REPORT  OF  THE'STUDY  GROUP 
SPONSORED  BY  THE  ECONOMIC  PLANNING  AGENCY 

1 .  In  rggard  to  NAFTA,  it  cannot  be  said  that  everything  has  been  decided  Including 
Its  operation,  at  the  preaant,  May  1993.  In  addition,  all  NAFTA  has  not  been  Investigated 
in  thia  report,  this  time.  In  view  of  the  above,  |his  report  Is  an  Interim  report. 

However,  In  view  of  the  situation  abov^  described,  tne  following  evaluation  hae 
been  made  concerning  tha  Important  ragulatlofts  of  NAFTA,  putting  the  emphasis  on  ita 
economic  effects  on  other  countries  outside  oflthe  NAFTA  region. 

(1)       Adjustabinty  with  GATT  agreement        ' 

First  of  all,  there  are  soma  sections  In  |he  regulation^  of  NAFTA  which  may  be 
considered  problematic  in  relation  with  GATT  agreement  In  soma  cases.  In  moiv 
concrBte  teans,  for  exampis,  the  local  contarits  ratlon[ratlo|  of  using  locally  produced 
material],  which  should  be  considered  one  of  this  conditions  f(^r  confirming  the  pnoduotJon 
of  automobiles  as  being  produced  within  the  feglon,  Is  Increased  from  50%  to  62.5% 
(60%);  concerning  the  rules  of  the  fiber  and  apparels,  the  liise  of  the  original  material 
should  be  further  back  to  the  fiber  stage  from  the  cloth  stage  In  order  to  be  confirmed  as 
the  material  produced  wtthin  the  region;  and  soion.  As  descril^ed  above,  the  rule  of  origin 
of  a  certain  Item  Is  clearly  more  strict  In  comparison  to  the  ftiee  trade  regulations  of  tha 
United  States.  It  seems  that  the  above  point  si  not  in  acconjtnce  with  GATT  Article  24, 
Clause  5  (b),  which  statee  that  ,'tariff  and  other  trade  regulations  concerning  the  countries 
which  are  outside  of  the  region  should  not  bd  too  high  or  Should  not  be  restrictive  In 
comparison  to  that  In  prior  to  the  inauguration  of  the  regulatldns,"  and  it  seems  that  the 
Improvement  In  the  regulations  of  NAFTA  Should  be  made  through  the  meetlnge 


concaming  tha  muttiiaterai  agreement  such  as  APEC,  etc 
including  GATT,  for  the  member  countries  of  fNJAFTA. 

In  addition,    It  seems  that  there  are  mbre  than  one 


member  countries,  In  regard  to  GATT  Article  24,  which  deslgr  aies  a  tariff  treaty  or  a  free 
trade  region,  etc;  and  this  seems  to  be  contributing  to  the  situation  above  described. 
Therefore,  the  efforts  have  been  made  at  the  ijlruguay  Rounp,  however,  It  Is  necessary 
to  clarify  the  Interpretation  of  GATT  Article  24|further. 


Secondly,  In  addition  to  the  local  content  ratio  of  NAFJA 
of  passenger  cars,  there  are  various  types  of  looai  contents 
United  States.  For  that  reason,  It  Is  pointed  oujt  that  the  pca^lb 
manufacturers  and  as  a  result,  this  affects  on  thp  consumers. 
r\jle  of  origin  of  fiber  and  apparels,  It  Is  stated  that  the  regijjlatlons 
within  5  years  after  the  NAFTA  regulations  tak^  effect  [b< 
of  the  world  competition,  etc.  Into  conslderatlon|  and  there  Is 
origin  is  to  be  used  with  the  purpose  of  [2  characters  not 
business].  It  can  be  said  that  this  type  of  conditijon  Is  due  to 
rule  of  origin. 


and  bilateral  agreemem, 


Interpretations  among  the 


that 


as  seen  In  the  example 

which  Is  particular  to  the 

inties  of  cost  Increase  at 

In  addition,  concerning  the 

should  be  revised 

valid],  taking  the  effects 

possibility  that  the  mie  of 

commerce,  trade  or 

there  Is  not  International 


legible 


832 


Conoamlng  the  abovs,  one  of  th«  articles  of  r»gulatif}na  eonosmlng  tha  rul«  of 
origin  Is  daalgnatad  aa  a  nagoilatlon  item  at  the  Uruguay  Round,  In  accordance  wtth  • 
propoaal  made  by  Japan  and  other  countriea;  and  a  prdposai  for  "the  agrvement 
concerning  the  aile  of  origin"  was  agreed  on  December  19901  at  Brussels  confensnce  of 
world  leaders.  Therefore,  it  aeema  that  the  early  agreement  [cbmpromlse]  of  the  Uruguay 
Round  l8  cnjdal  as  the  first  step  for  solving  the  problem  flrstl  of  all. 

In  the  proposal,  as  the  Interim  measures  till  the  actual  rulee  are  formulattd,  th« 
following  are  dedgnatss:  It  Is  necessary  to  maintain  that  the  'rule  of  origin  should  not  b« 
used  for  the  purpose  of  direct  and  Indirect  [3  characters  not  legible  •  commerce  or  trade], 
It  Is  necessary  that  the  rule  of  origin  Itself  should  not  produce  any  restrictive,  distorted, 
or  fragmented  affects  on  the  international  trada,  and  furtherriore.  It  should  not  ImpoM 
unfairly  types  of  rules  of  origin  of  the  United  Sta^ee  In  nsganj  t^  the  passenger  care  which 
was  pointed  out  at  the  Study  Meeting,  it  Is  considered  that  wien  the  proposal  becomae 
valid,  the  above  may  be  an  Important  point  for  (equesting  to  Ibe  reviewed  and  corrected, 
i-lowever,  In  the  proposal,  It  Is  said  that  the  rul^  of  origin  In  the  free  trade  agreament  is 
to  [1  character  not  legible  -  abide  to]  the  miee  of  prefersntlal  treatment,  however,  It  la 
designated  that  the  prBferential  treatment  is  oLJtside  of  the  frkmework  of  unified  task  of 
rulee  of  origin.  For  that  reason  or  not,  there  are  some  sections  which  are  clearly 
Indicated  that  the  rules  of  origin  should  be  used ifor  the  purpo^  of  commerce,  among  tha 
rulee  of  origin  of  fiber  and  apparels  of  NAFTA  as  described  above,  and  this  Is  tha 
problem.  In  the  future,  It  is  dBsiraOia  that  the  njles  of  origin  iri  the  free  trade  agreement, 
which  is  said  to  be  outside  of  the  framework  of  the  unified  task,  can  be  regulated  with  the 
ailes  of  non-preferential  treatment.  In  the  proposal.  [ 

(2)      Effect!  on  the  area  outside  of  the  region  I 

1)       Trade  conversion  effect 

Concerning  the  effects  of  NAFTA  on  the  trade  with  tHa  eountrlat  outtid*  Of  tha 
region,  It  Is  considered  that  the  trade  conversion  sffect  as  aiWhoie  cannot  ba  so  large, 
since  the  average  tariff  rate  on  the  mining  and  Industrial  Items  m  the  United  Stotaa,  which 
is  the  largest  market  of  the  NAFTA  region,  ,1s  5.5%.  Furthermore,  the  substantial 
reduction  of  Mexican  tariff  against  the  goods  frorn  the  United  States  and  Canada,  easing 
of  regulations  conceming  the  foreign  currency,;  and  the  redubtlon  of  tariff  of  the  United 
States  and  Canada  against  Mexican  goods,  rspulted  in  the  ictivatlon  of  trade  batwaen 
the  United  States  and  Canada  with  Mexico,  thei  eeonomlo  growth  Is  promoted  centering 
Mexico,  and  some  are  viewing  that  the  above  will  produce  desirable  effects  on  other 
countries  outside  of  the  region  (the  effect  to  enlarge  the  trad*}. 

However,  when  the  tariff  rata  of  the  Unlte|d  States  by  Individual  Item  is  viewed,  the 
tariff  rate  of  some  of  the  fiber  and  apparels  is  higher  than  20%.  Conceming  these  Items, 
the  trade  conversion  effect  is  more  than  the  |  effect  of  enlarging  the  trade,  and  It  ie 
considered  that  the  effect  may  be  seen  in  the  related  industries  of  the  countries  outside 
of  the  region.  In  view  of  the  above,  it  is  lmportai;it  to  reduce  thk  tariff  rale  Imposed  on  the 
countries  outside  of  the  region  of  NAFTA ;  members,  with  the  early  agreament 
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[oompromlsfl]  of  tho  Umguay  Round.  In  addition,  !t  is  rsgardojd  In  gsnoraJ  that  ths 

of  NAFTA  [1  character  not  legible  •  operation]  has  not  been  compietely  (100%)  decided, 

therefore,  it  is  neceeeary  to  pay  attention  to  the  future  tmnd. 

As  described  above,  concerning  the  problematic  point  of  NAFTA  In  the  Interim 
report,  it  aeema  that  the  early  agreement  [corripromlee}  of  the  Uruguay  Round  Is  very 
Important. 


2) 


Capital  investment  conversion  effect 


When  the  effects  of  the  capital  Investment  of  NAFTA  to  the  other  countries  outside 
of  the  region  are  concerned,  It  Is  necessary  to  estimate  the  dbgrea  of  possibility  that  the 
oapltal  Investments  from  other  countries  outside  of  the  regioi^  may  be  shifted  to  Mexico 
(Capital  Inveetment  conversion  affect).  Therefore,  it  ie  wnaidered  that  it  will  be 
advantageous  to  Investigate  the  possibility  of  the  capital  Invest  nent  converalon  to  Mexico, 
using  the  questionnaires  or  hearings  for  the  efiterprtses  whiph  main  production  placee 
located  in  Asia. 


It  Is  considered  that  the  direct  capltnil  imestment  of  enterprises  in 
general,  other  than  NAFTA,  Is  depending  on  the  various  fa|::tors  such  as  the  Inflation 
condition  of  the  Asian  countries  of  which  main  pmduction  place  located  In  Asia,  the  trends 
In  the  supply  of  wor)<  force  and  wages,  and  the  expansion  of  Chines  mai1<et. 

2.       In  order  to  attain  the  initial  purpose  of  this  study  meeting,  the  following  points  are 
still  remained  to  be  Investigated: 


(1 )      NAFTA  text  Is  compromised  of  about  2,000  pages,  an(  I 
the  text  while  time  Is  limited.   Furthermore,  the  details  of  itn 
completely  formulated.  Under  such  a  situation,  the  evaluation 
is  only  a  tentative  report  Therefore,  In  the  future,  it  Is  necef  sary 
carefully  In  order  to  grasp  the  ultimate  form  of  NiAFTA. 


In  addition.  It  was  not  possible  to  investldate  more  thorbughiy  due  to 
of  time,  however,  the  effects  of  NAFTA  on  thp  non-NAFTAj 


(2) 


including  Asia  NIES,  ASIAN  countries,  and  the>countr1es  in 
each  country  since  the  structure  of  the  export  ttems  Is 
possibility  that  their  opinion  of  NAFTA  may  differ. 


different, 


exMrt 


For  example,  some  of  the  countries,  of  which  main 
passenger  cars,  fiber  and  epparsis,  but  also  agricultural 
among  the  non-NAFTA  countries  of  APEC  discussed  abov^^ 
market  Is  enlarged  by  NAFTA  and  the  free  export  will  be 
trend,  some  countries  have  some  doubt  about  NAFTA,  espaclajlly  the 
have  a  strong  possibility  of  competition  with  Mexico  In  the 
to  the  United  States. 


produ  :ts 


field  of 


it  Is  difficult  to  follow  all  of 

operation  have  not  been 

made  In  this  Interim  report 

to  follow  Its  adlvitlee 


due  to  the  limitation 

countries  among  APEC, 

pceania,  differ  according  to 

as  a  result,  there  is  a 


items  are  not  only  the 

,  livestock  products,  etc. 

are  hoping  the  Mexican 

ir^reaeed.   Conoeming  this 

countrlee  which  may 

apparels  to  be  exported 
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Purtharmor*,  In  rvlallon  to  th«  movamani  of  anlargln^ 
point  to  ba  coniidarad,  that  Is  what  type  of  evaluation  has 
Asian  courrWaa  raganding  to  tha  intellectual  prpperty  right  of 


(3)  In  addition,  It  la  nrceaaary  to  oheok  th^  trend  carafu 
Asian  eountrias  are  able  to  promote  the  direct  capital 
to  the  Investment  to  NAFTA  and  to  China.       ' 

i 

(4)  It  I«  oertaln  that  is  necsssary  to  InvesUga^  the  lmpcrtar{t 
such  as  the  effects  of  the  reduction  In  the  tariff  and 
aooompanled  by  the  rsfomiation  in  China,  advancement 
participation  In  QATT  together  with  tha  anatyala  of  the  affect 
outside  of  the  NAFTA  region.    These  are  the  pnajeds 


redu(  don 


factors  otherthan  NAFTA 

of  the  non>tarifr  wail, 

free  trade  polidee,  and 

)f  NAFTA  on  the  countrfes 

remain  for  the  future 


3.  As  daacrtbed  at  the  beginning  of  ihls  report,  the  totti  QOP  of  the  participating 
countries  which  are  participating  to  tha  Regional  Economic  Integration  Is  mora  than  5o% 
of  QOP  of  the  whole  world,  it  Is  hoped  that,  linder  this  type  of  condition,  this  Interim 
report  can  be  one  of  the  referencas  to  be  usedj  in  consideration  of  counter  measures  to 
the  Regional  Economic  Integration,  tor  the  stand  point  of  mair|tenance  and  development 
f  the  world  trade  system  placing  QATT  at  its  center. 


NAFTA,  there  is  another 
seen  made  by  aech  of  the 
NAFTA. 


iy  that  in  what  degree  the 
from  NAFTA  oppoelng 
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Prepared  Statement 

of 
Shell  Oil  Company 


Mr.  Chairman  and  Members  of  the  Subcommittee: 

Shell  Oil  Company  appreciates  this  opportunity  to  present  its  views  in  support  of 
the  North  American  Free  Trade  Agreement  (NAFTA)  which  would  eventually  create  a 
virtually  tariff-firee  trade  zone  between  the  United  States,  Canada  and  Mexico. 

As  a  major  company  in  both  the  domestic  integrated  oil  and  petroleum  businesses, 
Shell  Oil  would  like  to  suggest  several  examples  of  how  the  agreement  would  benefit 
these  sectors  of  the  U.S.  economy. 

Shell  believes  passage  of  the  NAFTA  will  create  a  spirit  of  cooperation  between 
businesses  in  the  U.S.  and  Mexico  which  goes  beyond  the  specific  provisions  of  the 
Agreement.  We  believe  this  cooperation  will,  in  turn,  create  jobs  on  both  sides  of  the 
border.  Shell  would  like  to  take  this  opportunity  to  point  to  a  concrete  example  of  the 
type  of  activity  that  this  spirit  of  cooperation  can  create. 

Within  the  past  year.  Shell  Oil  and  Petroleos  Mexicanos  (Pemex  -  the  Mexican 
national  oil  company),  announced  the  creation  of  a  major  joint  refining  venture  involving 


Shell's  225,000  barrels  per  day  refinery  at  its  Deer  Park,  Texas  Manufacturing  Complex. 
Pemex  will  purchase  50%  of  the  fuels  refinery  facilities  and  join  with  Shell  in  a  one 
billion  dollar  investment  program  intended  to  position  the  Deer  Park  facility  as  a  world 
class  fuels  refinery. 

The  venture  investmmt  program  includes  new  conversion  and  upgrading  projects 
designed  to  process  large  volumes  of  heavy  Maya  crude  oil  and  meet  the  requirements 
of  the  Qean  Air  Act  to  produce  reformulated  gasoline.  This  investment  will  create  up 
to  3,000  construction  jobs  here  in  the  United  States  during  the  peak  construction  periods. 
At  the  end  of  the  construction,  100  new  permanent  jobs  will  be  created  at  the  Deo*  Park 
facility. 

This  venture  offers  Pemex  a  secure  outlet  for  processing  additional  Maya  crude 
and  provides  an  economical  source  of  unleaded  gasoline  for  the  Mexican  fuels  market. 
As  stated  earlier,  while  this  project  is  not  contingent  on  the  NAFTA,  it  symbolizes  the 
spirit  of  cooperation  envisioned  and  encouraged  by  the  NAFTA. 

Shell  also  believes  the  Energy  and  Petrochemical  provisions  of  the  NAFTA  will 
promote  cross  border  trade  in  natural  gas  and  petrochemicals.  For  example.  Shell 
Chemical  is  a  world  class  player  in  the  polyester  resin  business.  It  is  the  second  largest 
producer  worldwide  and  has  28%  of  the  U.S.  market  for  this  material.  It  currently  has 
a  major  expansion  underway  at  its  manufacturing  facility  located  in  West  Virginia.  To 
support  this  expansion.  Shell  Chemical  needs  to  find  new  markets  for  the  polyester  resins 
that  will  be  produced  as  a  result  of  this  new  investment  in  U.S.  manufacturing  capacity. 

,1 
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Mexico  offers  great  potential  for  increased  sales  of  polyester  resins.  These  resins 
are  used  in  a  wide  variety  of  products.  However,  one  of  the  major  uses  is  to 
manufacture  containers  for  soft  drinks,  cooking  oil  and  water.  Many  of  these  containers, 
which  woe  formerly  made  from  glass,  are  now  being  made  from  polyester  resins.  Last 
year  the  demand  for  polyester  resins  in  Mexico  was  approximately  56  million  lbs.  By 
1995,  that  market  is  projected  to  grow  to  215  million  lbs. 

Shell  Chemical  is  confident  that  with  an  equal  footing  with  Mexican  competitors 
and  the  access  to  Mexican  markets  offered  by  the  NAFTA,  both  Shell  and  its  polyester 
resin  customers  can  successfully  compete  for  a  share  of  the  growing  Mexican  market  for 
this  material.  The  NAFTA  would  provide  a  set  of  stable  rules  to  allow  american  business 
to  compete  for  these  markets. 

Therefore,  Shell  strongly  supports  the  passage  of  the  NAFTA  and  believes  it  will 
expand  trade  and  create  jobs  on  both  sides  of  the  U.S. /Mexico  border. 


BEFORE  THE  U.S.  HOUSE  WAYS  AND  MEANS  COMMITTEE 
SUBCOMMITTEE  ON  TRADE 

STATEMENT  OF  VITRO  VIDRIO  PLANO 
REGARDING  THE  NORTH  AMERICAN  FREE  TRADE  AGREEMENT 


This  statement  is  submitted  on  behalf  of  Vitro  Vidrio  Piano,  an  operating  division  of 
Vitro,  Sociedad  Anonima,  which  is  a  holding  company  headquartered  in  Monterrey,  Mexico. 
The  operating  divisions  and  subsidiaries  of  Vitro,  Sociedad  Anonima  manufacture  a  wide 
variety  of  products.    Vitro  Vidrio  Piano  is  the  operating  division  which  produces  float  glass 
and  flat  glass  products  (such  as  automotive  glass)  fabricated  from  the  raw  float  glass.   This 
statement  is  being  filed  in  response  to  the  comments  of  PPG  Industries  made  before  this 
Subcommittee  on  September  14,  1993.   The  testimony  and  written  statement  of  PPG  are 
based  on  a  number  of  very  serious  mischaracterizations  of  the  current  status  of  trade  between 
the  United  States  and  Mexico  in  flat  glass  products,  and  of  the  NAFTA  itself. 

PPG  claims  that  unless  Mexican  flat  glass  tariffs  are  eliminated  immediately  under  the 
NAFTA,  rather  than  phased  out  over  eight  or  ten  years,  thousands  of  U.S.  flat  glass 
employees  will  lose  their  jobs  by  the  end  of  the  decade.   The  fact  is  that  the  NAFTA  as  it 
currently  stands  will  have  little  impact  on  Mexican  exports  to  the  United  States,  while 
offering  significant  and  increasing  incentives  to  the  U.S.  industry  to  ship  even  more  flat  glass 
to  Mexico.   This  situation  could  not  possibly  lead  to  a  loss  of  U.S.  jobs. 

PPG  often  speaks  of  a  concern  over  the  treatment  of  "flat"  glass.   Flat  glass  includes 
both  processed  flat  glass  products  such  as  automotive  glass  and  mirrors,  as  well  as 
unprocessed  float  glass  from  which  the  fabricated  glass  products  are  made.   In  referring  to 
flat  glass,  rather  than  float  glass,  PPG  is  able  to  claim  a  U.S.  trade  deficit  (albeit  a 
dramatically  shrinking  one)  with  Mexico.    In  fact,  however,  PPG  is  concerned  only  with  the 
treatment  of  float  glass  under  the  NAFTA,  where  the  United  States  has  developed  an 
overwhelming  trade  surplus  in  only  four  years. 

It  is  critical  to  recognize  that  most  U.S.  imports  of  flat  glass  from  Mexico  consist  of 
automotive  glass,  which  already  enter  the  United  States  duty-free  under  the  Generalized 
System  of  Preferences  (GSP)  program,  and  will  continue  to  do  so  under  the  NAFTA.   The 
tfuriffs  on  float  glass  and  other  fabricated  flat  glass  products  which  are  not  eligible  for  duty- 
free treatment  under  the  GSP  program  are  very  low  (3-4  percent).   Therefore,  contrary  to  the 
implications  suggested  by  PPG,  U.S.  tariffs  wUl  not  change  dramatically  when  the  NAFTA 
becomes  effective.   The  Agreement  will  therefore  provide  very  little  incentive  to  the  Mexican 
industry  to  increase  exports  to  the  United  States.   In  contrast,  Mexican  tariffs  will 
immediately  fall  from  their  current  level  of  twenty  percent  by  ten  or  twenty  percent  on  the 
day  the  Agreement  becomes  effective,  and  will  then  fall  by  ten  percent  or  more  every  year 
thereafter.   This  provides  a  significant  incentive  to  U.S.  producers  to  increase  exports  to 
Mexico. 

PPG  claims  that  while  Mexico  has  the  "right"  to  sell  in  the  U.S.  float  and  automotive 
glass  markets,  the  U.S.  industry  has  been  "barred"  from  the  Mexican  maiket  by  Mexico's  20 
percent  tariff.   In  its  testimony,  however,  PPG  acknowledged  that  it  is  not  concerned  about 
Mexico's  exports  to  the  Unit«l  States  but,  rather,  wants  "tariff  parity"  so  that  the  "bar"  to 
the  Mexican  market  will  be  lifted.   Notably,  PPG's  statement  contains  no  trade  statistics 
whatsoever  to  substantiate  its  allegation  of  being  barred  from  the  market.   This  is 
undoubtedly  because  U.S.  trade  data  give  lie  to  these  claims.   These  statistics  show  clearly 
that  U.S.  flat  glass  producers  have  dramatically  increased  their  shipments  to  Mexico  in  recent 
years,  which  would  not  be  possible  if  they  were  "barred"  from  the  market.   Meanwhile, 
Mexican  exports  of  float  glass  to  the  United  States  have  a  maiket  share  of  less  than  one-half 
of  one  percent  (0.3%),  while  exports  of  all  flat  glass  products,  including  float  and  automotive 
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glass,  have  a  U.S.  maricet  share  of  two  percent.   These  market  shares  have  remained 
completely  stable  in  recent  years  (in  fact,  Mexican  exports  of  automotive  glass  are 
declining).    So  while  Mexican  producers  may  have  the  "right"  to  sell  in  the  U.S.  market, 
they  clearly  do  not  do  so  to  any  significant  extent,  and  NAFTA  will  not  change  this. 


FLOAT  GLASS 

The  market  import  penetration  figures  cited  above  come  directly  from  U.S.  Census 
Bureau  import  statistics,  the  Current  Industrial  Report  for  flat  glass,  and  the  International 
Trade  Commission.  While  PPG  disputed  the  market  share  figures  we  have  provided  for  float 
glass,  the  figures  available  from  U.S.  government  sources  clearly  show  that  PPG's 
suggestion  of  a  significant  U.S.  market  presence  of  Mexican  float  glass  is  simply  wrong. 
According  to  the  U.S.  Current  Industrial  Report  for  float  glass,  U.S.  apparent  domestic 
consumption  in  1992  was  $1.2  billion  (up  form  $1.1  billion  in  1991,  refilling  PPG's  claims 
of  a  contracting  U.S.  market),  while  according  to  U.S.  Census  Bureau  import  data,  U.S. 
imports  of  float  glass  from  Mexico  were  valued  at  $3  million.   This  amounts  to  a  U.S. 
market  share  of  about  0.3  percent. 

With  respect  to  PPG's  allegations  of  being  "barred"  from  the  Mexican  market,  we 
note  that  U.S.  exports  of  float  glass,  as  well  as  of  all  flat  glass,  including  automotive  glass, 
to  Mexico  have  increased  phenomenally.   Between  1988  and  1992,  U.S.  exports  of  float 
glass  to  Mexico  increased  from  $900,0(X)  to  $25  million,  allowing  the  United  States  to  go 
from  a  float  glass  trade  deficit  with  Mexico  to  a  trade  surplus  of  $21  million.   During  the 
first  half  of  this  year,  the  value  of  U.S.  exports  of  float  glass  to  Mexico  increased 
dramatically  over  exports  for  the  same  period  in  1992  -  $18,249,640  compared  to 
$10,398,646.  Total  U.S.  exports  to  Mexico  of  all  flat  glass  articles,  consisting 
overwhehningly  of  float  glass  and  automotive  glass,  also  increased  dramatically.   Between 
1989  and  1992,  U.S.  exports  to  Mexico  of  all  flat  glass  products  increased  from  $31  million 
to  $103  million,  and  the  U.S.  trade  deficit  with  Mexico  in  total  flat  glass  declined  from  -$81 
million  to  -$18  million.   This  change  was  overwhelmingly  attributable  to  increased  U.S. 
exports  to  Mexico. 

PPG's  only  response  to  the  clear  evidence  of  rapidly  increasing  U.S.  penetration  of 
the  Mexican  maiket  is  to  argue  that  Mexico's  20  percent  tariff  limits  its  access  to  certain 
segments  of  the  Mexican  market  ~  for  example,  to  the  in-bond  producers  of  fabricated  flat 
glass  products  not  subject  to  Mexican  tariffs  if  the  final  products  are  re-exported  to  the 
United  States.   If,  in  fact,  U.S.  exporters  have  enjoyed  particular  success  in  this  area,  it 
makes  clear  that  while  the  Mexican  market  is  nominally  covered  by  a  20  percent  tariff,  a 
large  segment  of  the  market  is,  in  fact,  already  duty-free. 


AUTOMOTIVE  GLASS 

In  considering  the  impact  of  imports  of  automotive  glass  imported  into  the  United 
States  from  Mexico,  it  is  important  to  note  that  the  overwhelming  majority  of  these  imports 
are  produced  in  facilities  owned  in  whole  or  in  part  by  U.S.  flat  glass  producers  themselves 
and,  even  more  significantly,  that  the  majority  of  these  imports  do  not  even  compete  on  the 
open  market  with  U.S.  production. 

About  25  percent  of  U.S.  imports  of  automotive  glass  from  Mexico  is  produced  by 
L-N  Safety  Glass,  a  maquiladora  owned  and  operated  by  Libbey-Owens-Ford  and  located  in 
Mexicali,  Mexico.    Of  the  remaining  volume  of  automotive  glass  entering  the  United  States 
from  Mexico  (a  volume  quite  small  relative  to  the  overall  size  of  the  U.S.  maricet),  about  85 
percent  does  not  compete  with  automotive  glass  produced  by  PPG,  or  with  any  other 
automotive  glass  sold  in  the  open  market.   This  non-competing  automotive  glass  is  that  which 
is  imported  by  Ford  Motor  Company  from  its  Mexican  affiliates  for  use  as  original 
equipment  (OE)  in  new  Ford  vehicles  assembled  in  North  America.   Ford's  policy  is  to 
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source  its  original  equipment  automotive  glass  virtually  exclusively  from  its  own  glass 
division  or  affiliated  companies.    Almost  all  production  of  Ford's  Mexican  affiliates  is 
imported  by  Ford  for  its  own  use  as  original  equipment.   Since  no  glass  part  which  Ford 
sources  internally  is  also  obtained  from  outside  sources,  other  domestic  manufacturers  are  not 
even  vendor  candidates  with  respect  to  the  glass  sourced  by  Ford  from  Mexico.   The 
remaining  Mexican  automotive  glass  (glass  not  imported  by  Ford  or  its  designees  from  its 
own  affiliates,  or  imported  by  LOF)  is  imported  for  sale  in  the  automotive  replacement  glass 
market.   This  glass  makes  up  only  a  very  small  portion  of  overall  automotive  glass  imports 
from  Mexico. 

Imports  of  automotive  glass  from  Mexico  have  historically  comprised  about  6  percent 
of  U.S.  consumption.   USITC  Pub.  2299  at  37.   In  its  July  1990  report,  the  ITC  described 
Mexico's  share  of  the  U.S.  market  as  "not  very  large."   Pub.  2299  at  57-58.   Since  that 
time,  overall  imports  of  automotive  glass  from  Mexico  first  remained  relatively  stable,  and 
are  currently  declining.   The  market  share  of  imports  of  automotive  glass  from  Mexico  has 
remained  the  same  or  has  fallen.   Meanwhile,  U.S.  exports  of  automotive  glass  to  Mexico 
have  increased  phenomenally  (by  over  4(X)  percent),  growing  from  about  $12  million  in  1989 
to  nearly  $50  million  in  1992. 

If  anything,  mdications  are  that  the  U.S.  flat  glass  industry,  and  particularly  the 
automotive  glass  sector,  is  heading  into  a  period  of  increased  prosperity.    Claims  of 
unintentional  overcapacity  and  plant  closings  in  the  United  States  should  be  examined  very 
carefully.   For  example,  it  is  interesting  to  note  that  a  recent  edition  of  Glass  Digest  reports 
that  Safelite  Glass  Coip.,  a  U.S.  automotive  glass  producer,  has  actually  begun  to  build  a 
100,0(X)  square-foot  expansion  of  its  Bifield,  North  Carolina  distribution  center  and 
manufacturing  facility.   The  expansion  will  double  the  size  of  the  facility,  and  will  provide 
jobs  for  100  additional  people.   U.S.  producers  are  therefore  continuing  to  add  capacity  ~  a 
course  of  action  which  indicates  that  producers  expect  the  U.S.  maricet  to  grow,  not  to 
contract. 


Finally,  we  would  like  to  note  that  in  its  rqx)rt  to  Congress  on  the  potential  impact  of 
NAFTA  on  the  U.S.  flat  glass  industry,  the  U.S.  International  Trade  Commission  found  that: 


NAFTA  is  expected  to  have  a  minor  beneficial 
impact  on  the  U.S  industry  in  the  short  and 
long-term,  with  effects  concentrated  in  the 
western  and  southern  regions  of  the  country.   It 
offers  increased  access  to  the  Mexican  maiket  for 
the  U.S.  industry  through  the  elimination  of  a 
Mexican  tariff  advantage  that  is  likely  to  result  in 
the  long  term  in  a  larger  percentage  increase  in 
U.S.  exports  than  imports. 


USITC  Inv.  No.  332-337,  Pub.  2596  at  11-2.   This  statement  is  taken  directly  from  the 
rqwrt  written  by  the  ITC  glass  analyst.   We  note  that  during  the  hearing  on  the  23rd,  PPG 
took  issue  with  this  reference,  claiming  that  the  report  predicted  that  the  flat  glass  industry 
would  be  a  "loser"  under  the  agreement.   The  excerpt  read  by  PPG  was  taken  from  the 
Executive  Summary  of  the  rqx)rt,  which  grossly  mischaracterized  the  rqx)rt  itself.   We  urge 
the  Subcommittee  to  read  the  actual  teport  on  flat  glass,  rather  than  relying  upon  the 
Executive  Summary. 
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U.S.  pioducers  are  in  no  danger  of  losing  market  share  to  Mexico  under  the  NAFTA. 
The  five  U.S.  flat  glass  producers  control  well  over  90  percent  of  the  U.S.  market.   Mexico 
has  made  no  gains  in  U.S.  market  share  in  recent  years,  while  U.S.  producers  have  gained 
significant  market  share  in  Mexico.   Ways  and  Means  Committee  member  Amo  Houghton 
recently  agreed  with  this  assessment,  stating  during  a  hearing  before  the  Ways  and  Means 
Committee  that  "[i]n  1988,  Float  exports  to  Mexico  were  $1  million;  in  1992,  $25  million, 
and  they've  had  a  dramatic  increase  this  year  despite  the  20  percent  tariff.   So  I  don't  think 
the  flat  glass  industry  is  in  terrible  trouble."   The  only  incentives  provided  by  the  NAFTA  in 
flat  glass  will  be  to  spur  additional  U.S.  exports  to  Mexico.   The  U.S.  industry's  claims  that 
the  NAFTA  will  lead  to  job  loss  in  the  U.S.  flat  glass  industry  are  therefore  completely 
groundless. 

For  the  convenient  reference  of  the  Trade  Subcommittee,  we  have  attached  a  copy  of 
the  relevant  trade  statistics. 


Designated  Representative:  Irwin  P.  Altschuler,  Esq. 

BROWNSTEIN  ZEIDMAN  AND  LORE  ^ 

A  Professional  Corporation 
1401  New  Yoik  Avenue,  N.W. 
Suite  900 

Washington,  D.C.  20005 
(202)  879-5700 


Attorney  for  Vitro  Vidrio  Piano 


September  28,  1993 


BROWNSTEIN  ZEIDMAN  AND  LORE,  1401  New  York  Avenue,  N.W.,  Washington,  D.C.  20005  is  I 
this  document  on  behalf  of  our  client  Vitro,  Sociedad  Anonima,  and  its  operating  subsidiaries.   Since  Vitro,  Sociedad 
Anonima  is  a  foreign  organization,  Brownstein  Zeidman  and  Lore  is  registered  with  the  Department  of  Justice  under 
22  U.S.C.  §§  61 1 ,  e/  seq.  as  an  agent  of  such  foreign  principal.   Copies  of  this  document  are  being  filed  with  the 
Department  of  Justice  and  copies  of  Brownstein  Zeidman  and  Lore's  registration  is  available  for  public  inspection  at 
the  Department  of  Justice.    Registration  does  not  indicate  approval  by  the  United  States  Government. 
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THE  TRUTH  ABOUT  U.S.-MEXICO  TRADE  IN  FLOAT  GLASS 


The  Mexican  industry  is  in  no  position  to  threaten  the  dominance  of  the  U.S.  producers  in  their 
own  market,  and  is  even  now  seriously  threatened  by  those  producers  in  the  Mexican  market. 


U.S.  float  glass  producers  are  already  extremely  successful  in  exporting  to  the  Mexican 
market. 

U.S.  exports  of  float  glass  to  Mexico  increased  from  $900,000  in  1988  to  $25 
million  in  1992  with  the  Mexican  20%  tariff  still  in  place. 

In  the  first  six  months  of  1993,  U.S.  exports  to  Mexico  were  valued  at  $18,249,640, 
compared  to  $10,398,646  during  the  first  half  of  1992. 

The  United  States  has  gone  from  a  float  glass  trade  deflcit  with  Mexico  to  a  trade 
surplus  of  $21  million  in  only  four  years. 

Mexico  is  ab-eady  a  growing  market  for  U.S.  producers;  this  market  will  only  grow 
under  the  NAFTA. 

Exports  to  Mexico  accounted  for  12.4%  of  the  value  of  total  U.S.  float  glass  exports 
during  the  first  half  of  1993,  up  from  7.8%  during  the  first  half  of  1992. 

Mexican  exports  of  float  glass  to  the  United  States  have  a  U.S.  market  share  of  less 
than  one-half  of  one  percent  (0.3%),  which  has  not  changed  in  recent  years. 

Total  Mexican  capacity  for  float  glass  production  is  less  than  10%  that  of  the  U.S. 
industry. 

The  U.S.  industry  has  39  float  glass  tanks;  the  Mexican  industry  has  only  3. 

The  Ave  U.S.  float  glass  producers  control  well  over  90  percent  of  the  U.S.  market. 
Despite  the  success  ah*eady  enjoyed  by  U.S.  float  glass  exporters,  under  NAFTA, 
Mexican  duties  on  the  float  glass  provisions  covering  the  overwhelming  majority  of 
U.S.  exports  to  Mexico  will  be  eliminated  over  8  years,  not  10. 

The  U.S.  International  Trade  Commission  predicts  that  the  NAFTA  will  have  a 
beneficial  impact  on  the  U.S.  float  glass  industry. 


BROWNSTEIN  ZEIDMAN  AND  LORE,  1401  New  Yoit  Avenue.  N.W.,  Wuhmgtao,  D.C.  20005.  u  Imumitting  Dm  document  on  beludf  of  our  cUeol  Vitro. 
Sociedad  Anoainu  and  iti  operating  diviiioni.   Since  Vitro,  Socicdad  Anonima  ii  a  foreign  oiganization,  Brownatcm  Zeidman  and  Lore  ts  registered  with  the 
Department  of  Justice  under  22  U.S. C. 55611, «r  je^.  as  agents  of  such  foreign  principal.    Copies  of  this  document  arc  being  fUcd  with  the  Department  of  Justici 
and  copies  of  Brownstcin  Zeidman  and  Lore's  registrauon  is  available  for  pubbc  mspection  at  the  Department  of  Justice.    Registration  does  not  indicate  approval  t 
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FLOAT  GLASS  EXPORTS  -  SIX  MONTH  DATA,  1992  AND  1993 


Export  sutistici  for  Float  Glass  -  January-JuM  1 
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Export  sunsdcs  for  Roal  Glass  -  January-Jiuw  1993 
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STATEMENT  OF  WHIRLPOOL  CORP. 

Whirlpool  Corporation,  the  world's  largest  manufacturer  of  major  home  appliances, 
strongly  supports  NAFTA  as  written.  We  market  to  over  120  countries  with  major 
production  facilities  in  1 1  countries,  including  Canada  and  Mexico.  NAFTA  is  important 
to  our  short  and  long  term  competitive  posture  and  complements  our  global  organizational 
structure  which  includes  a  North  American  Appliance  Group. 

NAFTA  provides  many  positive  provisions  which  will  enhance  the  business  opportunities 
of  U.S.  companies  against  global  competition.  For  example,  significant  appliance  rules  of 
origin  would  require  major  investment  in  North  America  by  foreign  competitors  planning 
to  set  up  manufacturing  operations.  This  would  translate  into  more  North  American  jobs. 
In  addition,  improvement  in  border  clearing  procedures,  safeguards  pertaining  to 
intellectual  property  rights,  liberalization  of  past  Mexican  restrictions  on  U.S.  carriers,  a 
phase-out  of  tariffs  and  a  host  of  other  provisions  will  enhance  opportunities  to  sell  U.S. 
goods  and  components  in  Mexico. 

Whiripool  Corporation,  our  employees,  and  suppliers  are  already  benefiting  fi-om  the 
liberalization  of  trade  barriers  by  the  Mexican  government  during  the  last  six  years.  In 
1987,  we  established  a  joint  venture  with  a  valued  Mexican  partner  (Vitro  S.A.  de  C.V.). 
Through  this  partnership  we  established  distribution  channels  for  U.S. -built  goods  and  a 
strategic  partnership  to  market  Mexican-built  products  (most  of  which  are  manufactured 
with  a  majority  of  U.S.  components  and  purchased  primarily  by  Mexican  consumers).  We 
believe  that  a  positive  result  of  this  strategic  partnership  has  been  to  help  stabilize  longer 
term  job  prospects  at  Whiripool's  U.S.  factory  locations  and  among  our  supplier  base. 

Because  of  our  strategic  partnership,  exports  of  U.S. -built  Whiripool  products  have 
increased  by  160  fold  since  1987.  There  has  been  a  substantial  demand  for  U.S. -built 
Whiripool  products  in  Mexico  and  our  exports  enjoy  a  nearly  2  to  1  dollar  advantage  over 
Mexican  appliance  imports  under  our  joint  venture  agreement.  We  expect  these  U.S. 
exports  to  increase  by  approximately  5%  -  6%  annually  over  the  next  few  years.  For  a 
variety  of  reasons,  Whiripool  added  1,700  employees  at  our  U.S.  plant  locations  this  year. 
Our  continued  and  growing  trade  in  Mexico  was  a  contributing  factor. 

This  growing  Mexican  market  could  be  improved  evpn  more  with  the  implementation  of 
NAFTA,  since  the  improvement  in  Mexican  markets  will  be  enhanced  by  the  elimination  of 
20%  Mexican  appliance  tariffs  over  the  next  ten  years.  It  is  important  to  maintain  this  10 
year  phaseout  of  Mexican  duties,  since  any  immediate  elimination  of  appliance  tariffs 
would  destroy  a  budding  industry  in  a  developing  country  because  a  mature  U.S.  industry 
would  flood  the  Mexican  market. 
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In  the  absence  of  NAFTA,  there  will  be  no  removal  of  Mexican  appliance  tariffs.  In  fact, 
the  Mexicans  have  the  option  to  raise  their  appliance  rates  up  to  50%  under  current 
General  Agreement  on  Tariffs  and  Trade  (GATT)  arrangements.  This  scenario  would  be 
inhibiting  to  any  future  trade  opportunities  at  best  and  potentially  devastating  to  any  future 
trade  with  Mexico  at  worst.  In  short,  it  could  threaten  jobs  at  our  U.S.  plants  and  among 
our  U.S.  suppliers. 

The  failure  of  the  U.S.  Congress  to  pass  NAFTA  would  force  Mexico  to  look  to  other 
major  trading  partners  for  free  trade  pacts  around  the  world.  We  are  aware  of  several 
trade  delegations  from  Mexico  who  have  recently  made  exploratory  visits  to  the  Far  East. 
We  are  also  aware  that  the  Koreans  have  been  makir^g  enormous  increases  in  refrigerator 
sales  in  Mexico.  These  Korean  increases  approximate  40%  annually,  and  now  account  for 
10%  of  the  market  from  0%  five  years  ago. 

We  are  in  a  unique  window  of  time.  The  U.S.  Congress  has  the  opportunity  to  promote 
the  long  term,  competitive  posture  of  our  nation  by  approving  this  important  North 
American  Trade  Agreement.  NAFTA  is  essential  to  counterbalance  the  powerful 
economic  trade  pacts  which  are  developing  in  Europe  and  Asia.  Passage  of  NAFTA  could 
also  enhance  prospects  for  a  hemispheric  trade  pact.  This  would  further  enhance 
prospects  for  new  markets  for  U.S.  built  products  in  Central  and  South  America. 

According  to  the  International  Trade  Commission,  the  NAFTA  will  strengthen  U.S. 
manufacturers  of  appliances  against  global  competition.  Most  major  independent  studies 
indicate  that  U.S.  employment  in  general  will  increase  as  a  result  of  NAFTA.  As  a  U.S. 
headquartered  appliance  manufacturer  with  numerous  global  locations  and  expansion 
plans,  we  strongly  endorse  NAFTA  as  an  important  link  to  our  future  business 
opportunities  and  successes.  As  such,  we  strongly  encourage  your  support  and 
endorsement  of  this  important  and  historic  agreement. 

Thank  you  for  the  opportunity  to  comment.  For  further  information  please  contact: 
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